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Financial highlights

in USD millions’

Consolidated figures 2000 1999 Change
Gross written premiums, policy fees, insurance deposits and including

fche premiums written by the Farmers P&C Group (excluding Farmers Re) 50,044 47,995 4.3%
Gross written premiums and policy fees (GWP) 30,410 129,216 A%
Net earned premiums and policy fees 24,760 124,836 -03%
Asset management fee income ~ 1,557 ~ 1,450 ) 7.4%
_Total revenues 37,431 140,048 —-6.5%
Operating income 3,169 - 5177 -38.8%
'Net income 2,328 - 3,264 - 28.7%
Normalized net income 2,096 - 2,218 -55%
Diluted earnings per share in CHF 46.27 - 57.65 , -19.7%
Dividends per share in CHF - 17.15 - 17.15 7 7 -
_Total investments 125,490 121,644 - 32%
Net underwriting reserves 98,353 100,082 =1.7%
Total shareholders’ equity 20,674 121,776 =51%
Total assets under management 440,371 442,074 -0.4%

1Unless noted

Overview

With USD 50.0 billion in total business
volume, USD 2.3 billion in net income
and USD 20.7 billion in shareholders’
equity, our Group is one of the leading
financial services organizations in the
world. Over the last five years, we have
significantly grown the proportion of our
activities derived from life and asset
management activities, from approximately
10% to more than 40% of our operating
income.

Non-life Insurance

GWP: USD 18.9 billion,

Net income: USD 460 million

In non-life insurance, we are a major
participant in the USA, UK and Swiss
markets. With 19.3 billion in gross written
premiums and policy fees we are among
the key players in the USA (including gross
written premiums from the Farmers P&C

Group), the 2nd largest in Switzerland with
USD 1.5 billion in gross written premiums
and policy fees and among the leaders

in the UK with USD 2.8 billion in gross
written premiums and policy fees.

Life Insurance

GWP & deposits: USD 16.3 billion,
Net income: USD 978 million

In life insurance, our activities are
concentrated in the USA, the UK and
Switzerland and we have strong positions
in the two latter countries.

Reinsurance

GWP: USD 4.9 billion,

Net income: USD 230 million

In reinsurance, we focus on providing value
added and innovative solutions to our
customers and are one of the leaders in the
area of alternative risk financing through
Centre and Zurich Capital Markets.

Farmers Management Services
Management fees: USD 1.6 billion,
Net income: USD 559 million
Farmers provides management services to
the Farmers P&C Group, a reciprocal
organization owned by its policyholders.
Farmers P&C Group is one of the most
trusted insurance providers as well as

one of the largest personal lines non-life
insurers in the USA.

Asset Management

Management fees: USD 1.7 billion,
Net income: USD 101 million

With more than USD 440 billion in assets
under management, our Group is among
the largest global asset managers with
strong brands such as Zurich, Scudder and

Threadneedle.
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We are a leading financial services organization providing
financial protection and wealth accumulation solutions for some
35 million customers in over 60 countries. Our history goes
back more than a century to 1872. Our three largest markets
are the USA, UK and Switzerland and we are a focused player in
other European, Asia-Pacific and Latin American markets. We
concentrate our activities in five business segments: non-life and
life insurance, reinsurance, Farmers management services and
asset management.

Our Group stands for customer dedication, innovation,
financial stability and value creation. Our approach is to design
solutions based on a comprehensive understanding of our
customers’ protection needs and investment requirements. Our
corporate structure centers around operating strategic business
units focused on serving locally individual customers with distinct
needs and preferences. These local units benefit from the
expertise and best practices developed throughout the Group.
We distribute our products through various distribution channels,
including our own sales force, brokers, banks, affinity groups,
direct marketing and e-commerce. We are easily accessible to
our customers and are very convenient to do business with.

Our headquarters are in Zurich, Switzerland.
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To our shareholders, customers and employees

New Zurich means a new way of doing business in a world that
demands new thinking and new engagement from each of us.

We have made considerable progress toward our goals and are
determined to take advantage of all new opportunities.

We are pleased to present our annual report
for the year 2000 with the consolidated
results of the Zurich Financial Services
Group. A major achievement during the
year was the successful unification of our
share structure, in which shareholdings in
Allied Zurich p.l.c. and Zurich Allied AG
were replaced by shares in Zurich Financial
Services. This was one of many positive
developments in 2000. Other steps we
have taken to develop and implement our
strategy during the year are discussed in
our Corporate Brochure 2000.

Although both our earnings and
return on equity continue to compare well
with others in our industry, our financial
results were below expectations. The
Group remains financially very strong, and
we are taking firm measures to restore our
growth in earnings performance.

Our net income, calculated in
accordance with International Accounting
Standards (IAS), reached USD 2.328 billion.
The reduction of 29% from the previous
year was principally due to a lower level of
realized capital gains. In 1999, favorable
financial markets allowed us to achieve a
high level of realized capital gains as our
investment portfolio is managed on a
“total return” basis, and we realize capital
gains when appropriate for investment
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reasons. Our net income, including a
normalized* level of capital gains, was
USD 2.096 billion or 6% below 1999.
Both our IAS reported and normalized net
incomes were adversely affected by the
strength of the US Dollar. During the
year we paid out USD 2.5 billion to our
shareholders — USD 875 million of
regular dividends, USD 955 million
special dividends to former Allied Zurich
shareholders and USD 650 million in
the share buy back program in connection
with our share unification. At year-end
our shareholders funds remained strong at
USD 20.674 billion, a decline of 5%.
Our return on equity, at 11% based on
IAS reported earnings, puts us among the
stronger performers when compared to
our industry peers.

Earnings per share, based on our IAS
reported net income, were CHF 46.27,
a decline of 20% (1999 CHF 57.65 as
restated). Based on normalized net income,
earnings per share increased by 6% to
CHEF 41.66 (1999 CHF 39.19 as restated).
The Board of Directors recommends an
unchanged dividend of CHF 17.15 gross.

Our reported net income under IAS
broadly met the levels of the previous
year in all of our operating segments
except non-life insurance, where net
income moved from USD 1,408 million
to USD 460 million. However, the
differing incidence of realized capital gains
between sectors and between years
obscures the underlying operating trends.
An analysis of the normalized earnings
gives a clearer indication of the
performance of our business segments.

Normalized net income in our life
insurance segment increased by 15% to

USD 1.004 billion. Our gross written
premiums and deposits increased by 6% in
local currencies, while total new business
increased by 2% in local currencies, with
particularly strong growth at Farmers

Life. The profitability of new business also
increased, and further actions are planned
to improve profitability. Our embedded
value profits increased by 6%, resulting in
a satisfactory return on embedded value
of 10.5%, compared with 10.2% in 1999.

In our reinsurance segment normalized
net income increased to USD 201 million
from a loss of USD 125 million. Included
in this segment are the Centre and
Zurich Capital Markets businesses. Centre
produced a good result despite negative
developments from certain London
Market contracts. Zurich Capital Markets
had an excellent year.

Normalized net income at our
Farmers management services segment
declined by 3% to USD 531 million,
while underlying growth, adjusted for a
number of special factors, stood at 4 %.
Gross written premiums of Farmers P&C
Group grew by 6% to USD 11.8 billion,
reflecting the inclusion of Foremost, which
was acquired by the Farmers P&C Group
during 2000, and the expansion into
twelve eastern states.

In our asset management segment
normalized net income declined from
USD 84 million to USD 77 million.
Results in 2000 were adversely affected by
start-up and development costs associated
with our new banking initiatives, as
well as restructuring and development
costs at Zurich Scudder. The performance
of our US mutual funds has improved
significantly, with 60% in the first or
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second quartile for the year. In Europe our
performance remained excellent, with
more than 90% of our Threadneedle
funds, and more than 70% of our Zurich
Invest funds exceeding benchmark.

Net inflows into our funds more than
doubled to USD 7.1 billion. This,
however, was more than offset by market
value movements. Total assets under
management were almost unchanged at
USD 440 billion, while third party assets
declined by 2% to USD 259 billion.

In our non-life insurance segment
normalized net income declined by 66%
to USD 283 million. This was principally
due to corporate costs and projects as
well as Group interest expenses, which are
allocated mainly to this segment. The
performance of our operating businesses
advanced, with the net combined ratio
improving by 0.6 points to 105.5%.

The net expense ratio of our operating
businesses improved by 2.9 points to
29.0%, while the net loss ratio, which was
affected by some severe weather losses,
deteriorated by 2.3 points to 75.8%.
Gross written premiums grew by 17% in
local currencies, with very strong growth
in our US and Rest of World regions.
We are continuing to benefit from strong
rate increases and growth, particularly in
the UK and the US commercial markets.

We are taking determined action
to improve our corporate expense levels.
We have earlier announced a program
that will reduce our Head Office expenses
and project costs by an annualized
USD 140 million by the end of 2001,
and by USD 200 million by the end of
2002. In addition, we are centralizing our
reinsurance purchasing, which we estimate



will result in annual income benefits

of USD 100 million. And we have begun
implementation of global procurement,
which we expect will reduce costs

by at least USD 100 million annually
within three years. These measures are

in addition to the efficiency programs
already underway in our business
divisions and will significantly contribute
to achieving our specific objectives
towards gains in operating efficiency.

In the previous year we have embarked
on a strategy of significantly expanding
our presence in key markets and focusing
on our direct non-life, life and investment
businesses. As part of this program of
concentrated expansion we have recently
announced the intention to launch
Zurich Re as an independent company
via a spin-off to our shareholders. Details
will be announced later this year. We
believe Zurich Re is a business with strong
growth and value potential on a stand-
alone basis and that our shareholders
should continue to benefit from owning it.
However, we believe that both Zurich Re
and the Group will benefit from enhanced
focus and increased financial flexibility
after the spin-off. Together with other
divestments principally of businesses
that we do not consider to be of
long-term strategic relevance, we expect
that the value of divestments will
exceed USD 4 billion. Furthermore,
we intend to reduce our Group debt
by up to USD 2 billion.

Our results in 2001 will bear the
costs of some of these initiatives, as well
as continuing costs from our numerous
e-business projects and initiatives relating
to the strengthening of our position in

providing access and convenient financial
services to our customers. Also, the
decline in interest rates will impact our
investment income as maturing portfolios
are reinvested.

We consider the years 2000 and 2001
to be a transition period during which we
are continuing to strengthen our platform
of strong underlying businesses and
will position the Group for significant
expansion in focused business segments
and attractive markets.

The success of the Zurich Financial
Services Group is built upon the
capabilities and dedication of our
employees, and I sincerely thank them for
their continuing loyalty and support. I also
thank our customers, intermediaries and
shareholders for the trust that they have
placed in us.

Rolf Hiippi
Chairman and Chief Executive Officer

* Last year we introduced the concept of “normalized
earnings” in order to reduce the volatility in our earnings
arising from different levels of capital gains and provide
more meaningful information to shareholders. Normalized
carnings replace actual realized capital gains with a
long-term sustainable level, and give a better indication

of the underlying performance of our business. Full

details of the calculation are shown in the Financial
Statistics of the Annual Report.
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Zurich Financial Services Group Operating Review

Operating Review

Overview

Net Income Our reported net income totaled USD 2.3 billion for the year ending 31 December 2000, a
year on year decrease of 29%. Normalized net income totaled USD 2.1 billion, marginally below the level of
USD 2.2 billion for 1999.

Our reported results were adversely affected by significantly reduced realized capital gains in 2000
compared with 1999, when we took advantage of strong capital markets to realize an above average amount
of capital gains. Total realized capital gains declined by USD 2.6 billion, or 53 %. This was partially due to the
reclassification in 1999 of certain assets from “available for sale” to “trading”, which resulted in one-off gains
of USD 1.6 billion in 1999. The impact on net profits was substantially lower since a large proportion of these
gains is attributable to life policyholders. Reported and normalized net income in 1999 was also positively
impacted by USD 153 million resulting from the implementation of the new accounting standard IAS 19 (revised
1998), Employee Benefits (IAS 19), USD 174 million from changes in accounting estimates in our life insurance
operations and some USD 250 million from favorable currency movements. In addition, 1999 reflected reserve
strengthening and exceptional costs of USD 378 million. Our 2000 results were affected by the costs of our
share unification of over USD 90 million and higher debt servicing costs. The results also benefited from
commutations from certain reinsurance contracts and the results of a comprehensive reserve review, offset by
reserve strengthening due to exceptional losses in our reinsurance segment. We have now achieved annualized
benefits arising from our 1998 merger of USD 378 million of the planned USD 500 million per annum. At the
end of 1999 we had achieved annual savings of USD 226 million per annum.

Reported net income and normalized net income by segment were as follows:

Years
ended 31 December
Net income by segment 2000 1999 Change
Non-life Insurance 460 1,408 -67%
Life Insurance 978 993 -2%
'Reinsurance 230 188 22%
'Farmers Management Services 559 577 -3%
Asset Management 101 98 3%
Total 2,328 3,264 -29%
in USD millions
Years
ended 31 December
Normalized net income by segment 2000 1999 Change
Non-life Insurance 283 834 -66%
ALife Insurance 1,004 876 15%
'Reinsurance 201 -125 N/A
VFarmers Management Services 531 549 -3%
Asset Management 77 84 - 8%
Total 2,096 2,218 -6%

in USD millions

Normalized earnings provide information in addition to that reported in our financial statements to aid a
better understanding of our business. They are not part of our reported financial statements, which will continue
to be prepared in accordance with International Accounting Standards. Normalized earnings replace the volatility
of year-on-year realized capital gains with normalized gains'. In both years, normalized income was affected by a
number of special factors, which, in total, were broadly neutral in each year.

1 Normalized capital gains are calculated by taking capital gains of 7.5% of our average equity portfolio and 0.5% of our average
fixed maturities portfolio. See details of calculations in the statistical data section on page 112.
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Zurich Financial Services Group Operating Review

Our non-life insurance net combined ratio improved from 106.1% in 1999 to 105.5% in 2000, primarily
reflecting an improvement in the net expense ratio. Non-life insurance reported net income declined by 67 %
and normalized net income declined by 66 %. Both were affected by special factors which influenced both years,
in particular the implementation of I1AS 19, favorable currency movements in 1999, commutation of contracts in
the London market and higher debt servicing costs, offset by the effects of a review of our loss reserves.

Our proportion of normalized net income from our Life insurance and fee based segments grew from 68 %
to 77% in 2000, which resulted in the release of USD 350 million (after tax). This represented surpluses in the
reserves arising from the overall portfolio (the covariance effect).

Our insurance operations recorded a growth in total new business premiums of 2% in local currencies.
Normalized net income increased by 15 % over 2000. Reported net income declined slightly since 1999.
Reported and normalized net income in 1999 included USD 174 million from accounting changes.

Reported net income in our reinsurance operations increased by 22 %. On a normalized basis, net income
turned from a USD 125 million loss in 1999 to a USD 201 million profit in 2000. The underlying performance in
our reinsurance results would have been better, but for several large losses in the London Market and the
adverse development of North American business, partially offset by a commutation of a large reinsurance
transaction.

Farmers management services reported net income declined by 3% over the prior year, primarily due to the
implementation in 1999 of IAS 19, which led to a non-recurring reduction in expenses in that year. Excluding this
1999 change, farmers management Services would have recorded a growth of 3%.

Net income in our asset management segment as reported increased by 3%. On a normalized basis, net

income declined by 8%.

Balance Sheet The Zurich Financial Services Group’s own investments increased by 3% to USD 125.5 billion
compared with 31 December 1999. Debt increased by USD 3.4 billion. Of this, USD 1.9 billion related to increases
in our banking and capital market activities, which generally require higher levels of leverage. Our corporate
debt, excluding banking and capital market activities, increased from USD 4.4 billion to USD 5.9 billion,
reflecting to a large extent financing for the share unification program. In February 2001, the Group refinanced
USD 1.1 billion of debt with the proceeds of a non-dilutive, deeply subordinated hybrid transaction, backed by
Farmers Group, Inc. Class C shares.

Shareholders equity was 5% lower at USD 20.7 billion primarily as a result of the USD 650 million share
buyback and USD 955 million of special dividends resulting from the successful share unification in October
2000. Net unrealized gains on investments declined by 6% reflecting unfavorable conditions on the major global
equity markets. The adverse effects of the strengthening of the US dollar against our major operating currencies

resulted in a USD 535 million reduction in shareholders’ equity.

Premiums The Zurich Financial Services Group’s total premium volume amounted to USD 50.0 billion, an
increase of 4% over the prior year, or 7% in local currencies. Total premium volume includes premiums
underwritten by Group companies, USD 8.8 billion of insurance deposits from life policyholders and

USD 11.8 billion of premiums written by the Farmers P& C Group?, which we provide management services

to, but do not own.

2The Farmers P&C Group is not owned by the Zurich Financial Services Group. One of the Group’s wholly-owned subsidiaries,
Farmers Group, Inc. provides management services to the Farmers P&C Group. Both insurance deposits and Farmers premiums
cannot be reported as revenues under our accounting policies which conform to US Generally Accepted Accounting Principles
(US GAAP) for insurance products.
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Zurich Financial Services Group Operating Review

Gross written premiums and policy fees - ended :‘Ie?)r:cember % of total
total business (before eliminations) 2000 1999 Change (bef. elimin.)
Non-life Insurance gross written premiums

and policy fees 18,899 17,212 10% 37%
Farmers P&C Group® ' 11,800 11,107 6% 23%
Less Farmers Re’ ' 1,000 1,000 - 2%
Total Non-life Insurance premium volume 29,699 27,319 9% 58%
Life Insurance gross written premiums and policy fees 7,462 8,086 -8% 15%
'Insurance' deposits 7 8,834 8,672 7 2% 17%
Total Life Insurance premium volume 16,296 16,758 -3% 32%
Reinsurance gross written premiums and policy fees 4,873 4,512 8% 10%
Total premium volume before eliminations 50,868 48,589 5% 100%
Intersegment eliminations -824 -594 -39%

Total premium volume 50,044 47,995 4%

Reported gross written premiums and policy fees 30,410 29,216 4%

in USD millions

Our reported gross written premiums and policy fees (which excludes life insurance deposits and Farmers
P&C Group gross written premiums) grew by 4 % (9 % in local currencies) from USD 29.2 billion for 1999 to
USD 30.4 billion for 2000.

Our non-life insurance operations recorded growth of 10 % in gross written premiums and policy fees
(17 % in local currencies).

Gross life insurance new business premiums and deposits were flat (2 % increase in local currencies). Our total
life insurance premium volume, which includes life insurance deposits not accounted for as premium, declined by
3% (6 % growth in local currencies) to USD 16.3 billion compared with USD 16.8 billion in 1999. Deposits,
however, increased by 2 %, 7% in local currencies, reflecting the increasing emphasis on investment products.

Our reinsurance segment gross written premiums and policy fees increased by 8 % to USD 4.9 billion
compared with USD 4.5 billion in 1999.

2The Farmers P&C Group is not owned by the Zurich Financial Services Group. One of the Group’s wholly-owned subsidiaries,
Farmers Group, Inc. provides management services to the Farmers P&C Group. Both insurance deposits and Farmers premiums
cannot be reported as revenues under our accounting policies which conform to US Generally Accepted Accounting Principles
(US GAAP) for insurance products.

3 Established in 1998, Farmers Re is a Group-internal reinsurer wholly owned by Farmers Group, Inc. and is used solely to provide
additional underwriting capacity to the Farmers P&C Group. Premiums of Farmers Re have therefore been eliminated to avoid
double-counting.
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Segmental Review

N on- I [ fe | NSUurance e Group's non-life insurance businesses recorded an

improvement in the net combined ratio* from 106.1% for 1999 to 105.5 % for 2000. This was mainly due

to a 2.9 point reduction in our net expense ratio to 29.0% driven by our continuing focus on gaining operating
efficiencies and reducing costs. Our net loss ratio increased by 2.3 points to 75.8 %, after taking into consi-
deration positive developments in our loss reserves. Reported gross written premiums and policy fees showed a
10% increase over the equivalent period last year (17 % in local currencies) partly due to rate increases in key
markets, with very strong growth in our US and Rest of the World regions. Reported net income declined by

67 %, or 65 % in local currencies, to USD 460 million in 2000 compared with USD 1.4 billion for 1999, reflecting
lower realized capital gains and a significant increase in non-technical expenses. These expenses reflect higher
head office costs, foreign exchange losses and higher interest expenses and costs associated with the share
unification, all of which are allocated to the non-life segment. The 1999 results benefited from a one-off gain
from the implementation in 1999 of IAS 19 and high foreign exchange gains. Normalized net income declined
by 66 %, from USD 834 million for 1999 to USD 283 million and was similarly affected by the above items,

excluding realized capital gains.

Key figures — Non-life Insurance ended ;e::cember Change in

(before eliminations) 2000 1999 Change  local currency

Gross written premiums and policy fees and including

the premiums written by the Farmers P&C Group

(excluding Farmers Re) 29,699 27,319 9%

Gross written premiums and policy fees as reported 18,899 17,212 10%

'Net earned premiums and policy fees 13,663 13,682 -

VNet underwriting result -749 -834 10%

'Net investment income and realized capital gains 2,914 3,377 -14%

Net income 460 1,408 ~67%

VNormaIized net income 283 834 - 66%

'Net underwriting reserves 25,428 28,177 -10%

'Net loss ratio 75.8% 73.5% 2.3pts

VPoIicyhoIder dividends and participation in profits ratio 0.7% 0.7% -

'Net expense ratio 29.0% 31.9% —2.9pts

'Net combined ratio 105.5% 106.1% - 0.6pts

Gross written premiums and policy fees,

as reported, by region

© United States 8,466 6,672 27% 27%
United Kingdom 2,754 2,802 -2% 5%
Switzerland 1,516 1,685 - 10% 1%
Europe (excluding UK and Switzerland) 4,248 4,565 7% 7%
Rest of the World 2,387 2,043 17% 20%

in USD millions

4\We have changed the presentation of the net combined ratio this period to exclude non-technical expenses to reflect better the
underlying performance of our business. Comparatives have been restated.
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United States The United States is our largest non-life insurance market, accounting for 45 % of our total

reported non-life insurance gross written premiums and policy fees, an increase of 6 points compared with 1999.

Years
Key figures - Non-life Insurance ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums and policy fees 8,466 6,672 27%
Net income 402 651 -38%
Net combined ratio 104.9% 105.0% - 0.1pts

in USD millions

Gross written premiums and policy fees increased by 27 %, reflecting our successful efforts at increasing rates,
attracting new customers and retaining business. The trend towards higher rates that started to emerge in
1999 continued through 2000 in our non-life operations, resulting in an overall rate increase in our Zurich US
business unit of 9%, as well as increases in our specialty lines of up to 17%. Despite these rate increases,
we continued to attract new business. Total investment income and realized capital gains declined in 2000
primarily due to a lower level of realized capital gains as, in the face of lower interest rates, we restructured our
fixed income portfolio.

Our net combined ratio improved slightly from 105.0 % to 104.9 % for 2000. The net loss ratio increased to
76.4% compared with 74.3 % for the prior year due to adverse Workers" Compensation and liability business
development, as well as increased property losses. Expenses increased during the year primarily due to the
absence in 2000 of the one-off gain due to the adoption of IAS 19 in 1999, which resulted in an increase in
reported expense in 2000. However, our net expense ratio improved from 30.3 % to 28.3 % in 2000 as a result
of premium growth.

Our net income decreased from USD 651 million to USD 402 million.

United Kingdom The United Kingdom is our second largest individual non-life insurance market by premium

volume and accounts for 15% of our non-life insurance gross written premiums and policy fees.

Years
Key figures — Non-life Insurance ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums and policy fees 2,754 2,802 -2%
Net income 182 216 -16%
Net combined ratio 105.1% 114.0% —8.9pts

in USD millions

Since 1998, our strategy has been to eliminate loss-making business and focus on underwriting for profit. In
2000 we successfully raised prices in the personal and commercial motor markets and, in lines of business
where rates could not be raised, we declined to write policies if they did not meet our profitability requirements.
Gross written premiums and policy fees declined by USD 48 million, or 2 %, from USD 2,802 million in 1999 to
USD 2,754 million in 2000. In local currency terms, our gross written premiums and policy fees increased by
5%, 10 % after restating 1999 premiums to remove certain commission expenses, which, in 1999 and prior
years, were shown both as gross written premiums and commission expense.

We made considerable progress in improving our net combined ratio by 8.9 points from 114.0 % in 1999 to
105.1% in 2000. This was driven by a significantly better net expense ratio, which reduced by 9.6 points to
24.1 %, reflecting cost improvements due to the restructuring of our UK operations. Also contributing to this
decline was the change made in 2000 to the treatment of certain commission expenses as described above.
Continued improvements in managing claims leakage combined with improved risk selection largely offset the
effects of storm losses of USD 88 million. Our net loss ratio increased by 0.7 points to 81.0 % in 2000, compared

with 80.3 % in the prior year.
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Zurich Financial Services Group Operating Review

Total investment income and realized capital gains decreased by USD 70 million, or 12 %, due to lower
realized capital gains resulting from comparatively poorer stock market performance in 2000.
Our net income declined USD 34 million, or 16 %, from USD 216 million in 1999 to USD 182 million in 2000.

Switzerland

Years
Key figures — Non-life Insurance ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums and policy fees 1,516 1,685 -10%
Net income 350 235 49%
Net combined ratio 105.7% 102.7% 3.0pts

in USD millions

Switzerland accounts for 8% of our non-life insurance gross written premiums and policy fees. Our non-life
insurance gross written premiums and policy fees in Switzerland declined by USD 169 million, or 10 %, from
USD 1.7 billion in 1999 to USD 1.5 billion in 2000. In local currency, our gross written premiums and policy fees
increased by 1%. This local currency growth was driven primarily by volume and rate increases in our motor,
health and third party liability lines of business.

Our net combined ratio increased 3.0 points from 102.7 % in 1999 to 105.7 % in 2000. Our net loss ratio
increased by only 0.2 points despite severe natural catastrophe losses, offset by better underwriting and risk
selection. Since more of our business now pays dividends and participation in profits to policyholders,
our policyholder dividends and participation in profits ratio increased by 1.8 points to 6.1% in 2000. Our net
expense ratio increased 1.0 points from 27.6 % in 1999 to 28.6 % in 2000.

Investment income increased by USD 94 million, or 51 %, from USD 186 million in 1999 to USD 280 million
in 2000 driven by shifts in our asset allocation. Realized capital gains increased by USD 128 million, or 82 %,
from USD 156 million in 1999 to USD 284 million in 2000. This increase primarily is due to realized gains on our
holdings of shares in other insurance companies.

Our net income increased by USD 115 million, or 49 %, from USD 235 million in 1999 to USD 350 million
in 2000.

Europe (excluding the United Kingdom and Switzerland) Europe (excluding the United Kingdom and
Switzerland) accounts for 22 % of our gross written premiums and policy fees and is our second largest region

by premium volume.

Years
Key figures — Non-life Insurance ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums and policy fees 4,248 4,565 -7%
Net income 310 410 -24%
Net combined ratio 105.3% 103.4% 1.9pts

in USD millions

Gross written premiums and policy fees grew in local currencies by 7%, but declined by USD 317 million,
or 7%, from USD 4.6 billion to USD 4.2 billion in US dollars due to the appreciation of the US dollar. Gross
written premiums in Germany increased in local currency by 5% as a result of rate increases in most lines of
business. In Italy, despite a government-imposed freeze on auto insurance rates which constrained growth in
this line of business, most other lines of business experienced rate increases and premium growth in local
currency. In Spain, significant growth in local currencies was experienced, particularly in auto and third party
liability lines of business due to rate increases. Gross written premium and policy fees declined in France in

local currency.
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Our net combined ratio increased from 103.4 % to 105.3 % in 2000, influenced by storm losses which
increased the net loss ratio from 74.5 % in 1999 to 77.0 % in 2000, although these losses were offset to some
extent by the effects of our reserve review. In Italy, Spain and France, our net loss ratios improved due to a
stricter approach to underwriting and claims settlement. In Germany, the largest market in the region, we
experienced an increase in our net loss ratio. Continuing cost efficiencies resulting from organizational changes
throughout the region, for example the merger of our Nordic operations into one business unit sharing common
services, helped reduce our net expense ratio from 28.8 % to 28.2 %.

Investment income and realized capital gains remained stable in local currencies, but due to the appreciation
of the US dollar, reported investment income and realized capital gains declined by 17 % from USD 812 million
in 1999 to USD 676 million in 2000.

Net income declined by USD 100 million, or 24 %, from USD 410 million in 1999 to USD 310 million in 2000.

Rest of the World

Years
Key figures - Non-life Insurance ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums and policy fees 2,387 2,043 17%
Net income 45 -127 N/A
Net combined ratio 110.1% 127.8% - 17.7pts

in USD millions

Our Rest of the World region continues to grow in importance and now accounts for 13 % of gross written
premiums and policy fees compared with 12 % in 1999. Net income improved to a profit of USD 45 million in
2000 from a loss of USD 127 million in 1999, reflecting significant progress made in the region. Gross written
premiums and policy fees increased 17 % from USD 2.0 billion in 1999 to USD 2.4 billion, or 20 % in local
currencies. In Canada, our Peopleplus and Commercial Insurance SBUs experienced strong growth. After leading
the market in rate increases across most lines of business, we still attracted new business in Australia,
contributing to a growth in gross written premiums. In South Africa, gross written premiums increased more
than 10 % in local currency. The Australian dollar and South African rand have depreciated against the US dollar,
leading to a decline in these markets in gross written premiums when translated into US dollars. Our Mexican
operations experienced exceptional growth during 2000, with gross written premiums increasing 182 % primarily
due to a new joint venture with AON Insure and Ford Credit. As a result of leading the market in e-business
initiatives and new product launches in Japan, our gross written premiums have grown 35 % over 1999. Taiwan
also experienced strong growth of 15%, mostly due to hardening rates in the corporate sector and improved
target marketing. Investment income and realized capital gains increased, driven by higher capital gains in
Canada and South Africa.

Our net combined ratio improved from 127.8 % to 110.1 % this year, influenced by rate increases, increased
volume, and a more selective approach to underwriting. In Australia, the reinsurance of a large liability book
of business as well as the absence of large property losses contributed to improvements in our net loss ratio. In
Japan, despite some large losses, our net loss ratio remained stable. We were also able to achieve cost savings
in Japan through efforts to improve work-flow efficiencies. Expenses also decreased substantially in Canada
as we started to benefit from the efficiencies of the reorganization. Almost all of the Canadian back office and
support services are now being migrated to our US shared service platform, through which we anticipate

significant cost savings in the future.
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Life Insurance

Years

Key figures - Life Insurance ended 31 December

(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and insurance deposits 16,296 16,758 -3%
.New business premiums, including deposits 9,779 9,777 -
Net income 978 993 ~2%
VNormaIized net income 1,004 876 15%
'Embedded value profit (post tax) 1,223 1,149 6%
.New business profit (post tax) 112 99 13%

in USD millions

The Zurich Financial Services Group’s life insurance businesses in 2000 had another successful year despite
the turbulence in investment markets. Gross written premiums, policy fees and insurance deposits were
USD 16.3 billion, an increase of 6 % in local currencies and after allowing for the negative impact of UK
policyholder tax.

New business annual and single premiums increased 2 % in local currency to USD 9.8 billion. There was
particularly strong new business growth in the UK and the Rest of the World with slight growth in Switzerland
and a slight decline in Europe (excluding the UK and Switzerland) in local currencies. The overall growth was
tempered by a reduction in institutional single premium business in the United States.

Net income was USD 978 million, a decrease of 2 %, although a 5 % increase in local currency. This included
the benefits of a USD 100 million transfer of life reserves to our non-life insurance segment. Life insurance
net income increased by 19 % after allowing for the USD 174 million of changes in accounting estimates that
inflated the 1999 result. Increased margins and lower expenses improved net income in Switzerland by
USD 113 million. Increases in net income were also achieved in the United States. Lower investment returns and
investment market volatility adversely affected our UK life insurance business result, contributing to a reduction
in net income.

Normalized income was USD 1.0 billion in 2000, up 15 % from 1999.

This is now the third year that embedded value results for our life insurance businesses have been included in
the annual report. Post tax embedded value profit was USD 1.2 billion, a return of 10.5%. This post-tax return
was once again well ahead of the risk discount rate of 8.8 %. Each region exceeded its respective risk discount
rate. This embedded value profit of USD 1.2 billion is made up of an operating profit of USD 1.3 billion giving a
post tax operating return of 11.5 % and a negative investment variance of USD 115 million. The negative
investment variance reflects the reduction in equity values that occurred during 2000.

New business contributed USD 112 million to post-tax embedded value profits, an increase of 15 % in local
currency. Despite the improvement, management is focussing on a number of areas to improve new business
values. We are continuing to integrate different manufacturing sites and the development of cost-effective
platforms, particularly in the area of unit-linked or annuity products, to reduce costs and to increase the new
business value. In many of our businesses in continental Europe we are focussing on unit-linked life and asset
management products moving away from guaranteed single premium life products with their low or even

negative margins.
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United States

Years

Key figures - Life Insurance ended 31 December

(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and insurance deposits 4,087 4,163 -2%
New business premiums including deposits 2,553 2,862 -11%
Net income 262 223 17%
Embedded value profit (post tax) 374 288 30%
New business profit (post tax) 35 29 21%

in USD millions

Gross written premiums, policy fees and insurance deposits in the US were USD 4.1 billion, 2 % lower than
in 1999. Sales of variable annuity products increased significantly, although this was offset by a reduction in
institutional single premiums at Zurich Kemper Life.

Gross written premium at Farmers Life (which principally sells its life products through the Farmers agency
network) increased by 18 % with a significant increase in agent productivity.

Total new business premiums were USD 2.6 billion, a decrease of 11 % from 1999. Institutional single
premiums at Zurich Kemper Life, which by their nature are volatile, did not match the very high levels of 1999.
This was largely compensated by a significant increase of USD 360 million in variable annuity business. At
Farmers Life, increased productivity from the Farmers agency network resulted in an increase of 29 % in new
business premiums. This increase was mainly in term products and structured settlements. Farmers agents were
provided during 2000 with “LifeNet”, an electronic sales support system, which will be enhanced during 2001
to provide online applications and end-to-end processing of new business, which should contribute significantly
to its continuing growth.

Net income in the US increased by 17 % to USD 262 million. Our US life insurance businesses are exploring
opportunities to leverage manufacturing and distribution platforms in order to improve efficiency.

The post-tax embedded value profit was USD 374 million, a return of 12.1% compared to a discount rate
of 9.0 %. This return is comprised of an operating embedded value profit of 11.3 % and the effect of economic
variances and changes in assumptions which added 0.8 %.

New business added USD 35 million to post-tax embedded value profit. The growth over 1999 was due to
the increase in business sold through the Farmers Agency Network, tempered by a drop in the value created

at Zurich Kemper Life.

United Kingdom

Years

Key figures - Life Insurance ended 31 December

(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and insurance deposits 5,804 5,868 -1%
New business premiums including deposits 3,751 3,365 1%
Net income 298 501 -41%
Embedded value profit (post tax) 424 380 12%
New business profit (post tax) 58 71 -18%

in USD millions

Gross written premiums, policy fees and insurance deposits were USD 5.8 billion, an increase of 11% in local
currency after allowing for the negative impact of policyholder tax.

New business premiums in 2000 were USD 3.8 billion, up by 12 % in local currency. We had a particularly
strong performance from our IFA distribution business, including sales of asset management products, which are

not shown in the life insurance segment.
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Net income in 2000 was USD 298 million. The 1999 net income included USD 95 million benefit from
changes in accounting estimates. Adverse stock market performance, a charge of USD 50 million to implement
further regulatory guidance on the review of past pension sales and negative exchange rate movement against
the US dollar of USD 20 million affected 2000 net income.

Post tax embedded value profit in the UK was USD 424 million, a return of 9.6 %. There was a significant
negative effect from the UK stock markets in 2000. Before these economic variances, the embedded value
operating profit was 12.5 %. The main contributing factors to the strong operating return were the continuing
reduction in renewal expenses, improved customer retention and strong growth in new business. This operating
profit excludes the consideration of USD 156 million for Allied Dunbar’s purchase of Abbey Life sales advisors.

New business added USD 58 million to embedded value profits, a new business post tax margin of 7.3 %.
However, including the contribution from all life and asset management sales together, a total new business
margin above 10 % has been maintained by the life distribution channel. Strong growth achieved in single

premium bonds and pension products led to lower average margins in 2000.

Switzerland
Years

Key figures — Life Insurance ended 31 December

(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and insurance deposits 2,615 2,864 -9%
New business premiums including deposits 1,664 1,704 -2%
Net income 147 34 332%
Embedded value profit (post tax) 151 240 -37%
New business profit (post tax) -14 -27 52%

in USD millions

Gross written premiums, policy fees and insurance deposits were USD 2.6 billion in 2000. This represented an
increase of 3% in local currency compared to market growth of 2%.

New business annual and single premiums increased by 3 % in local currency to USD 1.7 billion. Individual
regular premium and group pension business increased while there was a further reduction in individual single
premium business. This was more than offset by the increase in sales of asset management products which more
than doubled to over USD 700 million. In the future, group pension scheme transfers arising from a change of
employment will not be counted as new business. Without these transfers, the new business premiums for
Switzerland would have been USD 645 million in 1999 and USD 566 million in 2000.

Net income increased significantly in 2000 to USD 147 million primarily as a result of lower expenses and
increased margins due to lower policyholder bonus distributions.

Embedded value post tax profit was USD 151 million. The embedded value operating profit was
USD 195 million producing a return of 9.9 % compared to the discount rate of 7.5 %. Negative economic
variances reduced the operating result by USD 44 million giving a total return of 7.7 %.

New business profitability, although greatly improved over 1999, had a negative effect on post-tax embedded
value profits of USD (14 million). Reduced bonuses on individual single premium business and the increased
emphasis on regular premium business has resulted in a positive contribution of the individual business to the
new business value. The high regulatory guarantees applying to Group business plus reduced interest rates in

the second half of 2000 had a negative impact on the new business value.
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Europe (excluding the United Kingdom and Switzerland)

Years

Key figures - Life Insurance ended 31 December

(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and insurance deposits 2,456 2,743 -10%
New business premiums including deposits 1,095 1,179 -7%
Net income 120 138 -13%
Embedded value profit (post tax) 173 183 -5%
New business profit (post tax) 16 10 60%

in USD millions

Many of our life insurance companies in this region underwent major restructuring in 2000, with mergers of
companies, staff and systems taking place in Germany, Italy, Spain and France.

In local currencies, gross written premiums, policy fees and insurance deposits have increased by 2 %,
to USD 2.5 billion.

New business premiums of USD 1.1 billion were down 2% in local currency. New business in Spain more
than doubled to USD 108 million as a result of strong growth in group pension business. The Netherlands had
strong growth of 33 % due to a substantial increase in unit-linked business. Italian new business premiums
reduced by 26 % due to a fall in single premium production. The Italian market recorded a drop in single
premium production, caused by a change in tax regulations that reduced the attractiveness of single premium
business compared to regular premiums. German new business was particularly strong in the last quarter of
1999 due to tax changes that were anticipated to come into effect from 2000. Consequently German new
business premiums were down 18% on the previous year.

Net income was flat in local currencies at USD 120 million.

Post tax embedded value profit was USD 173 million, a 12.3 % return. Embedded value post tax operating
profit was USD 143 million producing a return of 10.2 %. Reductions in corporation tax rates in Germany, Italy,
France and Ireland made a positive contribution to economic variance, which increased the embedded value
profit by USD 30 million.

The increase in new business value to USD 16 million came mainly from the focus on improvements in

margins in Italy. Ireland, Italy and Germany were the major contributors to the new business value.

Rest of the World
Years

Key figures — Life Insurance ended 31 December

(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and insurance deposits 1,274 1,134 12%
New business premiums including deposits 716 667 7%
Net income 59 85 -31%
Embedded value profit (post tax) 101 58 74%
New business profit (post tax) 17 16 6%

in USD millions

Gross written premiums, policy fees and insurance deposits increased by 19 % in local currencies to
USD 1.3 billion. Australia accounted for USD 578 million, or 45 %, of gross written premiums, policy fees and
insurance deposits. Our direct life insurance business in Japan recorded the strongest growth of 73 % in local

currency to USD 66 million with good growth also being achieved in Argentina and Chile.
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New business premiums were USD 716 million, an increase of 7% in local currencies. New business growth
was strongest in Japan, up 87 % to USD 35 million. In Argentina, unit-linked regular premium new business
increased by almost 20 % and single premium business doubled resulting in a 33 % increase in total. New
business premiums also grew strongly in Chile, increasing by 19 % due to growth in annuity business ahead of
anticipated legislation changes. In Australia single premium deposits were lower than the previous year resulting
in a 10 % reduction in new business premiums.

Net income in 1999 benefited from the USD 79 million impact of changes in accounting estimates. Net
income for 2000 was USD 59 million, which includes a USD 11 million contribution as a result of changes to the
Australian taxation system and a USD 16 million adjustment from incorporating Hong Kong into the Asia
Pacific region.

Post tax embedded value profit increased to USD 101 million giving an embedded value return of 13.2 %
compared to a discount rate of 10.9 %. The returns in Argentina, Australia, Canada, Chile and Hong Kong
exceeded the average of 13.2 %. The embedded value profit for the region stemmed mainly from the profitable
new business, which added USD 17 million. Chile and Argentina made the most significant contribution to

the new business value.
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Re INSUrancCe weara major player in the worldwide market for reinsurance services
and risk-financing solutions. The reinsurance segment includes reinsurance and alternative risk-financing
businesses with distinct characteristics. Through Zurich Re and affiliated companies in Germany, the US, and
Bermuda we underwrite traditional and non-traditional reinsurance. Through the Zurich Centre Group of
companies, we are also a major market player in the provision of innovative risk-financing solutions.

The reinsurance market in 2000 was characterized by continuing soft pricing conditions. More and more
signs of improved conditions emerged throughout the year however, especially in the fourth quarter during the
renewals for 2001. The market suffered above average losses from natural catastrophes, particularly through
storms and flooding in Europe. Reported net income in our reinsurance segment increased by 22 %, from
USD 188 million in 1999 to USD 230 million in 2000. This reflects improved performance at Zurich Capital
Markets and a significant tax credit. Normalized net income improved from a loss of USD 125 million in 1999
to a profit of USD 201 million in 2000.

Improvements at the operating income level were driven mainly by net premium growth, despite the sale of
Eagle Star Re in 1999, together with higher net investment income and realized capital gains. This was partially
offset by adverse results from the European winter storms, deterioration in our North American non-life treaty
book of USD 120 million and losses from London Market finite reinsurance treaties of some USD 180 million.
The deterioration in our North American treaty book primarily results from adverse loss development on
1996-1998 underwriting years and our participation in the Unicover underwriting pool. Members of the pool
have repudiated certain of their obligations under the pool arrangements, increasing our exposure to loss.
Despite these adverse results, our net loss ratio improved from 97.5 % in 1999 to 84.1% in 2000.

Total costs and expenses increased by 44 % as we continued to build our global capabilities and Zurich

Capital Markets continued to expand its activities.

Years

Key figures — Reinsurance ended 31 December

(before eliminations) 2000 1999 Change
Gross written premiums and policy fees 4,873 4,512 8%
'Net earned premiums and policy fees 3,979 3,306 20%
Net income 230 188 22%
VNormaIized net income 201 -125 N/A
'Net underwriting reserves 12,027 10,548 14%
Net loss ratio 84.1% 97.5% —13.4pts
VPoIicyhoIder dividends and participation in profits ratio 5.4% 0.4% 5.0pts
'Net expense ratio 25.0% 24.8% 0.2pts
'Net combined ratio 114.5% 122.7% —-8.2pts

in USD millions

Zurich Re We continued to take further steps in 2000 to achieve our strategic goal to become a global leading
reinsurer, building on the capabilities needed around the world. Zurich Re opened new branches in Milan and
Paris to strengthen our presence in the European life reinsurance markets. Our global marketing strategy was
completed with a regionally focused client relationship management approach that is planned to be
implemented in early 2001.

Our global pooling of catastrophe exposures was enhanced to include other lines of business. This improves
the management of our overall risk profiles and improves our ability to deploy our capital and simultaneously
increase our capacity.

In May 2000 the strategic partnership with the Medical Defense Union, London, the UK'’s leading medical
defense organization, started.

Group Reinsurance continued the process of taking over the management of the ceded reinsurance process
for the entire Group, enhancing the Group’s ability to optimize its overall risk retention while allowing the

regional businesses to individually manage and structure their underwriting capacities and risk portfolios.
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We further implemented our IT infrastructure strategy to build global platforms for the whole reinsurance
process. This global IT architecture allows us to apply a consistent pricing, underwriting, reserving and
processing methodology across Zurich Re and has resulted in improved underwriting expertise and strengthened
the quality of our services to our customers.

The e-business initiatives that we started in 1999, eFac and ZRe claim, have been further enhanced. eFac
allows customers to submit requests for coverage certificates online. ZRe claim allows customers and brokers to
review proof of loss payment and reserving histories online, as well as to track payment status.

As announced in March 2001, following a strategic review, the Group has decided to exit the assumed
reinsurance business of Zurich Re. The current intention is to accomplish this via a spin-off. Zurich Re, to be

renamed, would then become a fully independent, separately listed reinsurer, operating on a global scale.

Centre Centre focuses on structured finance and management of critical business risks faced by corporations.
Centre enables its customers to improve cash flows and capital leverage, remove problematic liabilities and
risks from their balance sheets, improve borrowing capacity and terms and financial ratings and protect against
enterprise risk that might be considered uninsurable by traditional markets. The embedded value of Centre’s
business increased from USD 1.1 billion to USD 1.4 billion.

Formerly known as Centre Re, Centre was formed in 1988 as a reinsurer to use innovative techniques and
redefine the approach to risk in the reinsurance industry. Today, Centre is a global enterprise with offices in New
York, New Jersey, San Francisco, Bermuda, London, Dublin, Zurich, Paris, Hong Kong and Sydney.

In 2000, Centre continued to provide customers with innovative solutions. Centre provided a guarantee that
enabled a Hong Kong start-up e-finance company to finance its business expansion model. The company was
unable to secure funding because of the downturn in technology sector financings. However, Centre recognized
that the underlying business models were founded on traditional business practices, not new technology, and
was thus able to provide credit support. Centre also supported an emerging market project finance transaction
with over USD 200 million in credit enhancement, their first in Eastern Europe and also structured an innovative
insurance policy for the first USD 50 million layer of debt, as part of a USD 300 million collateralized loan

obligation securitization.

Zurich Capital Markets Formed in 1997, Zurich Capital Markets offers our institutional clients a broad range
of structured financial solutions to risk transfer, economic, legal, tax, accounting and regulatory problems faced
by clients, such as integrating insurance and capital markets risks.

Zurich Capital Markets creates individual solutions for our clients through tailored combinations of
transactions in capital markets instruments and derivative products, the use of insurance and reinsurance, and
the purchase and sale of assets. It offers significant cross-product capabilities and expertise in various areas,
including equities, fixed income currencies and commodities. Through the credit support of the Zurich Financial
Services Group, Zurich Capital Markets has the ability to act as a principal in transactions with customers, rather
than simply as a broker. Zurich Capital Markets also manages a global securities lending facility.

Zurich Capital Markets cooperates extensively with other Group businesses and maintains an ongoing
dialogue with the Group treasury and risk management functions. Transactions illustrating Zurich Capital
Markets capabilities include the issuance of a principal protected note linked to the performance of a fund of
hedge funds managed by a leading Swiss private bank, under which Zurich Capital Markets provides 100 %
principal protection to investors at maturity and a participation linked to upside performance of the fund of
hedge funds.

Zurich Capital Markets has expanded its structured finance activities to include participation in highly

structured cross-border leverage leasing transactions.
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Farmers Management Services nineuniedsttes,

Farmers Group, Inc. and its subsidiaries (FGI) provide management services to the Farmers P&C Group,

a prominent writer of personal lines and small commercial lines business. “Farmers” is the Group’s main market
brand for personal insurance in the United States. While premiums are written and claims paid by the Farmers
P&C Group, which we do not own, FGI provides management services to the Farmers P&C Group and receives
a management fee for these services, which amounted to 13% of the Farmers P&C Group gross earned
premiums in 2000.

In 2000, our farmers management services segment reported net income of USD 559 million, or 3%
below 1999 net income of USD 577 million. Normalized net income was USD 531 million in 2000 against
USD 549 million in 1999. Excluding the impact of the one off income in 1999 from the implementation of
IAS 19, Farmers management services reported net income grew by 3 % and normalized net income
grew by 4%.

Management fees and other related revenue, which primarily consists of management fees from Farmers
P&C Group, increased by 7% over 1999 to USD 1.6 billion. This growth was primarily attributable to the
premium growth of Farmers P& C Group, which was largely driven by the acquisition of Foremost Corporation
of America in March 2000. This acquisition provides the Farmers P& C Group with an increased range of
products to market to its policyholders and provides an additional source of revenue for FGI. Taking advantage
of the distribution capability of the Farmers P&C Group’s agency force, Foremost was able to increase net
written premiums by over 6 % in 2000 compared to 1999. In addition, net written premiums were up more
than 54 % over the preceding year in the twelve eastern states that the Farmers P&C Group first entered back
in 1999. The potential for Farmers to build on the base it has now established in these states remains excellent.

Expenses increased 19 %, reflecting the one time reduction in costs in 1999 as a result of the implementation
of IAS 19. While results in the first half of 2000 were negatively impacted by costs associated with the integration
of Foremost, operating income in the second half of the year increased nearly 10 % over the corresponding
period in 1999. Investment income and realized capital gains together increased 1% in 2000.

Investment income was negatively impacted by the payment of a USD 1.1 billion special dividend in October
2000, as part of the share unification program, but was still in line with the prior year, reflecting higher yields

on the investment portfolio.

Key figures - Farmers Management Services ended .:‘IeT)r:cember

(before eliminations) 2000 1999 Change
Management fees and other related revenue 1,589 1,490 7%
'I\/Ianagement expenses and other related expenses 788 663 19%
Gross operating income 801 827 -3%
'Net investment income and realized capital gains 199 197 1%
Net income 559 577 ~3%
VNormaIized net income 531 549 -3%
Gross premiums written by the Farmers P& C Group 11,800 11,107 6%
Gross operating margin 50.4% 55.5% - 5.1pts

in USD millions

Note: Gross operating margin = (management fees and other related revenue — management expenses and other related
expenses)/management fees and other related revenue
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A sse t M ana g emen t We are one of the world’s largest asset managers with

USD 440.4 billion of assets under management. Our products are marketed under various brands, principally
Scudder, Threadneedle and Zurich. Our primary asset management business unit is Zurich Scudder Investments
(formerly Scudder Kemper Investments). Zurich Scudder is a global business and offers a broad range of
investment services to institutions, individuals, and intermediaries. In 2000, Zurich Scudder implemented a
regional management structure with the aim of enhancing operating efficiency, making better use of resources
and placing decision-making closer to the marketplace. In addition, the business adopted the Zurich name.

The Group’s asset management segment recorded net income of USD 101 million in 2000, against
USD 98 million in 1999, an increase of 3 % over the prior year. Normalized net income was USD 77 million,

8 % lower compared with USD 84 million in 1999.

Asset management fee income grew by 7% driven by stronger sales and favorable market performance.
Commission income increased due to strong sales of variable annuity products, and investment income rose.
Operating expenses increased by 12 % over the prior year, reflecting increased sales commissions, higher
staff compensation, the costs of repositioning our US business and investments in new retail systems in the
UK to handle growth.

Total assets under management decreased slightly compared with the previous year, at USD 440.4 billion at
31 December 2000. Investments reported on our balance sheet at 31 December 2000 totaled USD 181.3 billion,
consisting of USD 125.5 billion of our own investments and USD 55.8 billion of separate account (unit-linked)
assets. Third-party assets under management, which are not reported on our balance sheet, totaled
USD 259.1 billion compared with USD 263.6 billion at 31 December 1999.

The following is a review of major developments during 2000 by geographical region.

Years
ended 31 December
Key figures - Asset Management 2000 1999 Change
Asset management fee income 1,696 1,590 7%
Net income 101 98 3%
Normalized net income 77 84 -8%
Years
ended 31 December
2000 1999 Change
Total assets under management 440,371 442,074 -
Third-party assets under management 259,090 263,636 -2%
Zurich Financial Services’ own investments 125,490 121,644 3%
Separate account (unit-linked) assets 55,791 56,794 -2%
in USD millions
Years
ended 31 December
Total assets under management by region 2000 1999 Change
United States 260,023 264,697 -2%
United Kingdom 80,737 83,668 - 4%
Switzerland 40,655 37,883 7%
Europe (excluding the United Kingdom and Switzerland) 35,832 36,384 -2%
Rest of the World 31,850 23,584 35%
Other -8,726 -4,142 -111%
Total 440,371 442,074 -

in USD millions
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United States Total assets under management in the United States in 2000 declined by 2% to
USD 260.0 billion. Of this total, third party assets under management totaled USD 220.9 billion, a decrease of
2 % from the previous year. The decrease in third party assets under management was driven by a weakening
in the stock market, redemptions in the long-term mutual fund business, and client losses in the institutional
business. Our US mutual fund business experienced strong gross sales in its long-term mutual fund products,
but continued to be affected by redemptions in 2000. Net sales in the US money market fund business
generated USD 6.0 billion in new assets. Our institutional business experienced slightly negative cash flows
but there were strong inflows in our insurance asset management business. Our Private Investment Counsel
business, which manages money for high net worth individuals, experienced an increase in assets under
management of approximately 6 % from the previous year.

Total revenue increased 7 %, or USD 79 million, to USD 1.3 billion in 2000 as investment advisory fees grew
due to favorable market performance.

In 2000, we saw continuing improvement from our initiatives to improve investment performance with nearly
60 % of investment products, on an asset-weighted basis, being in the first or second quartile of fund
performance. In addition, a number of our funds in the United States received four- and five-star ratings from

Morningstar.

United Kingdom In the UK, our products are marketed under the Scudder Threadneedle brand name. As well
as managing institutional funds, the Group’s own assets and a broad range of life and pension funds offered
by our UK life insurance operations, we also offer a wide range of investment services to third-party investors
and a family of retail funds to individual investors in the UK and continental Europe.

Our UK business grew strongly in 2000. Total assets under management grew in local currency to
USD 80.7 billion at 31 December 2000. Third party assets under management and the separate account funds,
managed for our UK life operations, experienced growth in local currency, with an increase in retail sales. The
Threadneedle Investment Funds had another outstanding year of sales growth in the UK, with Threadneedle
Investments retail sales to third party customers increasing by nearly 50 %. Threadneedle became the third
largest investment fund provider in the UK, up from fifth at the beginning of 2000.

Total revenue increased 21 % to USD 338 million, driven by good fund performance and strong sales activity.

In 2000, over 90 % of our portfolios were in the first and second quartile and for the three years ended
31 December 2000, 94 % were above average. This outstanding performance was recognized through a large
number of independent performance awards.

Investment in new retail systems has led to improved productivity and client service. In a major survey of UK

investment advisers, Threadneedle was rated the best pure asset manager.

Switzerland Zurich Scudder Investments manages the majority of the Group’s internal portfolios in Switzerland,
together with a growing number of third-party institutional portfolios. Standard & Poor's recognized Zurich
Scudder Investments as Switzerland’s best fund company for the year for the combined performance of Zurich
Invest funds and Swiss registered Scudder Global Opportunities Funds.

Total assets under management in Switzerland grew by 7% during 2000 to USD 40.7 billion. Third party

assets under management fell 11 % to USD 8.1 billion at year-end. Total revenue decreased 9 % to USD 84 million.

Europe (excluding the United Kingdom and Switzerland) Total assets under management in this region

declined 2% to USD 35.8 billion, adversely affected by the strength of the US dollar against local currencies.
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Zurich Scudder, which markets in Europe under the Zurich Scudder and Threadneedle brands, continues to
expand its institutional and retail presence into continental Europe, by growing the defined benefits business
primarily through establishing institutional sales and distribution outlets and developing a mutual funds
distribution strategy. Threadneedle Investment Funds had excellent sales growth in continental Europe,
particularly Germany and Austria. Retail sales increased by more than 300 %.

Our German asset manager, ZUrich Invest in Frankfurt, had strong performance in 2000, with 73% of its

funds exceeding their benchmarks.

Rest of the World Total assets under management in the rest of the world grew by 35 % to USD 31.9 billion
and total revenues increased 166 %. Despite costs associated with expanding distribution infrastructure in
Japan, Hong Kong, and South Korea, net income also grew. During 2000, we opened offices in Singapore and
South Korea, with USD 472 million in assets under management at year-end in Singapore. South Korea is
awaiting clearance of its investment management license. The Japan equity fund has beaten its benchmark by

an average of 15 % for the past five years and took in over USD 1 billion in institutional assets last year.
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Zurich Financial Services’ Investments

Our core investment strategy is to focus on high quality and liquid securities. We are very selective in real estate,
choosing only properties in good locations with quality construction. In line with our investment policy, currency
exposure relative to liabilities is generally matched locally so that changes in exchange rates do not have a
material impact on the investment performance at the local level.

The market environment was characterized by the significant decline in technology stocks and sinking world
equity markets. With the exception of Switzerland, most major equity markets had very weak performance in
2000. The S&P 500 Index declined by over 10%, and the Euroland and UK equity markets each declined 5 %.
The swing from Telecom/Media/Technology (TMT) stocks to Pharmaceuticals, Foods, and Financials stocks favored
the Swiss equity market, with the SPI Index gaining 11% in 2000. Ten-year US Treasury bond yields decreased
from 6.4 % in January to 5.1 % in December. Bond performance was strong throughout the US as well as
the UK and Euro markets. Developments on the foreign exchange markets were characterized by a strong and
volatile US dollar. At its highest level in 2000, the US dollar cost approximately 1.2 euros or 1.8 Swiss francs.

By the end of the year, the US dollar had weakened, and the euro and the Swiss franc ended down 6 % and
1%, respectively, against the US dollar.

Our own investment portfolio increased by 3% in 2000 despite the strong US dollar. Net investment income
increased by 1%. Net realized capital gains decreased by 53 % from USD 5.0 billion in 1999 to USD 2.3 billion
in 2000. Excluding the net realized capital gains attributable to reclassified trading assets, net realized capital
gains decreased 30 % in 2000.

In the asset mix of our own investments, fixed maturities account for 58.4%, a decrease of 1.0 point over
1999. The share of equity investments increased 1.4 points. The asset mix by currency indicates that four major
currencies make up 96 % of the total investments: USD assets account for 34 %, CHF for 23 %, GBP for 20 %
and EUR for 19 %.

Years
Zurich Financial Services Group’s ended 31 December
own investments 2000 1999 Change
Total 125,490 121,644 3%
in USD millions
Percentage breakdown by:
Fixed maturities 58.4% 59.4% ~ 1.0pts
'Equity securities 23.0% 21.6% 1.4pts
Real estate 4.9% 5.7% —0.8pts
AMortgage loans 3.6% 3.8% —-0.2pts
.Policyholder, collateral and other loans 2.7% 2.7% -
Short-term investments and cash 5.7% 5.3% 0.4pts
Other 1.7% 1.5% 0.2pts

The shift in market sentiment toward value equity investing and the strong performance of the US bond
market allowed us to achieve our strategic investment performance goals for the year 2000. Our equity
portfolios exceeded their respective market benchmarks in most of the countries.

The overall investment return of our investment portfolios in 2000, based on the sum of investment income,
net realized gains and the change in unrealized gains and losses, expressed as a percentage of average
investments during the year, was 6.2 %. This is an increase of 1.9 points compared to 1999. Current investment
income contributed 5.2 % and realized gains 1.9 %, while the change in unrealized capital gains reduced the
return by 0.9 %.
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Regional Review

U ni t e d S t d t €S The United States is our largest market with approximately 6 million

customers and 36 % of our gross written premiums, policy fees and insurance deposits. Including the gross
written premiums written by Farmers P&C Group, to which we provide management services, but do not own,
the United States accounts for 51% of our total premium volume and more than 16 million customers. The
combined activities of the Farmers P& C Group and Zurich Financial Services Group rank as the third largest
non-life insurer in the United States.

Farmers Group, Inc. provides management services to the Farmers P& C Group, which primarily writes
personal lines and small commercial business. Our Zurich US Business Unit serves commercial and international
customers. Specialized solutions are provided by Universal Underwriters, Fidelity and Deposit, Empire Fire and
Marine and Zurich Risk Management Services (US).

Our life insurance operations are primarily carried out through Zurich Kemper Life and Farmers Life. We are a
leading provider of term and bank-owned life insurance (BOLI) to the US market. During 2001, we will change
the name of Zurich Kemper Life to Zurich Life, to fully leverage the Zurich brand and to end brand confusion
with Kemper. In addition, we have received New York Insurance Department approval to open a new life
insurance company in New York.

Our US life insurance operations introduced ten new life, annuity and funding agreement products during
2000 to fulfill customer needs. As a result of these new products, as well as favorable mortality and increased
premium in general, our life operations grew this year. A Customer Touch Point Strategy has been developed to
improve the entire customer relationship with Zurich Kemper Life. In addition, our e-business strategy includes
the development of online account access and application acceptance.

Cost management initiatives in our US life insurance operations include a consolidation of data centres and
a reduction in the number of locations. Several e-business initiatives will reduce costs through the automation of
the manufacturing process and the implementation of self-service on the Internet, including application entry
and data collection for new business underwriting.

A combination of initiatives, including an expanded array of products, establishment of new strategic alliances
and personalized customer relationship management will help us to continue to increase our non-life insurance
business. Various e-business initiatives and strategic alliances will eventually allow a broad range of customer
contacts to be carried out over the Internet. Already customers can report a loss by phone, fax or Internet.

In 2000, Farmers completed the implementation of its Revised Pricing Mechanism program which enables
Farmers to better segment the auto insurance market by combining risk-based pricing with credit scoring at the
point of sale. Farmers also completed the rollout of its Agency Dashboard to the entire agency force in its core
29-state territory. The Agency Dashboard is a secure Internet website that the Farmers agency force can use to
obtain forms, manuals, sales brochures and online training, as well as the latest news agents need. In the rapidly
evolving US personal lines market place, it gives Farmers' agents a major competitive edge.

Our non-life insurance operations experienced improved productivity during 2000, resulting in decreased
expenses. Plans are already in place to further consolidate shared services and eliminate redundant
manufacturing centres. To further lower costs, we intend to exploit technology and e-business opportunities. For
example, Internet-based product distribution costs less than traditional distribution channels yet has the

advantage of increased customer service and responsiveness.

Years
Key figures - Life and Non-life Insurance combined ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and insurance deposits 12,553 10,835 16%

Net income 664 874 -24%

in USD millions
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U ni t e d K N g d O M The Uk is our second largest market with approximately 6 million

customers and 24 % of our gross written premiums, policy fees and insurance deposits. We operate using a
number of distinct brands, including Zurich, Eagle Star, Allied Dunbar and Zurich Scudder, formerly Scudder
Threadneedle, supported by a single back office.

Life insurance is our largest business by premium volume representing 68 % of gross written premiums,
policy fees and insurance deposits. Our life insurance business’ distribution is mainly through the Allied Dunbar
Franchise Network, which competes in the direct sales force channel, and Zurich IFA Group, which services
Independent Financial Advisers. Our strategy is to exploit market growth through leveraging our multiple brands
and distribution channels, by increasing productivity and deepening and broadening relationships across our
large customer base.

Our UK life insurance operations’ multi-distribution channel strategy continued to be very successful in 2000.
The smooth integration of 745 former Abbey Life advisers into Allied Dunbar’s Franchise Network together with
additional recruitment from within the industry brought the total Franchise Network to almost 4,700 advisers,
the largest life distribution force in the UK. The channel achieved new business growth of 15% in local currency
on an annual premium equivalent basis.

The growth in Independent Financial Adviser (IFA) new business premiums at 22 % in local currency was
equally impressive as we pursued our strategy of substantially growing our market share. Sales through IFAs
have more than doubled over the past three years. Investment sales through IFAs were particularly encouraging
in 2000 with overall growth in local currency of 46 %.

We expect the UK life, pensions and investment market to continue to expand as consumers become
increasingly aware of their financial needs. This expansion will continue with the introduction of stakeholder
pensions in 2001. The market remains highly competitive. We are confident that our strong brand, multi-
channel distribution approach and focus on value for money solutions, leave us well positioned for success.

Our UK non-life insurance operations continued to make good progress in 2000. We have, in local currency,
increased our gross written premiums by 5% while our net combined ratio improved from 114.0 % to 105.1 %.
This is further evidence of our success in focussing on profitable underwriting and we continue to walk away
from business that does not meet our criteria. During the year, we received the coveted “Insurer of the Year”
award from the UK Insurance Industry. Going forward, our strategic priority is to build on the achievement of
our business transformation program, accelerating performance improvement and delivering strong profitable
growth as the insurance market in the UK continues to harden.

Throughout 2000, we have further developed our e-commerce capabilities. All of our UK non-life insurance
companies have Internet sites, which provide services including direct sales, product information, support for
brokers and even intermediated sales. Eagle Star, our direct personal lines business, has continued to develop its
Internet services, with 10 % of new business transacted over its website. It has also successfully developed two
e-community sites, within its target markets, providing not only financial services to customers but also
information, advice and products relevant to their profession.

We launched UK Enterprise in 2000 with the aim of identifying and accelerating our e-commerce initiatives
that have the most potential and ensuring that the maximum benefit is obtained for the Group. During the year,
we commenced development of a new personalized financial portal that will provide information on a
comprehensive range of insurance, investment and banking services and products to our customers. Excellent

progress has been made and the first stage is due for launch during 2001.

Years
Key figures — Life and Non-life Insurance combined ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and deposits 8,558 8,670 -1%
Net income 480 717 -33%

in USD millions
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S W T.Z er I an d Switzerland is our third largest single insurance market, generating

12 % of our total gross written premiums, policy fees and insurance deposits and encompassing approximately
1.5 million customers. Switzerland is growing in significance to our asset management business as well.
Individual market segments in life and non-life insurance and asset management are targeted through eight
strategic business units (SBU). We operate principally under the Zurich brand name, but, due to the strength
of their names in specific areas, our SBUs Alpina and Geneva are active in the market under their own brands.
We are the second largest Swiss non-life insurer and the third largest life insurer.

Based on strong product innovation and the integration of new distribution channels, predominantly through
strategic partnerships, non-life insurance gross written premiums increased by 1% in local currency. This
increase was achieved against a backdrop of fierce pricing competition and slow market growth in several lines
of business.

The Swiss economy in general experienced real GDP growth of more than 3% in 2000 and the unemployment
rate fell to less than 2 %. This economic recovery has contributed to the strong growth in demand for
investment type life products and our asset management products. Life insurance gross premiums increased by
2 %, primarily as a result of a major increase in group life single premiums as well as an increase in periodic
premiums. The decline in individual single premiums was more than offset by the good results achieved in the
asset management segment.

Due to innovative products, increased marketing efforts and investments in our human capital, we were able
to strengthen our market position as provider of asset management solutions. Assets under management
totaled CHF 2.5 billion at the end of 2000, an increase of CHF 1.3 billion over last year.

In 2000, we made significant progress towards capitalizing on the huge potential offered by e-business
technologies and continued to put our Total Customer Care Strategy into practice. We launched new e-business
initiatives and expanded others, such as Zurich Invest Bank's presence on the Internet as of January 2000. The
Internet access now allows clients to conduct banking transactions on-line. Zurich Invest Bank, the first Swiss
bank without branches, is thus able to provide services over the Internet, over the phone and by mail. To
enhance insurance distribution, we created a new Internet site through which the users can not only calculate
their premiums but at the same time can search for a car or offer a car for sale. We further expanded our
network of Help Points, unique drive-in facilities for automobile claims handling and customer mobility,
to 24 sites throughout Switzerland. During 2000, we officially inaugurated eleven “Financial Advisory Centers”,
located in major Swiss cities. These centers offer integrated financial consulting, in conjunction with expert
external partners, serving as local distribution, contact and service centers for high-income and wealthy
private persons.

We continue taking significant measures to improve our Swiss results including cost reduction efforts and
reviewing our underwriting criteria. We have invested to expand our asset management activities and our
e-business capabilities, with the aim of substantially improving our revenue base and product density in the

near future.

Years
Key figures - Life and Non-life Insurance combined ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and deposits 4,131 4,549 -9%

Net income 497 269 85%

in USD millions
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Europe (excluding UK and Switzerland)

This region has approximately 6.6 million customers and a 19 % share of our total gross written premiums,
policy fees and insurance deposits. We are present in all major European countries. Germany, Italy, Spain and
France are our largest markets in this region and account for 37%, 16 %, 15 % and 5 %, respectively of gross
written premiums and policy fees within this region. As a result of our reorganization announced in October
2000, our European operations will be grouped into two regions: “Northern Europe”, and “Southern Europe”,
with the aim of focussing more closely on related markets. To increase our operating efficiency and to reduce

costs, we will establish common service platforms within each region.

Germany We reorganized our German operations in 2000 to maximize efficiency, reduce administrative expense,
increase underwriting capacity and leverage brand awareness, merging non-life insurance operations into
Zurich Agrippina Versicherung Aktiengesellschaft and life operations into Zurich Agrippina Lebensversicherung
Aktiengesellschaft. At the same time, we integrated the sales forces of our previously separate life and non-life
insurance operations. In addition to cost savings, we have made progress in expanding our e-commerce
capabilities in Germany. Approximately 10 % of all new business in our German operations are now generated

via the Internet.

Italy We also reorganized our Italian life insurance operations in 2000 to reduce costs and maximize brand
awareness, merging the Italian branch of Zurich Life Insurance into Zurich Investments Life S.p.A. Regulatory
and tax matters have significantly affected our businesses in Italy in 2000. A government freeze on auto
insurance rates constrained the growth of our non-life insurance operations, while changes in tax law have
shifted sales of our life products away from traditional life insurance towards investment type products. In 2000,
we began to transform one of our asset management businesses into a full service online bank. Further initiatives
have been undertaken in 2000 to sell non-life products via the Internet on our own sites as well as through
third party portals. We have successfully increased the number of customers and product density in Italy through

alliances formed with local banks, car dealers and hypermarkets.

Spain Our operations in Spain grew significantly in 2000, helped by a growth rate in the Spanish economy in
excess of the European average, a general increase in non-life market rates and changes in tax law, making unit-
linked policies more attractive. We have also reorganized our operations in Spain to consolidate most of our
operations into one non-life insurance company, Zurich Espafa, and one life insurance company, Zurich Vida.
We have made significant progress in our e-commerce capabilities in Spain including, for example, a portal

targeting foreign residents living in Spain.

France We are actively targeting new customers in the French market in both our life and non-life insurance
businesses, through strategic partnerships and by enhancing our e-commerce capabilities. Our French non-life
insurance operations have signed strategic partnerships with EMAP, a leading senior citizen affinity group, to sell
our products to its members and with Honda, to sell our products under the “Honda Assurances” label in its car
dealerships. In e-commerce, we have completed our full service website for our Zuritel operations in 2000 and
developed online payment capabilities for our customers. We have also continued to focus on customer service,
offering our homeowner policyholders the option of arranging for repairs rather than paying claims, which

proved to be very popular after the December 1999 storms.
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Other countries Throughout the rest of our European operations, we have similarly focused o

n enhancing our

efficiency, reducing costs, servicing customers and enhancing our e-commerce capabilities. In Belgium and

Luxembourg, we have successfully merged our back-office functions to maximize efficiency and minimize costs.

Our Austrian subsidiary, Zurich Kosmos, won an award for having one of the four best customer service
websites in Europe.

Years
Key figures — Life and Non-life Insurance combined ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and deposits 6,704 7,308 -8%
Net income 430 548 -22%

in USD millions
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R es t O f t h e W or I d The markets that compose the Rest of the World region

account for USD 3.7 billion of gross written premiums, policy fees and insurance deposits, 10 % of our Group
total and nearly 4 million customers. Our main operations in the rest of the world are in Canada, Australia,
South Africa, Japan, Chile and Taiwan. Following the announcement of our recent reorganization, we will
manage our Australian and Asian operations under a new “Asia Pacific” management region and our Latin
American businesses will also be grouped together with the aim of focussing more closely on related markets.

Each region will establish common service platforms to increase operating efficiency and to reduce costs.

Canada Our Canadian Peopleplus group insurance operations have experienced very fast growth in the past
year, attracting a number of new employer groups and increasing premiums by 60 % in local currency. These
increases are expected to continue as we further to develop broker relations and pursue more joint ventures
with other companies. In addition, our Canadian and US operations have successfully collaborated to launch a
web-enabled front end in early 2001. Our life insurance operations also grew this year due to strong sales

of employee benefit products, which operations were then sold at the end of the year. The restructuring of our

Canadian non-life and life insurance operations last year contributed to cost savings ahead of plan this year.

Australia In Australia, we launched an integrated solution to the small business market during 2000, including
a fully functional web portal and a range of asset management, life and non-life insurance products. Our
underlying non-life insurance operations grew due to better pricing and underwriting along with a strong level
of retention of business and significant rate increases. These rate increases are expected to continue through
2001. In our life insurance and asset management operations, we launched an administrative support service for
independent distributors on a fee for service basis. We plan to extend this service to non-life distributors during

2001. This will deepen our relationship with distributors by relieving them of administrative responsibilities.

Asia Competition within the Japanese market is fierce. We are now ranked 14th in the country in terms of
customer preference, a strong accomplishment since we were not ranked in previous years. Our Japanese life
insurance operations’ gross written premiums increased 73 % in local currency during the year. Since we
launched our website in 1999, our e-commerce premiums have more than doubled each quarter. New product
launches and a focus on improved customer service and consultation have increased customer density. Our
non-life insurance operations also continue to grow despite two shock losses during the year, one of which was
a one in two hundred year catastrophe. Our Taiwanese life and non-life insurance operations continued to

grow in 2000 as a result of hardening rates in the corporate sector as well as increased focus on direct marketing

campaigns to targeted groups, including a new agency sales channel to serve the more affluent market.

Other countries Our Chilean life insurance operations continued to grow in 2000, posting very strong results.
To generate further growth in Chile and the rest of the Latin America region, we are building a new customer
relationship model that includes a network of Independent Financial Advisors, new strategic alliances and
e-business initiatives. This will result in improved customer service and increased customer contact and will

therefore increase our customer base and density.
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Also in Latin America, we purchased a majority stake in La Boliviana Ciacruz, Bolivia's leading insurance group.
We are now ranked number one in Bolivia in terms of compulsory car insurance sales.

In South Africa, we successfully launched Golden Eagle during the year, our new business-to-business
e-commerce initiative. Coupled with consolidations in the market, this pushed non-life insurance premium

growth to more than 10 % in local currency.

Years
Key figures — Life and Non-life Insurance combined ended 31 December
(before eliminations) 2000 1999 Change
Gross written premiums, policy fees and deposits 3,661 3,177 15%
Net income 104 -42 N/A

in USD millions
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Zurich Financial Services Group Consolidated Financial Statements

Consolidated statement of income for the years ended 31 December

Notes 2000 1999
Revenues
Gross written premiums and policy fees 30,410 29,216
'Less prerhiums ceded to reinsurers 7 - 4,887 -4 84
Net written premiums and policy fees 25,523 25,032
'Net change in reserve for unearned prémiums -763 - 196
Net earned premiums and policy fees 16 24,760 24,836
Farmers management fees and other related revenue 8 1,589 1,490
Asset marnagement fee income 7 1,557 1,450
ANet invesfment income 9 6,158 6,096
'Net realizéd capital gains 2,330 3,321
'Net gainé attributable to reclassified tréding assets - 1,647
Other inéome ' 1,037 1,208
Total revenues 37,431 40,048
Benefits, losses and expenses
Non-life losses and loss adjustment expenses 16 -13,333 -12,832
VDeath anrd other life insurance benefité 16 - 5,382 - 5,489
Alncrease in future life policyholders’ benefits 16 -1,479 -3, 31
'Policyholder dividends and participatioh in profits -1,024 - 2,807
VUnderwrirting and policy acquisition coéts 16 -4,148 - 3,066
AFarmers rﬁanagement expenses and other related expenses -788 - 663
Cther opérating and administrative exbenses - 6,266 - 5,587
VInterest éxpense 7 -1,400 - 1,069
Amortizaiion of goodwill and intangiblre assets 12 -442 - 227
Total benefits, losses and expenses - 34,262 — 34,871
Operating income 3,169 5,177
'Income téx expense 19 -739 - 1,860
Net income before minority interests 2,430 3,317
ANet incorﬁe applicable to minority interésts -102 - 53
Net income 2,328 3,264
in USD millions
Basic earnings per share 29 27.55 38.54
| : 29 27.41 ]

Diluted earnings per share

in USD

38.41

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Consolidated balance sheet at 31 December

36

Assets Notes 2000 1999

Investments 9

Fixed maturities:

" Held-to-maturity 711 1,116
Available—for—sale 69,822 69,1 34
Trading 2,717 1,959

VEquity seﬁurities: 7

* Available-for-sale 20,641 21,074
Trading 8,237 5,182

Real estate 6,109 6,905

'I\/Iortgagé loans 4,557 4,60i

.PoIicyhoIder, collateral and other Ioansr 3,335 3,261

VInvestmeVnts in associates 7 23 1,181 996

Cther invéstments 1,082 926

Short-terfn investments 1,820 1,864

Cash and cash equivalents 26 5,278 4,626

Total investments 125,490 121,644

Other assets

Receivables from policyholders 2,542 2,054

'Receivablres from agents, brokers and ihtermediaries 2,690 2,488

Cther reéeivables 7 4,134 3,618

Accrued investment income 1,584 1,578

'Reinsurarrwce assets 16 14,905 12,680

VDeferredrpoIicy acquisition costs 10 9,193 9,1 60

'Real estafe held for own use and fixedrassets 11 2,685 2,653

Goodwill ' 12 1,094 1,008

VPresent vélue of profits of acquired insﬁrance contracts (PVP) 12 1,265 1,41 1

Cther inténgible assets 7 12 1,519 1,580

Attorney;in-fact relationships 12 1,196 1,239

VDeferredrincome taxes 19 4,911 5,417

Cther asséts 2,364 2,708

.Separateraccount (unit-linked) assets 13 55,791 56,794

Total other assets 105,873 104,388

Total assets 231,363 226,032

in USD millions

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Liabilities and shareholders’ equity Notes 2000 1999
Liabilities
Reserves for losses and loss adjustment expenses, gross 14 35,736 37,904
VReserves for unearned premiums, gross 16 8,666 8,128
'Future life policyholders’ benefits, gross 15 46,550 45,580
'PoIicyhoIders’ contract deposits and other funds, gross 15 18,516 17,928
Other insurance reserves 2,702 2,541
.Funds held under reinsurance contracts 3,111 2,027
Cbligation to repurchase securities 2,043 748
VDeferred income taxes 19 8,139 9,692
Accrued expenses 2,599 2,489
'Deferred front-end fees 2,498 2,237
Other liabilities 10,812 8,666
'Debt related to banking and capital markets activities 17 3,583 1,649
éenior debt 17 4,346 2,812
Subordinated debt 17 1,531 1,590
Separate account (unit-linked) liabilities 57,243 58,719
Total liabilities 208,075 202,710
Minority interests 18 2,614 1,546
Shareholders’ equity
Common stock, CHF 10 par value,

authorized: 94,386,001 and 110,714,638 shares, respectively

issued: 83,886,001 and 85,313,687 shares, respectively 22 626 635
Treasury stock (nominal value), 398,234 and 452,697 shares, respectively -2 -4
Additional paid-in capital (capital reserve) 7,712 8,255
'Net unrealized gains on investments 9 4,076 4,333
Cumulative translation adjustments - 387 406
'Retained earnings 8,649 8,151
Total shareholders’ equity 20,674 21,776
Total liabilities and shareholders’ equity 231,363 226,032

in USD millions

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Consolidated statement of cash flows for the years ended 31 December

38

Notes 2000 1999
Cash flows from operating activities
Operating income 3,169 5,177
AdJustments for:
Net reallzed capital galns on |nvestments ' ' 9 ' - 2,330 - 3,32t
Net galns attributable to reclassrﬁed trad|ng assets 7 7 9 7 - - 1,647
Equrty in income of investments in assocrates ' ' 23 ' 54 - 35
Interest credlted to pollcyholder contract deposits 7 7 7 510 516
Un|versal life and |nvestment contract pol|cy feei income 7 7 - 335 - 355
Deprecratlon and amortization ' ' 907 54O
Share baéed compensation expense 7 ' ' ' 113 149
Changes in operatlonal assets and ||ab|I|t|es
Deferred pollcy acqursrtlon costs 7 7 ' - 590 - 1,66t
Re|nsurance assets 7 7 7 7 - 1,339 736
Other recelvables and payables ' ' ' ' 8 713
Reserves for unearned premlums ' ' ' ' 832 249
Reserves for losses and loss adj ustment expenses 7 7 7 - 1,024 - 2,018
Future life pollcyholders benefits ' ' ' 3,077 4,094
Other pollcyholders funds 7 ' ' ' 516 959
Other insurance reserves 7 7 7 7 175 373
Separate account (unlt Ilnked) ' ' ' ' - 333 - 94
Net changes in all other operational assets and Ilabllltles ' ' 1,502 323
Cash prowded by operatmg activities 4,912 4,698
Income taxes paid ' ' ' ' - 1,137 -1,1 1t
Net cash provided by operating activities 3,775 3,587

in USD millions

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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2000 1999
Cash flows from investing activities
Proceeds from sales and maturities of investments in fixed maturities 45,473 62,474
VPurchases of fixed maturities - 48,454 - 69,494
AProceeds from sales of equity securities 18,161 24,232
.Purchases of equity securities -21,461 — 24,538
VProceeds from sales of investment real estate 772 395
Additions to investment real estate -322 -332
'Proceeds from sales of other investments 3,936 2,309
VPurchases of other investments -4,298 -1,390
ANet decrease in short-term investments 67 1,812
'Net additions to fixed assets -570 - 626
Acquisitions of companies, net of cash acquired -65 -
ADisposaIs of companies, net of their cash balances - 326
'Investments in associates, net - 146 -308
VDividends from associates 4 6
Net cash used in investing activities -6,903 -5,134
Cash flows from financing activities
Deposits on universal life and investment contracts 2,256 1,961
Withdrawals from universal life and investment contracts -1,685 -1,484
VProceeds from sale and repurchase agreements 1,253 495
ADividends paid to shareholders -1,830 -763
Cash utilized in share repurchase - 664 -
Vlssuance of preferred stock by subsidiaries 1,405 513
AProceeds from issuance of debt 6,317 6,787
'Payments on debt outstanding - 3,027 —-5,524
Net cash provided by financing activities 4,025 1,985
Effect of exchange rate changes on cash and cash equivalents -245 - 260
Change in cash and cash equivalents 652 178
Cash and cash equivalents at 1 January 4,626 4,448
Cash and cash equivalents at 31 December 5,278 4,626
in USD millions
The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
Supplemental disclosures of operating cash flow information
Other interest income received 5,281 5,462
Dividend income received 530 620
Other interest expense paid -1,141 -909

in USD millions
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Treasury
Number of Common stock
shares issued stock (nominal value)
Balance, 31 December 1998, as previously reported 85,087,874 634 -4
Implementation of accounting policy
IAS 38 “Intangible Assets” - - -
Implementation of accounting policy
SIC 12 “Consolidation — Special Purpose Entities” - - -
Balance, 31 December 1998, restated 85,087,874 634 -4
Change in net unrealized gains on investments
(excluding translation adjustments) - - -
Translation adjustments - - -
Change in net gains and losses not
recognized in the income statement - - -
Issuance of common stock 225,813 1 -
Exercise of convertible bonds - - -
Treasury stock transactions - - -
Net income - - -
Dividends - - -
Balance, 31 December 1999 85,313,687 635 -4
Change in net unrealized gains on investments
(excluding translation adjustments) - - -
Translation adjustments - - -
Change in net gains and losses not
recognized in the income statement - - -
Net issuance/(cancellation) of common stock -1,427,686 -9 -
Exercise of convertible bonds - - -
Treasury stock transactions - - 2
Net income - - -
Dividends - - -
Special dividend in respect of share unification - - -
Balance, 31 December 2000 83,886,001 626 -2

in USD millions, except number of shares

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Net
Additional unrealized Cumulative Total
paid-in gains on translation Retained shareholders’
capital investments adjustments earnings equity
8,170 7,303 833 5,821 22,757
- - - - 266 - 266
- -92 3 95 6
8,170 7.211 836 5,650 22,497
- -2,109 - - -2,109
- - 769 - 430 - -1,199
- -2,878 —-430 - —-3,308
59 - - - 60
12 - - - 12
14 - - - 14
- - - 3,264 3,264
- - - - 763 - 763
8,255 4,333 406 8,151 21,776
- -85 - - -85
- -172 793 - - 965
- - 257 -793 - -1,050
- 633 - - - - 642
52 - - - 52
38 - - - 40
- - - 2,328 2,328
- - - 875 -875
- - - 955 - 955
7,712 4,076 - 387 8,649 20,674
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Schedule of industry segment data — 2000

Farmers
Non-life Life Management Asset

Insurance  Insurance Reinsurance Services  Management  Eliminations Total
Direct written premiums and policy fees 17,321 7,388 398 - - 296 25,403
Assumed written premiums 1,578 74 4,475 - - -1,120 5,007
Gross written premiums and policy fees 18,899 7,462 4,873 - - - 824 30,410
'Less premiums ceded to reinsurers -4,577 - 498 - 809 - - 997 -4,887
Net written premiums and policy fees 14,322 6,964 4,064 - - 173 25,523
ANet change in reserve for
unearned premiums - 659 -19 -85 - - - -763
Net earned premiums and policy fees 13,663 6,945 3,979 - - 173 24,760
Farmers management fees and
other related revenue - - - 1,589 - - 1,589
Asset management fee income - 10 - - 1,696 -149 1,557
ANet investment income 1,767 3,324 1,060 130 74 -197 6,158
'Net realized capital gains 1,147 723 303 69 88 - 2,330
Cther income 487 292 296 - 15 -53 1,037
Total revenues 17,064 11,294 5,638 1,788 1,873 - 226 37,431
Inter-segment 116 -24 - 281 -26 -1 226 0
Non-life losses and
loss adjustment expenses -10,256 -115 - 3,096 - - 134 -13,333
ADeath and other life insurance benefits -93 -4,861 - 284 - - -144 -5,382
'Increase in future life policyholders’ benefits -2 -1,517 36 - - 4 -1,479
Policyholder dividends and
participation in profits -98 -710 -216 - - - -1,024
VUndervvriting and policy acquisition costs  —2,391 -994 -763 - - -  -4,148
AFarmers management expenses
and other related expenses - - - - 788 - - - 788
Cther operating and
administrative expenses -2,681 -1,127 -761 -9 -1,592 -96 -6,266
Alnterest expense - 649 - 664 - 355 -43 -17 328 -1,400
Amortization of goodwill and
intangible assets -29 -241 -27 -43 -102 - -442
Total benefits, losses and expenses -16,199 -10,229 - 5,466 - 883 -1,711 226 -34,262
Operating income 865 1,065 172 905 162 - 3,169
Alncome tax expense -353 - 87 105 - 346 -58 - -739
Net income before minority interests 512 978 277 559 104 - 2,430
VNet income applicable to minority interests -52 - -47 - -3 - -102
Net income 460 978 230 559 101 - 2,328

in USD millions

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Schedule of industry segment data — 2000

Farmers
Non-life Life Management Asset

Insurance  Insurance Reinsurance Services  Management  Eliminations Total
Net cash provided by/(used in)
operating activities -230 2,261 1,809 644 654 -1,363 3,775
Net cash provided by/(used in)
investing activities 2,087 - 4,527 -5,403 850 - 266 356 -6,903
Net cash provided by/(used in)
financing activities -1,657 1,107 4,653 -1,558 -76 1,556 4,025
Purchases of real estate held for own use,
fixed assets, goodwill and intangible assets 315 439 111 92 162 - 1,119
Depreciation of real estate held
for own use and fixed assets -213 -73 -28 -99 -52 - - 465
Interest income 1,584 3,018 944 122 47 -321 5,394
At 31 December 2000
Fixed maturities 19,663 43,335 10,494 302 234 -778 73,250
Equity securities 9,180 13,995 4,464 242 997 - 28,878
Real estate 2,150 3,735 28 87 109 - 6,109
Short-term investments and
cash and cash equivalents 2,616 3,585 2,448 154 1,026 -2,731 7,098
Other investments 3,129 7,524 5,330 801 112 -6,741 10,155
Total investments 36,738 72,174 22,764 1,586 2,478 -10,250 125,490
Total segment assets after consolidation
of investments in affiliates 61,267 143,892 30,533 3,770 6,412 -14,511 231,363
Total segment liabilities 57,099 134,265 26,699 1,606 2,917 -14,511 208,075
Reserves for losses and loss adjustment
expenses, net 18,838 413 8,419 - - -602 27,068
Reserves for unearned premiums, net 5,937 208 1,338 - - - 7,483
Future life policyholders’ benefits, net 57 43,542 2,268 -63 - -210 45,594
Policyholders’ contract deposits
and other funds, net 596 17,687 2 -75 - -2 18,208
Total underwriting reserves, net 25,428 61,850 12,027 -138 - -814 98,353

Ceded

Underwriting reserves Gross  reinsurance Net
Reserves for losses and loss adjustment
expenses 35,736 8,668 27,068
Reserves for unearned premiums 8,666 1,183 7.483
Future life policyholders’ benefits 46,550 956 45,594
Policyholders’ contract deposits
and other funds 18,516 308 18,208
Total at 31 December 2000 109,468 11,115 98,353

in USD millions

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Schedule of industry segment data — 1999

Farmers
Non-life Life Management Asset

Insurance  Insurance Reinsurance Services  Management  Eliminations Total
Direct written premiums and policy fees 15,890 8,037 689 - - 256 24,872
Assumed written premiums ' 1322 49 3,823 - - _850 4,344
Gross written premiums and policy fees 17,212 8,086 4,512 - - - 594 29,216
'Less prerﬁiums ceded to reinsurers 7 - 3,836 - 369 -739 7 - - 7760 -4,184
Net written premiums and policy fees 13,376 7,717 3,773 - - 166 25,032
.Net change in reserve for 7 7 7 7
unearned premiums 306 -35 - 467 - - - -196
Net earned premiums and policy fees 13,682 7,682 3,306 - - 166 24,836
Farmers management fees and
other related revenue - - - 1,490 - - 1,490
Asset marnagement fee income 7 - 5 1 - 1,590 - 146 1,450
Net investment income ' 1828 3,625 799 124 34 -314 6,09
Net realized capital gains ' 1,549 1,181 472 73 46 3321
VNet gainé attributable to 7 7 7 7
reclassified trading assets - 1,647 - - - - 1,647
Other income ' 510 545 195 - 21 63 1,208
Total revenues 17,569 14,685 4,773 1,687 1,691 - 357 40,048
Inter-segment 74 98 -473 -12 -44 357 0
Non-life losses and
loss adjustment expenses -10,071 -71 -2,763 - - 73 -12,832
.Death and other life insurance benefit§ 23 - 4,880 - 542 7 - - - 90 -5,489
'Increase in future life policyholders’ behefits " -3,223 83 7 - - 7 13 -3,131
VPoIicyhoIder dividends and 7 7 7
participation in profits -90 -2,703 -14 - - - -2,807
VUndervvrirting and policy acquisition coéts - 2,515 85 - 636 7 - - - -3,066
Farmers fnanagement expenses ' ' '
and other related expenses - - - - 663 - - - 663
Cther opérating and 7 7
administrative expenses —-2,447 -1,153 -494 -12 -1,424 -57 -5,587
.Interest éxpense 7 - 628 - 624 -173 7 -48 - 714 741 8 - 1,069
Amortizafion of goodwill and 7 7 7 7 7
intangible assets -18 —-45 -17 -43 -104 - -227
Total benefits, losses and expenses -15,750 -12,614 -4,556 - 766 -1,542 357 —34,871
Operating income 1,819 2,071 217 921 149 - 5,177
.Income téx expense 7 - 389 - 1,081 -5 7 —344 - 41 - -1,860
Net income before minority interests 1,430 990 212 577 108 - 3,317
VNet incorhe applicable to minority interésts - 22 3 -24 7 - - 710 - -53
Net income 1,408 993 188 577 98 - 3,264

in USD millions

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Schedule of industry segment data — 1999

Farmers
Non-life Life Management Asset

Insurance  Insurance Reinsurance Services  Management  Eliminations Total
Net cash provided by/(used in)
operating activities -1,410 3,749 1,698 287 76 -813 3,587
Net cash provided by/(used in)
investing activities 621 -4,292 -2,132 110 -197 756 -5,134
Net cash provided by/(used in)
financing activities 939 794 266 —-433 21 398 1,985
Purchases of real estate held for own use,
fixed assets, goodwill and intangible assets 439 140 187 39 96 -1 900
Depreciation of real estate held
for own use and fixed assets -270 -62 -30 -57 -49 1 - 467
Interest income 1,538 3,319 785 119 21 -415 5,367
At 31 December 1999
Fixed maturities 20,810 42,173 8,438 578 220 -10 72,209
Equity securities 9,262 14,728 1,580 334 352 - 26,256
Real estate 2,654 4,037 45 59 110 - 6,905
Short-term investments and
cash and cash equivalents 2,511 2,247 1,194 218 711 —-391 6,490
Other investments 2,359 6,929 4,665 1,391 18 -5,578 9,784
Total investments 37,596 70,114 15,922 2,580 1,411 -5979 121,644
Total segment assets after consolidation
of investments in affiliates 60,979 143,708 21,027 4,689 5,554 -9,925 226,032
Total segment liabilities 55,517 133,984 18,819 1,483 2,832 -9,925 202,710
Reserves for losses and loss adjustment
expenses, net 22,088 878 8,266 - - - 489 30,743
Reserves for unearned premiums, net 5,542 265 1,295 - - - 7,102
Future life policyholders’ benefits, net 38 43,881 976 -23 - —244 44,628
Policyholders’ contract deposits
and other funds, net 509 17,044 11 -22 - 67 17,609
Total underwriting reserves, net 28,177 62,068 10,548 -45 - -666 100,082

Ceded

Underwriting reserves Gross  reinsurance Net
Reserves for losses and loss adjustment
expenses 37,904 7,161 30,743
Reserves for unearned premiums 8,128 1,026 7,102
Future life policyholders’ benefits 45,580 952 44,628
Policyholders’ contract deposits
and other funds 17,928 319 17,609
Total at 31 December 1999 109,540 9,458 100,082

in USD millions

The notes to the consolidated financial statements are an integral part of these consolidated financial statements.
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Notes to the consolidated financial statements

1. Basis of preparation

Until 17 October 2000, Zurich Financial Services Group (the Group) had a dual holding company structure. The
Group's two holding companies, Allied Zurich p.l.c. and Zurich Allied AG were listed on the London Stock
Exchange and SWX Swiss Exchange, and held 43 % and 57 % of the old Zurich Financial Services (now renamed
Zurich Group Holding), respectively.

On 17 April 2000, the Boards of Zurich Group Holding, Allied Zurich and Zurich Allied announced an
agreement to simplify and unify the Group structure under a single Swiss holding company (the unification)
listed on the SWX Swiss Exchange, with a secondary listing on the London Stock Exchange. On 26 April 2000,
the new holding company, Zurich Financial Services, was incorporated. Zurich Allied was merged with Zurich
Financial Services through a statutory merger under Swiss law and Zurich Allied shareholders received one Zurich
Financial Services share for every one Zurich Allied share. Allied Zurich ordinary shares were cancelled and
Allied Zurich shareholders were issued one Zurich Financial Services share for every 42.928 Allied Zurich shares.
On 17 October 2000, the unification was completed when trading in Zurich Financial Services shares started
on the SWX Swiss Exchange and the London Stock Exchange.

The Group’s consolidated financial statements have been restated to retroactively reflect the completion of
the unification of the Group on 17 October 2000, for all periods presented.

Adjustments resulting from the unification include adjustments from the consolidation of Allied Zurich
and Zurich Allied, the reclassifications in shareholders’ equity and the deduction of treasury stock from
shareholders’ equity.

The following is a summary of the adjustments resulting from the unification:

Table 1
Unification

Balance sheet positions 31 December 1999
Total assets ) ) ]
Total assets before unification’ ) ) 226,595
.Equity securities ) ) - 188
Short—term investments ) ) 7
Cash and cash equivalents 2
Total assets after unification and before implementation of IAS 38 and SIC 12! 226,416

Total liabilities and shareholders’ equity

:Total liabilities and shareholders’ equity before unification’ 226,595
.Commonrstock ) ) - 557
Treasury stock (nominal value) ) ) -4
.Additionarl paid-in capital (capital reserve) ) 457
Net unrealized gains on investments ) ) -65
Retained earnings -10
Total liabilities and shareholders’ equity after unification and before implementation of IAS 38 and SIC 12! 226,416

in USD millions
Includes deferred tax gross up of USD 5,417 million (see Note 3t)

Statement of income positions 1999
Net income before unification 3,260
:Net investment income ' ' -2
Net realizéd capital gains —6
Other operating and administrative expenses -4
Net income after unification and before implementation of IAS 38 and SIC 12 3,248

in USD millions
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2. Implementation of new accounting standards

(a) IAS 38 “Intangible Assets”

International Accounting Standard IAS 38, “Intangible Assets”, was implemented as of 1 January 2000. As a
result of this new standard, the asset representing the attorney-in-fact relationships is being amortized

over 40 years whereas previously it was not being amortized. In accordance with the transitional provisions of
IAS 38 and under the benchmark treatment of IAS 8, this change in accounting policy has been accounted
for retrospectively and the comparative consolidated financial statements have been restated to conform with
the changed policy.

The cost value of the intangible asset reflects the fair value of the attorney-in-fact relationships at the date
of acquisition, which was assigned as a portion of the purchase price when Farmers Group, Inc. was acquired in
December 1988. The cost value of the intangible asset was USD 1,709 million and the related deferred tax
liability USD 644 million.

The following is a summary of the adjustments resulting from the implementation of IAS 38:

Table 2.1
IAS 38 “Intangible Assets”

Balance sheet positions 31 December 1999
Attorney-in-fact relationships

Cost value 1,709
Accumulated amortization -470
Restated carrying value 1,239

Related deferred income tax liability

VDeferred income tax liability 644
Release -177
Restated carrying value 467

Retained earnings

Retained earnings after unification 8,306
Effect of change in accounting policy -293
Retained earnings restated before implementation of SIC 12 8,013

in USD millions

Statement of income positions 1999
.Net income after unification 3,248
Increase in amortization of intangible assets -43
Decrease in income tax expense 16
Net income restated before implementation of SIC 12 3,221

in USD millions

(b) SIC 12 “Consolidation - Special Purpose Entities”

Standing Interpretation Committee SIC 12, “Consolidation — Special Purpose Entities” (SPEs), was implemented
as of 1 January 2000. SIC 12 requires that SPEs be consolidated when the substance of the relationship between
an entity and the SPE indicates that the SPE is controlled by the entity. The implementation of SIC 12 has
resulted in the consolidation of certain investment funds held by life insurance, non-life insurance and
reinsurance entities in Germany and certain SPEs established by Zurich Capital Markets in the ordinary course
of its business.

Under the benchmark treatment of IAS 8, this change in accounting policy has been accounted for
retrospectively and the comparative consolidated financial statements have been restated to conform with the
changed policy.

The following is a summary of the adjustments resulting from the implementation of SIC 12:
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Table 2.2

SIC 12 “Consolidation - Special Purpose Entities”

Balance sheet positions

31 December 1999

Total assets

Total assets after unification and implementation of IAS 38 225,946
VFixed maturities 1,300
VEquity securities - 1,452
Cash and cash equivalents 202
Accrued investment income 36
Total assets restated 226,032
Total liabilities and shareholders’ equity

Total liabilities and shareholders’ equity after unification and implementation of IAS 38 225,946
VPoIicyhoIders’ contract deposits and other funds 50
VDeferred income taxes 6
Other liabilities 19
VNet unrealized gains on investments -114
Cumulative translation adjustments -13
VRetained earnings 138
Total liabilities and shareholders’ equity restated 226,032
in USD millions

Statement of income positions 1999
.Net income after unification and implementation of IAS 38 3,221
Net investment income -44
Net realized capital gains 158
.Policyholder dividends and participation in profits -42
Income tax expense -29
Net income restated 3,264

in USD millions

(c) IAS 19 (Revised 1998) “Employee Benefits”

International Accounting Standard IAS 19 (revised 1998), “Employee Benefits”, was implemented as of

1January 1999.

The effect of the implementation of this new IAS standard was a reduction of expenses of USD 197 million

for the defined benefit pension plans and USD 10 million for the other post-retirement benefits before taxes.

As permitted by the transitional provisions of IAS 19, the Group accounted for the impact of this change

in accounting as a reduction of expenses of USD 153 million, net of taxes, in the statement of income in 1999.

3. Summary of significant accounting policies

The Group is involved in a wide range of non-life insurance and life insurance, reinsurance, management services,

asset management and related businesses. The holding company, Zurich Financial Services, is incorporated in

Zurich, Switzerland. The Group operates in more than 60 countries and territories worldwide through subsidiaries

and branch offices. The consolidated financial statements of the Group have been prepared under the historical

cost convention as modified by the revaluation of certain investments, in accordance with International

Accounting Standards (IAS) and comply with Swiss law. IAS does not contain guidelines governing the

accounting treatment of transactions which are specific to insurance products. In such cases, as envisioned in

the IAS framework, the provisions embodied in United States generally accepted accounting principles (US GAAP)

have been applied.

(a) Consolidation principles

The Group’s consolidated financial statements include the assets, liabilities, equity, revenues and expenses of

Zurich Financial Services and its subsidiaries. A subsidiary is an entity in which Zurich Financial Services owns,
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directly or indirectly, more than 50 % of the outstanding voting rights, or which it otherwise has the power to
control. The results of subsidiaries acquired are included in the consolidated financial statements from the
effective date of acquisition. The results of subsidiaries which have been sold during the year are included up
to the date of disposal. The profit and loss on sale is calculated by reference to the net asset value at the date
of disposal, adjusted for purchased goodwill previously written off directly to shareholders’ equity prior to
1 January 1995 upon acquisition and cumulative translation adjustments. All significant intercompany balances,
profits and transactions have been eliminated.

Associates and partnerships where the Group has the ability to exercise significant influence as well as joint
ventures where there is joint control are accounted for using the equity method.

(b) Foreign currency translation and transactions

Foreign currency translation: In view of the international nature of the Group and the fact that more of its
business is transacted in US dollars (USD) than in any other currency, the consolidated financial information

is reported in US dollars. Assets and liabilities of all branches and subsidiaries (including the holding company)
expressed in currencies other than US dollars are translated at the end-of-period exchange rates, while
statements of income are translated at average exchange rates for the period. The resulting translation
differences are recorded directly in shareholders’ equity as cumulative translation adjustments.

Foreign currency transactions: Outstanding balances in foreign currencies arising from foreign currency
transactions are translated at end-of-period exchange rates. Revenues and expenses are translated using the
exchange rate at the date of the transaction or a weighted average rate. The resulting exchange differences are
recorded in the consolidated statement of income.

(c) Non-life insurance operations

Premiums: Upon inception of the contract, premiums are recorded as written and are earned primarily on a
pro-rata basis over the term of the related policy coverage. However, for those contracts for which the period
of risk differs significantly from the contract period, such as insurance policies on seasonal recreational vehicles,
premiums are earned over the period of risk in proportion to the amount of insurance protection provided.

The unearned premium reserve represents the portion of the premiums written relating to the unexpired terms
of coverage.

Deferred policy acquisition costs: Acquisition costs, representing commissions, premium taxes and other
underwriting expenses, which vary with and are directly related to the production of business, are deferred
and amortized over the period in which the related written premiums are earned. Deferred policy acquisition
costs are periodically reviewed to determine that they do not exceed recoverable amounts, after considering
future investment income.

Losses: Losses and loss adjustment expenses are charged to income as incurred. Unpaid losses and loss
adjustment expenses represent the accumulation of estimates for ultimate losses and include provisions for
losses incurred but not yet reported (IBNR). The methods of determining such estimates and establishing
the resulting reserves are continually reviewed and updated. Resulting adjustments are reflected in current
income. The Group does not discount its loss reserves, other than for settled claims with fixed payment terms.

(d) Life insurance operations

Recognition of insurance income and related expenses: Premiums from traditional life insurance contracts,
including participating contracts and annuity policies with life contingencies are recognized as revenue when due
from the policyholder. Benefits and expenses are provided against such revenue to recognize profits over the
estimated life of the policies. Moreover, for single premium and limited pay contracts, premiums are recorded as
income when due with any excess profit deferred and recognized in income in a constant relationship to the
insurance in-force or, for annuities, the amount of expected benefit payments.

Amounts collected as premiums from investment type contracts such as universal life, unit-linked and unitized
with-profits contracts, are reported as deposits. Revenue from these contracts consists of policy fees for the cost
of insurance, administration and surrenders during the period. Front-end fees are recognized over the estimated
life of the contracts. Policy benefits and claims that are charged to expense include benefit claims incurred
in the period in excess of related policyholder contract deposits and interest credited to policyholder deposits.

Deferred policy acquisition costs: The costs of acquiring new business including commissions,
underwriting, marketing and policy issue expenses, which vary with and are directly related to the production
of new business, are deferred. Deferred policy acquisition costs are subject to recoverability testing at the time
of policy issue and at the end of each accounting period.
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Deferred policy acquisition costs for participating traditional life insurance contracts where the contribution
principle method applies to the allocation of policyholder dividends are amortized over the expected life of the
contracts as a constant percentage of estimated gross margins. Estimated gross margins include anticipated
premiums and investment results less benefits and administration expenses, changes in the net level premium
reserve and expected policyholder dividends, as appropriate. Estimated gross margins are estimated regularly
with deviations of actual results from estimated experience reflected in earnings.

Deferred policy acquisition costs for other traditional life insurance and annuity policies are amortized
over the expected life of the contracts as a constant percentage of expected premiums. Expected premiums are
estimated at the date of policy issue and are consistently applied throughout the life of the contract unless
premium deficiency occurs.

Deferred policy acquisition costs for investment type contracts such as universal life, unit-linked and unitized
with-profits contracts are amortized over the expected life of the contracts based on a constant percentage of
the present value of estimated gross profits expected to be realized over the life of the contract. Estimated gross
profits include expected amounts to be assessed for mortality, administration, investment and surrender less
benefit claims in excess of policyholder balances, administrative expenses and interest credited. Estimated gross
profits are revised regularly and the interest rate used to compute the present value of revised estimates of
expected gross profits is the latest revised rate applied to the remaining benefit period. Deviations of actual
results from estimated experience are reflected in earnings.

The impact on the deferred policy acquisition cost asset of the change in unrealized gains or losses on
investments is recognized through an offset to unrealized gains or losses at the balance sheet date.

Unamortized deferred policy acquisition costs associated with internally replaced contracts that are,
in substance, contract modifications, continue to be deferred and amortized. Costs associated with internally
replaced contracts that are, in substance, new contracts, are written off.

Future life policyholders’ benefits and policyholders’ contract deposits: These represent the estimated
future policyholder benefit liability for traditional life insurance policies and non unit-linked investment
contracts, respectively.

For participating traditional life insurance policies where the contribution principle method applies to the
allocation of policyholder dividends, future policy benefit liabilities are calculated using a net level premium
method on the basis of actuarial assumptions equal to guaranteed mortality and interest rates.

Future life policyholders’ benefits for other traditional life insurance policies are calculated using a net level
premium valuation method based on actuarial assumptions as to mortality, persistency, expenses and investment
return including a margin for adverse deviation. The assumptions are established at policy issue and remain
unchanged except where premium deficiency occurs.

Future life policyholders’ benefits include the value of accumulated declared bonuses or dividends that have
been vested to policyholders.

Policyholders’ contract deposits represent the accumulation of premium received less charges plus declared
dividends.

The policyholders’ share of unrealized gains or losses which may be paid in the future in respect of assets is
included in future life policyholders’ benefits offsetting the policyholders’ share of the change in unrealized
gains and losses during the year.

Separate account (unit-linked) assets and liabilities: These represent funds maintained to meet specific
investment objectives of policyholders who bear the investment risk. Investment income and investment gains
and losses accrue directly to policyholders. Also the assets of each account are segregated and management
believes that they are not subject to claims that arise out of any other business of the company. The assets and
liabilities are carried at market value. Deposits, withdrawals, net investment income, and realized and unrealized
capital gains and losses are included in the separate account assets and liabilities and are not reflected in
the consolidated statement of income. The costs of insurance, policy administration, investment management,
surrender charges and certain policyholder taxes assessed against the policyholders’ account balances are
included in policy fee revenue.

(e) Reinsurance

The Group’s insurance and reinsurance subsidiaries assume and/or cede reinsurance in the normal course of
business. Reinsurance assets include the balances due from both insurance and reinsurance companies for paid
and unpaid losses and loss adjustment expenses, ceded unearned premiums, ceded future life policy benefits
and funds held under reinsurance treaties. Amounts recoverable from reinsurers are estimated in a manner
consistent with the claim liability associated with the reinsured policy. Reinsurance is recorded gross in the
consolidated balance sheet unless a right of offset exists.
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Reinsurance contracts are assessed to ensure that underwriting risk, defined as the reasonable possibility of
significant loss, and timing risk, defined as the reasonable possibility of a significant variation in the timing
of cash flows, are transferred by the ceding company to the reinsurer. Those contracts that do not transfer both
risks, referred to in total as insurance risk, are accounted for using the deposit method. A deposit asset or
liability is recognized based on the consideration paid or received less any explicitly identified premiums or fees
to be retained by the ceding company. Deposits for contracts that transfer only significant underwriting risk
are subsequently measured based on the unexpired portion of coverage until a loss is incurred, after which the
present value of expected future cash flows under the contract is added to the remaining unexpired portion
of coverage. Changes in the deposit amount are recorded in the income statement as an incurred loss. Deposits
that transfer only timing risk, or no risk at all, are accounted for using the interest method. Future cash flows
are estimated to calculate the effective yield, and revenue and expense are recorded as interest income or
expense. The effect of contracts with indeterminate risk is not included in the determination of net income until
sufficient information becomes available to reasonably estimate the impact.

(f) Farmers Management Services

Operations: Farmers Group, Inc. (Farmers), a wholly owned subsidiary of the Group, provides management
services to the Farmers Insurance Exchange, Fire Insurance Exchange and Truck Insurance Exchange, their
respective subsidiaries and Farmers Texas County Mutual Insurance Company (the Farmers P&C Group). The
Group has no ownership interest in the Farmers P& C Group.

Farmers provides the following management services to the Farmers P&C Group: risk selection, preparation
and mailing of policy forms and invoices, premium collection, management of the investment portfolios and
certain other administrative and managerial functions. The Farmers P&C Group is responsible for its own claims
functions, including the settlement and payment of claims and claims adjustment expenses. It is also responsible
for the payment of agent commissions and the payment of its premium and income taxes.

Management fee income: Fee revenue for the provision of management services to the Farmers P&C Group
is calculated as a percentage of gross premiums earned by the Farmers P&C Group.

Management expenses: These expenses consist primarily of salaries and employee benefits, property and
equipment expenses and other general and administrative expenses.

(g) Asset management operations
Revenue consists principally of investment management fees, distribution fees from mutual funds, commission
revenue from the sale of mutual fund shares and transfer agent fees.

Revenues from investment management and distribution fees are based on a contractual fee arrangement
applied to assets under management and recognized as earned when the service has been provided.

Transfer agent fees are based on a cost per account and transaction based fees. For mutual funds a
component of the transfer agent fee can be a contractual fee arrangement applied to assets under management.
Transfer agent fees are recognized when services have been provided per the contract. Commission revenue is
recognized on the trade date when the Group’s performance obligation is complete and the fees are payable.

Additionally, revenue can be earned from performance fees, which are based upon the achievement of
performance levels in excess of predetermined contractual benchmarks. Performance fees are recognized when
earned per the contract and payable.

Commissions and certain operating expenses related to the sale of back-end mutual funds have been deferred.
These costs are amortized in relation to the distribution and contingent revenue earned on these mutual
funds. The Group periodically reviews and updates its assumptions made in determining projected revenues and
amortization periods are adjusted accordingly.

(h) Investments
Fixed maturities classified as held-to-maturity are those, which the Group has the ability and positive intent to
hold to maturity; these investments are carried at amortized cost. Fixed maturities and equity securities which
the Group buys with the intention to resell in the near term are classified as trading and are carried at fair value
with the related unrealized gains or losses reflected in current period income. The remaining fixed maturities and
equity securities are classified as available-for-sale; these investments are carried at fair value.

When declines in values of securities below cost or amortized cost are considered to be other than temporary,
a charge is recorded in the consolidated statement of income for the difference between cost or amortized
cost and estimated net realizable value. “Other than temporary declines” are decreases in the cost or amortized
cost of the security that the Group believes will not be recovered in the near term, and are identified by
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considering various factors such as the financial condition of the issuer, the market value and the expected
future cash flows of the security.

The realized gain or loss on disposal is based on the difference between the proceeds received and the carrying
value of the investment plus any unrealized gains or losses of the investment using the specific identification
method. The amortization of premium and accretion of discount on available-for-sale and held-to-maturity
investments in fixed maturities is computed using the effective interest method and is recorded in current period
income. Dividends on equity securities are recorded as revenue on the ex-dividend date, the date that the
dividends become payable to the holders of record.

Real estate held for investment purposes is recorded at fair value. Fair values are determined internally by
professionally qualified valuers on an annual basis with reference to current market conditions. Periodically,
external valuations are performed. No depreciation is recorded for real estate held for investment. The gain or
loss on disposal is based on the difference between the proceeds received and the carrying value of the
investment.

Unrealized gains or losses on investments carried at fair value, except those designated as trading, are recorded
in shareholders’ equity net of deferred income taxes, certain life policyholder dividends and other policyholder
liabilities, certain life deferred acquisition costs and minority interest. Unrealized gains or losses on investments
designated as trading are recognized in current period income.

Policyholder loans, mortgage loans on real estate, collateral loans and other loans are carried at unpaid
principal balances. Impairment of mortgage loans on real estate and collateral loans is generally measured based
on the present value of expected future cash flows discounted at the loan’s effective interest rate subject to the
fair value of the underlying collateral. When a decline in the value of these assets is considered to be other than
temporary, a charge is recorded in the consolidated statement of income for the difference between carrying
value and estimated net realizable value. Interest income on impaired loans is recognized as cash when received.

Certain partnerships are engaged exclusively in making investments in direct private equity, private equity
funds, and hedge funds. In the partnerships, these investments are carried at fair value, with changes in fair
value being taken to income. These partnerships are accounted for under the equity method, or are consolidated
when the substance of the relationship between the Group and the partnership indicates that the partnership
is controlled by the Group.

Short-term and other investments are recorded at cost, which approximates fair value.

(i) Derivative instruments

General

Derivative financial instruments include swaps, futures, forwards and option contracts, all of which derive their
value mainly from underlying interest rates, foreign exchange rates, commodity values or equity instruments.

A derivative contract may be traded on an exchange or over-the-counter (OTC). Exchange-traded derivatives are
standardized and include futures and certain option contracts. OTC derivative contracts are individually negotiated
between contracting parties and include forwards, caps, floors and swaps. Derivatives are subject to various
risks similar to those related to the underlying financial instruments, including market, credit and liquidity risk.

The notional or contractual amounts associated with derivative financial instruments are not recorded as
assets or liabilities on the balance sheet as they do not represent the potential for gain or loss associated with
such transactions.

Premiums paid for derivatives are recorded as an asset on the balance sheet at the date of purchase. Premiums
paid for freestanding derivatives are then recognized in the income statement when the derivative is exercised or
expires worthless. Premiums paid for hedging derivatives are amortized in line with the related hedge.

Interest rate and currency swaps: Interest rate swaps are contractual agreements between two parties to
exchange periodic payments in the same currency, each of which is computed on a different interest rate basis,
on a specified notional amount. Most interest rate swaps involve the net exchange of payments calculated
as the difference between the fixed and floating interest payments. Currency swaps, in their simplest form, are
contractual agreements that involve the exchange of both periodic and final amounts in two different
currencies. Exposure to loss on both types of swap contracts will increase or decrease over their respective lives
as a function of maturity dates, interest and foreign exchange rates, and the timing of payments.

Interest rate futures, forward and options contracts: Interest rate futures are exchange-traded instruments
and represent commitments to purchase or sell a designated security or money market instrument at a specified
future date and price. Interest rate forward agreements are OTC where two parties agree on an interest rate and
other terms that will become a reference point in determining, in concert with an agreed notional principal
amount, a net payment to be made by one party to the other, depending on what rate in fact prevails at a
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future point in time. Interest rate options, which consist primarily of caps and floors, are interest rate protection
instruments that involve the obligation of the seller to pay the buyer an interest rate differential in exchange
for a premium paid by the buyer. This differential represents the difference between current rate and an agreed
rate applied to a notional amount. Exposure to loss on all interest rate contracts will increase or decrease over
their respective lives as interest rates fluctuate. For interest rate futures and exchange-traded options, the
Group's exposure to off-balance sheet credit risk is limited, as these transactions are executed on organized
exchanges that assume the obligation of the counterparty and generally require security deposits and daily
settlement of margins.

Foreign exchange contracts: Foreign exchange contracts, which include spot, forward and futures contracts,
represent agreements to exchange the currency of one country for the currency of another country at an agreed
price and settlement date. Foreign exchange option contracts are similar to interest rate option contracts,
except that they are based on currencies, rather than interest rates. Exposure to loss on these contracts will
increase or decrease over their respective lives as currency exchange and interest rates fluctuate. For exchange-
traded foreign exchange contracts, the Group’s exposure to off-balance sheet credit risk is limited, as these
transactions are executed on organized exchanges that assume the obligation of counterparties and generally
require security deposits and daily settlement of margins.

The Group uses certain of the above derivatives for hedging purposes and others for non-hedging purposes.
The accounting treatment for hedging and non-hedging derivatives is discussed below.

Non-hedging derivative instruments

Trading assets and trading liabilities include option premiums paid and received and receivables from and
payables to counterparties which relate to unrealized gains and losses on futures, forwards, options and swaps
and balances due from and to clearing brokers and exchanges. Futures, forwards and options purchased and
written, as well as swaps purchased, are accounted for as contractual commitments on a trade date basis. The
instruments are measured at fair value. Realized and unrealized gains and losses are reflected in current period
income. Fair values of these instruments are based on closing exchange quotations. If quoted market prices
are not available, then fair values are estimated using pricing models, quoted prices of similar instruments with
similar characteristics or discounted cash flows. The Group’s trading activities involve the use of derivative
financial instruments in the normal course of business. These instruments generally include forwards, futures,
options and swaps.

Derivative instruments for hedging

Derivatives and other financial instruments are used principally to hedge exposures or modify exposures to
interest rate and foreign currency risks. These instruments are accounted for on an accrual basis when they are
designated to hedge a specific asset or liability and they reduce the exposure to the interest rate or foreign
currency risk of the hedged item. Revenues and expenses from hedging instruments are recorded in the category
appropriate to the related hedged asset or liability. Gains and losses on derivatives designated as hedges are
recognized in income in the period in which they are settled along with the gains and losses on the hedged item.
When the derivative is no longer deemed to be an effective hedge, previous gains or losses, which were not
offset by changes of the hedged item, are recognized in income immediately. When a derivative is sold and the
hedging relationship terminated, previously deferred gains or losses are also recognized in income immediately.
If a hedged item is terminated prior to its related hedging derivative, the derivative is treated as a freestanding
derivative and previously deferred changes of the fair value of the derivative are recognized in income
immediately.

(j) Obligation to repurchase securities

Sales of securities under agreements to repurchase are accounted for as collateralized transactions and are
recorded at their contracted repurchase amount plus accrued interest. The Group minimizes the credit risk that
counterparties to transactions might be unable to fulfill their contractual obligations by monitoring customer
credit exposure and collateral value and generally requiring additional collateral to be deposited with the Group
when deemed necessary.

(k) Cash and cash equivalents
Cash amounts represent cash on hand and demand deposits. Cash equivalents are short-term, highly-liquid
investments with original maturities of 90 days or less.
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(I) Real estate held for own use and fixed assets

Real estate (buildings) held for own use and fixed assets are carried at cost less accumulated depreciation and
any necessary write-downs. The costs of these assets are depreciated principally on a straight-line basis over

the following estimated useful economic lives: buildings 25 to 50 years; furniture and fixtures 5 to 10 years;

and computer equipment and software 3 to 5 years. Real estate (land) is carried at cost less any necessary write-
downs. Maintenance and repair costs are charged to income as incurred; costs incurred for major improvements
are capitalized and depreciated. Gains and losses on disposal of fixed assets and real estate held for own use
are determined by reference to their carrying amount.

(m) Goodwill, present value of profits of acquired insurance contracts

and other intangibles

The Group’s acquisitions of other companies are accounted for under the purchase method, whereby the
purchase price is allocated to the fair value of assets and liabilities acquired at the date of acquisition with any
residual amount allocated to goodwill. Goodwill on acquisitions prior to 1995 has been charged directly
against shareholders’ equity. Goodwill is amortized using the straight-line method over its estimated economic
life. Goodwill is presumed to have a five-year economic life but can be extended to a twenty-year maximum if
justifiable. In determining the period of amortization, the Group considers the expected period of benefits

to be received from the acquired company which is based on factors such as the type of business, the duration
of the underlying insurance contracts, customer relationships and distribution networks.

The present value of profits of acquired insurance contracts is amortized over the expected life of the policies
acquired based on a constant percentage of the present value of estimated gross profits (margins) expected to
be realized or the premium recognition period, as appropriate.

Other intangibles primarily consist of brand names and are amortized using the straight-line method over
their estimated economic life, currently 20 years.

(n) Attorney-in-fact relationships

When Farmers was acquired in December 1988, a portion of the purchase price was assigned to the attorney-in-
fact relationships. The purchase price represented the future value of the relationship between Farmers Group,
Inc. and the Exchanges. The carrying value is amortized on a straight-line basis over 40 years. In determining the
period of amortization, the Group considered the well-established relationship between Farmers Group, Inc.

and the Exchanges. Market demand for Exchange products is not expected to change, nor does the Group
expect that its competitors will take actions in the foreseeable future that could adversely affect the Group’s
estimated economic life of the asset. All economic benefits from the attorney-in-fact relationships can be drawn
now and the Group believes that ability to do so will extend over the remaining estimated economic life of the
asset.

(o) Income taxes
Deferred income taxes are provided for all temporary differences, which are based on the difference between
financial statement carrying amounts and income tax bases of assets and liabilities using enacted income
tax rates and laws. Deferred tax assets are recognized to the extent that their recoverability is deemed to be
probable. Losses for tax purposes are treated as a deferred tax asset to the extent it is probable that the losses
can offset future taxable income and is allowed by the applicable local tax laws and regulations.

Taxes payable by either the holding company or its subsidiaries on distribution to the holding company of the
undistributed profits of subsidiaries are recognized as deferred income taxes unless a distribution of those profits
is not intended or would not give rise to a tax liability.

(p) Employee benefits

The operating companies in the Group provide employee retirement benefits under principally two types of
arrangements: defined benefit plans providing specified benefits and defined contribution plans. The assets of
these plans are generally held separately from the Group’s general assets in trustee-administered funds. Defined
benefit plan obligations and contributions are determined periodically by qualified actuaries using the projected
unit credit method. The Group’s expense related to these plans is accrued over the employees’ service periods
based upon the actuarially determined cost for the period. Actuarial gains and losses are normally spread over
the average remaining service lives of employees. Contributions to the defined contribution pension plans are
charged to the consolidated statement of income as they become due.
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Post-retirement benefits are also provided for certain employees and are primarily funded internally. The cost
of such benefits is accrued over the service period of the employee based upon the actuarially determined
cost for the period.

The Group recognizes the expense related to incentive plans over the relevant performance period. With regard
to sharebased compensation, the Group uses a fair value based method of accounting. Expense recorded for
share based compensation takes into account the fair value of the shares or options to be awarded at the date
of grant less any amount paid by the employee.

(q) Convertible debt and debt with stock purchase warrants

Both convertible debt and debt with stock purchase warrants include a liability component and an equity
component for the right to convert the liability into Zurich Financial Services’ shares. At the time of issuance,
the equity component is recorded as an adjustment to shareholders’ equity. The difference between the carrying
amount of the liability and its nominal value is amortized until maturity as a component of interest expense.

(r) Treasury stock

Treasury stock is deducted from equity at its nominal value of CHF 10 per share. Differences between this
amount and the amount paid for acquiring, or received for disposing of treasury shares, are recorded in additional
paid-in capital in shareholders’ equity.

(s) Recognition and measurement of impaired assets

The Group reviews its assets annually to determine potential impairment. If the recoverable amount is less than
the carrying amount of the asset, an impairment loss is recognized. The recoverable amount is measured as
the higher of an asset’s net selling price, defined as market price less the costs of disposal, or its value in use,
which is the present value of the estimated future cash flows expected to arise from the use of the asset

and from its disposal at the end of its useful life. The impairment loss is measured as the difference between
the carrying amount of the asset and its recoverable amount.

(t) Reclassifications

During 1999, the Group reviewed its presentation of income taxes attributable to policyholders on certain
United Kingdom life insurance products. Taxes paid by United Kingdom life businesses, in respect of life insurance
business, are based on investment income less allowable expenses. To the extent that these taxes exceed the
amount that would have been payable in respect of the shareholders’ share of taxable profits, it is normal
practice for United Kingdom life businesses to recover this tax from policyholders. While in the Group’s case the
company has the contractual right to charge policyholders for the taxes attributable to their share of investment
income less expenses, the obligation to pay the tax authority rests with the company and therefore, the full
amount of tax including that charged to policyholders is accounted for as an income tax. Therefore, the Group
reclassified tax attributable to United Kingdom life insurance policyholder earnings from operating expenses to
income tax expense, which now includes an element attributable to policyholders (see Note 19). In addition,
deferred tax on unrealized gains on separate account assets related to certain United Kingdom unit-linked
policies is now included as income tax expense and an accrual for future policy fees to recover the tax charge is
included in gross written premiums and policy fee revenue. These changes have no impact on net income or
retained earnings.

The 1999 geographical and industry segments have been reclassified to conform to the 2000 Group
presentation due to more appropriate classification of business units from one segment to another, predominantly
certain internal reinsurance units are now classified under the reinsurance segment.

In 2000, the deferred tax assets and liabilities are presented gross on the balance sheet as “Deferred income
tax assets” and “Deferred income tax liabilities”. The 1999 presentation has been adjusted to conform to
the 2000 presentation. 1999 assets and liabilities have been increased by USD 5,417 million as a result of the
change. There is no impact on the 2000 or 1999 statement of income or retained earnings.

(u) New accounting pronouncements
The International Accounting Standards Committee (IASC) has issued the following new or revised standards,
which are required to be adopted by the Group in the future:

IAS 40, “Investment Property”, effective from 1 January 2001

IAS 39, “Financial Instruments: Recognition and Measurement”, effective from 1 January 2001
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Adoption of IAS 40 will require unrealized gains and losses on real estate held for investment to be
recognized in current income period. Unrealized gains and losses, which were previously recorded in a separate
component of shareholders’ equity will remain in equity and be transferred to retained earnings.

Adoption of IAS 39 will require adjustments to bring all derivatives and other financial assets and liabilities
onto the balance sheet. Adjustments to remeasure certain financial assets and liabilities from cost to fair value
will be made by adjusting retained earnings directly.

The Group is currently assessing the impact of adopting the remaining standards above but believes that they
will not have a material impact on the financial condition of the Group.

(v) Use of estimates

The preparation of financial statements in conformity with IAS requires management to make estimates and
assumptions that affect reported amounts of assets and liabilities at the date of the financial statements
and reported amounts of revenues and expenses during the reporting period. Therefore, actual results could
differ from those estimates.

4. Significant changes in accounting estimates

During 1999, a change in estimate occurred in the calculation of amortization of deferred acquisition costs and
unearned revenue for United Kingdom and Australian unit-linked and investment life business. The interest
rates used to calculate the present value of expected gross profits were revised based on actual experience to
date and new estimates for the remainder of the benefit period were determined. The deferred acquisition

cost adjustment resulted in a decrease of underwriting and policy acquisition costs of USD 887 million. This was
partially offset by the increase in unearned revenue resulting in a reduction of premiums of USD 350 million.
Additionally, life insurance benefits increased USD 148 million due to the movement in the difference between
the separate account assets and liabilities related to United Kingdom capital units.

Investments backing the United Kingdom with-profits contracts and Australian life insurance liabilities were
reclassified from available-for-sale to trading during 1999. The change in unrealized gains and the corresponding
movement in the provision for policyholder dividends are now shown in the income statement. Prior to this
change, unrealized gains on assets backing the with-profits liabilities were included in the shareholder’s equity.
A corresponding liability (approximately 90% of these unrealized gains) was held on the balance sheet. All other
elements of bonus accrual were an expense. As a result of this change, the Group recognized USD 1.6 billion
in net realized capital gains, which was largely offset by a related USD 1.4 billion increase in policyholders’
liabilities, reported as an expense under policyholder dividends and participation in profits. Improved estimates
have been applied for the amortization of index-linked government bonds and for the allocation of unrealized
gains between different classes of life insurance business in the United Kingdom. The effect of these changes
was to increase insurance benefits by USD 106 million.

The mortality and economic estimates underlying the United Kingdom pension redress provisions were revised
in 1999 following the issuance of new industry-wide guidance on redress calculations by the UK Financial Services
Authority. The effect of this change was to increase future life policyholders’ benefits by USD 207 million.

The net effect of all these changes after income tax expense was USD 174 million in 1999.

5. Changes in scope of consolidation
Acquisitions and disposals in 2000
There were no significant acquisitions or disposals in 2000.

Other changes in scope of consolidation in 2000

Capital Z Investments, L.P, Bermuda (CZI), a partnership in which Zurich Financial Services holds 99.5 % of the
limited partnership interest was classified as an investment in associate in 1999. CZI has been fully consolidated
with effect from 1 January 2000. CZI makes investments in direct private equity funds, emerging markets and
hedge funds (see Note 30).

Acquisitions and disposals in 1999

In October 1998, an agreement was reached with Employers Re Corporation (UK) Ltd. for the sale of the whole
of the issued share capital of Eagle Star Reinsurance Company Ltd., UK together with the transfer of certain
business assets. Eagle Star Re started writing business in 1993. Eagle Star Re also administered some of Eagle
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Star General Insurance’s pre 1993 business. When Eagle Star Re was sold, the business it administered on behalf
of Eagle Star General Insurance was retained by the Group. This transaction was completed on 4 March 1999
for an initial cash consideration of USD 326 million and an amount based on the change in the net asset value
of Eagle Star Reinsurance Company Ltd., UK between 31 December 1997 and the date of completion.

There were no other significant acquisitions or disposals in 1999.

6. Foreign currency translation and transactions

Table 6 summarizes the principal exchange rates, which have been used for translation purposes (USD per
foreign currency unit). The net gains/(losses) on foreign currency transactions included in the consolidated
statement of income were USD (41) million and USD 359 million for the years ended 31 December 2000 and
1999, respectively.

Statements of

Table 6 Balance sheet income and cash flow

Exchange rates 2000 1999 2000 1999
Australian dollar 0.5659 0.6542 0.5814 0.6452
Austrian schilling 0.0685 0.0731 0.0671 0.0775
VBeIgian franc 0.0234 0.0249 0.0229 0.0264
VBritish pound 1.4958 1.6181 1.5148 1.6183
Canadian dollar 0.6772 0.6904 0.6737 0.6731
VDutch guilder 0.4276 0.4566 0.4188 0.4839
VEuro 0.9422 1.0062 0.9229 1.0663
VFrench franc 0.1436 0.1534 0.1407 0.1626
German mark 0.4818 0.5145 0.4719 0.5452
1000 Italian lire 0.4862 0.5192 0.4762 0.5502
V1 00 Spanish pesetas 0.5663 0.6047 0.5546 0.6409
Swiss franc 0.6207 0.6287 0.5924 0.6663

7. Segment information

Segment information is presented in two segment formats. The primary format, as reflected in the Schedule
of industry segment data, is based on the five core businesses of the Group and how they are strategically
managed to offer different products and services to specific customer groups (as described below). The
secondary format is geographic.

Non-life insurance operations write substantially all lines of property and casualty business.

Life insurance operations offer a broad line of life insurance, annuity and investment-type policies to individuals
and groups.

Reinsurance operations assume reinsurance and offer traditional and finite risk solutions to third-parties and
Group companies on most lines of non-life insurance and life insurance business. Centre targets corporate
customers and provides innovative risk-financing solutions. Zurich Capital Markets provides capital markets-
based solutions tailored to corporations and financial institutions.

Farmers management services consists of the management services provided by Farmers to the Farmers P&C
Group. Farmers receives a fee for its services which is based on the gross earned premiums of the Farmers P&C
Group but is otherwise not directly affected by the underwriting results of the Farmers P& C Group.

Asset management operations provide diversified financial services for third-parties and Group companies,
such as institutional funds management, retail mutual funds, short-term cash management and financing, and
other related services.

Certain holding companies, Group Head Office and inter-region eliminations, as appropriate, are included in
the “Other” column.

The accounting policies of the segments are the same as those described in the summary of significant
accounting policies. The Group accounts for inter-segment revenues and transfers as if the transactions were
with third-parties at current market prices.
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Table 7.1

Gross written premiums and policy fees

by line of business (before inter-segment eliminations) 2000 1999
Non-life Insurance

Accident and health 1,323 1,394
Automobile 6,048 5,456
Fire and other property 3,523 3,436
General liability 3,780 3,029
Cther non-life lines 2,647 2,575
Assumed reinsurance 1,578 1,322
Total 18,899 17,212

Life Insurance

Individual life

V Single premiums 2,311 2,538

) Periodic premiums 1,745 2,267

Group life

V Single premiums 1,196 1,227
Periodic premiums 1,364 1,272

Accident, health and other 244 215

Policy fees on unit-linked and other investment-type products 602 567

Total 7,462 8,086

in USD millions

Table 7.2
Gross written premiums
and policy fees by

geographic area Non-life Insurance Life Insurance Total
(before inter-segment eliminations) 2000 1999 2000 1999 2000 1999
.United States 8,466 6,672 1,067 983 9,533 7,655
.United Kingdom 2,754 2,802 1,423 1,779 4,177 4,581
Switzerland 1,516 1,685 2,573 2,824 4,089 4,509
Europe (excluding the

United Kingdom and Switzerland) 4,248 4,565 1,766 2,053 6,014 6,618
Rest of the World 2,387 2,043 647 461 3,034 2,504
Other -472 - 555 -14 -14 - 486 - 569
Total 18,899 17,212 7,462 8,086 26,361 25,298

in USD millions

Table 7.3

Revenues and assets by geographic area Revenues Assets
(before inter-segment eliminations) 2000 1999 2000 1999
.United States 12,011 11,578 64,218 60,410
.United Kingdom 5,557 8,556 79,320 84,267
Switzerland 6,669 6,600 36,523 32,452
Europe (excluding the

United Kingdom and Switzerland) 7,809 8,570 35,376 36,264
VRest of the World 5,182 4,586 32,012 21,076
Other 203 158 - 16,086 - 8,437
Total 37,431 40,048 231,363 226,032

in USD millions
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Table 7.4

Purchases of real estate held for own use, Real estate held for own Goodwill, PVP and
fixed assets and intangibles use and fixed assets other intangible assets
(before inter-segment eliminations) 2000 1999 2000 1999
United States 301 304 81 18
United Kingdom 122 122 162 -
Switzerland 118 129 22 -
.Europe (excluding the

United Kingdom and Switzerland) 118 120 17 18
Rest of the World 63 97 110 9
Other 5 83 - -
Total 727 855 392 45

in USD millions

8. Farmers management fees and other related revenue

Farmers is contractually permitted to receive a management fee of up to 20 % (25% in the case of the Fire
Insurance Exchange) of the gross premiums earned by the Farmers P&C Group. In order to enable the Farmers
P&C Group to maintain appropriate capital and surplus while offering competitive insurance rates, Farmers has
historically charged a lower management fee than the maximum allowed. The range of fees has varied by

line of business over time and from year to year. During the past five years, aggregate management fees have
averaged between 12 % and 13 % of gross premiums earned by the Farmers P&C Group. Gross premiums earned
by the Farmers P&C Group were USD 11,394 million and USD 10,805 million for the years ended 31 December
2000 and 1999, respectively. These premiums gave rise to management fee revenue of USD 1,492 million and
USD 1,402 million in the corresponding years. Other related revenue totaled USD 97 million in 2000 and

USD 88 million in 1999. Gross premiums written by the Farmers P&C Group were USD 11,800 million and

USD 11,107 million for the years ended 31 December 2000 and 1999, respectively, of which USD 1.0 billion was
ceded to Farmers Re for each of the years ended 31 December 2000 and 1999.

9. Investments and investment income

Table 9.1

Net investment income 2000 1999
.Fixed maturities 4,300 4,403
Equity securities 616 499
Real estate 422 466
Mortgage, policyholder, collateral and other loans 533 484
Investments in associates -54 35
Short-term investments 124 145
Cash and cash equivalents 290 154
Other 147 181
Total investment income 6,378 6,367
Investment expenses -220 -271
Total 6,158 6,096

in USD millions
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Table 9.2
Net realized capital gains and losses
and net gains attributable to reclassified trading assets 2000 1999
Net realized capital gains and losses
Fixed maturities

Realized capital gains 361 994
~ Realized capital losses —288 -596
Equity securities

Realized capital gains 3,395 3,576
~ Realized capital losses -1,480 -638
Real estate 125 107
Mortgage, policyholder, collateral and other loans 23 69
VDerivative instruments 235 -178
Write—down of impaired investments -66 -28
Other 25 15
Total 2,330 3,321
Net gains attributable to reclassified trading assets
Fixed maturities

Capital gains - 1
~ Capital losses - -20
Equity securities
V Capital gains - 1,764

Capital losses - -98
Total - 1,647

in USD millions

During 1999, certain assets supporting United Kingdom with-profits contracts and Australian life liabilities were

reclassified from available-for-sale to trading (see Note 4).

Table 9.3 Net change Total at
Unrealized investment gains and losses Total 31 December
(included in shareholders’ equity) 2000 1999 2000 1999
AFixed maturities available-for-sale 1,416 -3,877 2,120 806
Equity securities available-for-sale -2,032 -334 4,815 6,931
AReaI estate -143 191 846 1,037
Other 41 51 42 -
Less amounts of net unrealized
investment gains (losses) attributable to
Life policyholder dividends and
other policyholder liabilities 384 583 -2,111 -2,525
Life deferred acquisition costs -44 202 -162 -109
Deferred income taxes 266 1,076 -1,457 -1,756
~Minority interests 27 -1 -17 -51
Foreign currency effect -172 -769 - -
Total - 257 -2,878 4,076 4,333

in USD millions
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Table 9.4 Cost or Gross Gross Estimated
Investments in fixed maturities Amortized cost unrealized gains unrealized losses fair value
and equity securities 2000 1999 2000 1999 2000 1999 2000 1999
Held-to-maturity
Total at 31 December 711 1,116 16 10 -3 -1 724 1,125
Available-for-sale
.Fixed maturities
Swiss federal and cantonal governments 5,377 5,251 173 254 -13 -16 5,537 5,489
United Kingdom government 6,521 6,775 693 627 -3 -31 7.211 7,371
United States government 4,873 4,904 186 19 -14 - 225 5,045 4,698
Other governments 12,019 13,779 440 380 -103 - 275 12,356 13,884
Corporate debt securities 25,170 24,726 916 887 -401 -630 25,685 24,983
Mortgage and asset-backed securities 13,391 12,679 310 138 -63 -318 13,638 12,499
Redeemable preferred stocks 351 214 4 7 -5 -1 350 210
Total at 31 December 67,702 68,328 2,722 2,312 -602 - 1,506 69,822 69,134
.Equity securities
Common stocks 11,859 10,588 5,009 6,311 -850 -398 16,018 16,501
Unit-trust 3,510 3,164 667 1,000 -35 -34 4,142 4,130
Non-redeemable preferred stocks 457 391 38 59 -14 -7 481 443
Total at 31 December 15,826 14,143 5,714 7,370 - 899 - 439 20,641 21,074
Total available-for-sale at 31 December 83,528 82,471 8,436 9,682 -1,501 - 1,945 90,463 90,208

in USD millions

Table 9.5 Amortized cost Estimated fair value
Fixed maturity schedule Held-to-maturity Available-for-sale
Less than one year 89 3,753
One year through five years 332 18,477
Five years through ten years 94 19,906
Over ten years 196 14,048
Subtotal 711 56,184
Mortgage and asset-backed securities - 13,638
Total at 31 December 2000 71 69,822
in USD millions

The amortized cost and estimated fair values of fixed maturities held-to-maturity and available-for-sale are
shown by contractual maturity. Actual maturities may differ from contractual maturities because certain
borrowers have the right to call or prepay certain obligations with or without call or prepayment penalties.
Table 9.6

Real estate held for investment 2000 1999
Carrying value at 1 January 6,905 7,416
Additions and capital improvements 318 337
Disposals ~708 288
Write—offs -8 -5
Vl\/Iarket value revaluation -191 141
VForeign currency translation effects -207 - 696
Carrying value at 31 December 6,109 6,905

in USD millions

Real estate held for investment consists of investments in commercial, residential and mixed-use properties

primarily located in Switzerland and United Kingdom.

Real estate with a carrying value of USD 646 million was transferred to PSP Swiss Property AG in exchange for

shares of PSP Swiss Property AG and other compensation (see Note 23).

Non-income producing assets are investments where no investment income was received for the twelve

months prior to the balance sheet date. The carrying values of investments held for the production of income

which were non-income producing were USD 71 million and USD 89 million of mortgage loans, USD 28 million

and USD 34 million of real estate, USD 424 million and USD 1 million of other long-term investments and
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USD 6 million and USD nil million of fixed maturities at 31 December 2000 and 1999, respectively. The valuation
allowances on non-income producing assets were USD 21 million and USD 34 million for mortgage loans and
USD 2 million for each of the years on other long-term investments at 31 December 2000 and 1999, respectively.

Other information: Cash and investments with a carrying value of USD 5,025 million and USD 3,003 million
were deposited with regulatory authorities at 31 December 2000 and 1999, respectively. At 31 December 2000
and 1999 respectively, fixed maturity investments with a carrying value of USD 2,043 million and USD 748 million
have been sold to financial institutions under short-term gilt sale and repurchase agreements. These securities
continue to be recognized as investments in the balance sheet and an obligation to repurchase them is included
in liabilities in the balance sheet at that date.

10. Deferred policy acquisition costs
Amounts deferred and amortized in the same period are excluded in deferred policy acquisition costs.

Table 10
Deferred policy Non-life Insurance Life Insurance Reinsurance Total
acquisition costs 2000 1999 2000 1999 2000 1999 2000 1999
ABaIance at 1 January 1,072 1,126 7.736 6,322 352 338 9,160 7,786
Acquisition costs deferred 1,105 793 920 1,722 38 45 2,063 2,560
Amortization charged to income -1,055 —-848 - 366 -150 -5 52 - 1,426 -946
Increase (decrease) related to unrealized
gains/losses on investments - - -40 118 - - -40 118
VDisposaIs of companies - - - - - -80 - -80
VIncrease (decrease) due to
currency translation -38 1 -513 -276 -13 -3 -564 -278
Balance at 31 December 1,084 1,072 7,737 7,736 372 352 9,193 9,160
in USD millions

In 1999, a change in estimate occurred in the calculation of amortization of deferred costs for United Kingdom
and Australian unit-linked life insurance business resulting in a lower amortization charge in 1999 (see Note 4).
11. Real estate held for own use and fixed assets
Table 11
Real estate held for own use and fixed assets 2000 1999
Land held for own use 342 395
.Buildings held for own use 1,341 1,451
Furniture and fixtures 609 647
Computer and software equipment 1,974 1,728
Other fixed assets 672 541
Total cost before depreciation 4,938 4,762
Less: accumulated depreciation -2,253 -2,109
Total at 31 December 2,685 2,653
Activity during the year
Carrying value at 1 January 2,653 2,731
Additions and capital improvements 727 855
.Disposals -197 -250
.Depreciation expense - 465 - 467
Foreign currency translation effects -33 -216
Carrying value at 31 December 2,685 2,653
in USD millions
The fire insurance value of the Group’s own use real estate, investment real estate and fixed assets totaled
USD 9,237 million and 10,689 million at 31 December 2000 and 1999, respectively.
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12. Goodwill and other intangible assets

Table 12 Present value of

profits of acquired Other intangible Attorney-in-
Goodwill Goodwill insurance contracts assets fact relationships Total
and other intangible assets 2000 1999 2000 1999 2000 1999 2000 1999 2000 1999
Carrying value at 1 January 1,008 1,082 1,411 1,393 1,580 1,637 1,239 1,282 5,238 5,394
Additions 198 19 120 46 74 51 - - 392 116
.EIiminated on disposals -1 -1 -18 - -29 - - - -48 -1
Amortization expense -93 - 66 -202 -12 -104 - 106 -43 -43 -442 -227
Foreign currency translation effects -18 -26 -46 -16 -2 -2 - - - 66 -44
Carrying value at 31 December 1,094 1,008 1,265 1,411 1,519 1,580 1,196 1,239 5,074 5,238
Accumulated amortization
at 31 December 271 198 1,109 928 356 253 513 470 2,249 1,849

in USD millions

Actual economic lives of goodwill range from 5 to 20 years. The amount of interest accrued on the unamortized

PVP balance and presented net against amortization expense was USD 79 million and USD 129 million for the

years ended 31 December 2000 and 1999, respectively. Interest on PVP accrued at interest rates ranging from
4% to 12 %. Annual PVP amortization expense is estimated to range from USD 100 million to USD 140 million

for the years 2001 to 2006, but may fluctuate outside this range based on investment performance. The asset

representing the attorney-in-fact relationships is amortized on a straight-line basis over 40 years.

13. Separate account (unit-linked) assets
In certain countries separate account assets and liabilities do not necessarily equal. The year-on-year movement

in this difference is reflected in the income statement and as an adjustment to cash flows from operating

activities.

Table 13

Separate account (unit-linked) assets 2000 1999
.Fixed maturities 6,378 6,049
.Equity securities 43,989 45,915
.Real estate 2,609 2,533
Mortgage loans 1 2
Collateral and other loans 10 6
Short-term investments 788 654
cher investments 668 1,146
Cash and cash equivalents 1,348 489
Total at 31 December 55,791 56,794

in USD millions

64 Zurich Financial Services Group Annual Report 2000



Zurich Financial Services Group Consolidated Financial Statements

14. Reserves for losses and loss adjustment expenses

Significant delays occur in the notification of claims and a substantial measure of experience and judgement is
involved in assessing outstanding liabilities, the ultimate cost of which cannot be known with certainty as

of the balance sheet date. The reserves for losses and loss adjustment expenses is determined on the basis of
information currently available; however, it is inherent to the nature of the business written that the ultimate

liabilities may vary as a result of subsequent developments.

Table 14.1
Reserves for losses and loss adjustment expenses 2000 1999
At 1 January
Gross reserves for losses and loss adjustment expenses 37,904 40,562
Reinsurance recoverable -7,161 -6,734
Net reserves for losses and loss adjustment expenses 30,743 33,828
Losses and loss adjustment expenses incurred
Current year 12,958 12,845
Prior years 375 -13
Total 13,333 12,832
Losses and loss adjustment expenses paid
Current year -5,264 -5,265
Prior years -9,972 - 8,208
Total -15,236 -13,473
Redlassification to future life policyholders’ benefits -447 -
Acquisitions and disposal of companies - —-789
Foreign currency translation effects -1,325 - 1,655
At 31 December
Net reserves for losses and loss adjustment expenses 27,068 30,743
Reinsurance recoverable 8,668 7,161
Gross reserves for losses and loss adjustment expenses 35,736 37,904

in USD millions

Where applicable, reserves have been discounted using average interest rates of 3.6 % for 2000 and 3.8 %

for 1999, which has reduced reserves by USD 330 million and USD 314 million at 31 December 2000 and 1999,
respectively. In addition, deferred charges relating to retrospective reinsurance assumed and structured
settlements totaling USD 208 million and USD 813 million at 31 December 2000 and 1999, respectively, have
been deducted from reserves for losses and loss adjustment expenses.

Management has considered environmental and latent injury claims and claims expenses in establishing the
reserves for losses and loss adjustment expenses. The Group continues to be advised of claims asserting injuries
from toxic waste, hazardous materials and other environmental pollutants and alleged damages to cover the
clean-up costs of hazardous waste dump sites relating to policies written in prior years and indemnity claims
asserting injuries from asbestos. Coverage and claim settlement issues, such as determination that coverage
exists and the definition of an occurrence, may cause the actual loss development to exhibit more variation than
the remainder of the Group’s book of business. Such claims cannot be estimated with traditional reserving
techniques and, accordingly, the uncertainty with respect to the ultimate cost of these types of claims has been
greater than the uncertainty relating to standard lines of business. The uncertainties arise out of changes or
potential changes in various laws or the interpretation of laws. While the Group believes that it has made
adequate provision for these claims, it is possible that future adverse development could have a material effect
on the Group’s results of operations, cash flows and financial position. At 31 December 2000 and 1999,
the net reserve amounts related to these claims included above were USD 2,121 million and USD 2,955 million,
respectively.

Reserves in respect of benefits payable under certain life insurance contracts have been reclassified to future
life policyholders’ benefits.
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Table 14.2

Reserves for losses and loss

adjustment expenses for 2000 1999
asbestos and environmental claims Gross Net Gross Net
Asbestos

At 1 January 2,040 1,531 2,233 1,675
Losses and loss adjustment expenses incurred 29 4 -93 -78
Losses and loss adjustment expenses paid -84 -20 -99 - 66
Commutations and settlements -62 -179 - -
VForeign currency translation effects -54 -53 -1 -
At 31 December 1,869 1,283 2,040 1,531
Environmental

At 1 January 1,793 1,424 1,915 1,498
Losses and loss adjustment expenses incurred -38 -65 - 13
Losses and loss adjustment expenses paid -124 -95 -121 -86
Commutations and settlements - 155 -423 - -
Foreign currency translation effects -3 -3 -1 -1
At 31 December 1,473 838 1,793 1,424
Combined

At 1 January 3,833 2,955 4,148 3,173
Losses and loss adjustment expenses incurred -9 -61 -93 - 65
Losses and loss adjustment expenses paid -208 -115 -220 -152
Commutations and settlements -217 -602 - -
VForeign currency translation effects -57 -56 -2 -1
At 31 December 3,342 2,121 3,833 2,955
in USD millions

15. Future life policyholders’ benefits and policyholders’ contract deposits

and other funds

Long-duration contract liabilities included in future life policyholders’ benefits result primarily from traditional
participating and non-participating life insurance products. Short-duration contract liabilities are primarily
accident and health insurance products. The liability for future life policyholder benefits has been established
based upon the following:

— Interest rates which vary by territory, year of issuance and product.

- Mortality rates based on published mortality tables adjusted for actual experience by geographic area

and modified to allow for variations in policy form.

- Surrender rates based upon actual experience by geographic area and modified to allow for variations

in policy form.

The amount of policyholder dividends to be paid is determined annually by each Group life insurance company.
Policyholder dividends include life policyholders’ share of net income and unrealized appreciation of investments
that are required to be allocated by the insurance contract or by local insurance regulations. Experience
adjustments, relating to future policyholders’ benefits and policyholders’ contract deposits, vary according to
the type of contract and the territory. Investment, mortality and morbidity results may be passed through
by experience credits or as an adjustment to the premium mechanism, subject to local regulatory provisions.

Table 15

Future life policyholders’ benefits and

policyholders’ contract deposits and other funds 2000 1999

Future life policyholders’ benefits
Long-duration contracts 46,081 44,984
Short-duration contracts 469 596
Total at 31 December 46,550 45,580

.Policyholders’ contract deposits and other funds
Annuities 1,260 654
Universal life and other investment contracts 11,687 11,303
Policyholder dividends 5,569 5,971
Total at 31 December 18,516 17,928

in USD millions
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16. Reinsurance

Ceded reinsurance arrangements do not relieve the Group from its direct obligations to its insureds. Thus,

a credit exposure exists with respect to reinsurance ceded to the extent that any reinsurer is unable to meet the

obligations assumed under the reinsurance agreements. The Group holds substantial collateral as security

under related reinsurance agreements in the form of deposits, securities and/or letters of credit.

A provision has been recorded for estimated unrecoverable reinsurance. No single reinsurer is a material

reinsurer to the Group, nor is the Group’s business substantially dependent upon any reinsurance contract.

The life insurance operations limit exposure to loss on any single life. Retention limits vary by territory and

product line. Approximately 6.7 % and 4.6 % of gross written premium and policy fees were ceded at
31 December 2000 and 1999, respectively.

Table 16.1

Underwriting reserves and Gross Reinsurance assets Net of reinsurance
reinsurance assets 2000 1999 2000 1999 2000 1999
Reserves for losses and loss

adjustment expenses 35,736 37,904 8,668 7,161 27,068 30,743
VReserves for unearned premiums 8,666 8,128 1,183 1,026 7,483 7,102
VFuture life policyholders’ benefits 46,550 45,580 956 952 45,594 44,628
Policyholders’ contract deposits

and other funds 18,516 17,928 308 319 18,208 17,609
Total underwriting reserves

at 31 December 109,468 109,540 11,115 9,458 98,353 100,082
Premiums and insurance

Abalances receivable, net 1,234 943

Funds held for the benefit of reinsurers 2,556 2,279

Total reinsurance assets at 31 December 14,905 12,680

in USD millions

Table 16.2 Inter-segment

Net earned premiums Non-life Insurance Life Insurance Reinsurance elimination Total
and policy fees 2000 1999 2000 1999 2000 1999 2000 1999 2000 1999
Direct premiums and

policy fees 16,362 15,895 7,368 8,004 390 369 331 232 24,451 24,500
Assumed premiums 1,578 1,363 75 49 4,394 3,587 -1,035 -812 5,012 4,187
teded premiums -4,277 -3,576 -498 -371 -805 - 650 877 746 -4,703 -3,851
Total 13,663 13,682 6,945 7,682 3,979 3,306 173 166 24,760 24,836

in USD millions

Zurich Financial Services Group Annual Report 2000 67



Zurich Financial Services Group Consolidated Financial Statements

Table 16.3 Inter-segment

Benefits, losses Non-life Insurance Life Insurance Reinsurance elimination Total
and expenses 2000 1999 2000 1999 2000 1999 2000 1999 2000 1999
Non-life losses and loss

adjustment expenses

Direct 13,039 12,639 73 79 411 571 - - 13,523 13,289
Assumed 580 956 48 1 3,723 2,692 -936 -198 3,415 3,451
Ceded -3,363 -3,524 -6 -9 -1,038 -500 802 125 -3,605 -3,908
Total 10,256 10,071 115 71 3,096 2,763 -134 -73 13,333 12,832
Death and other life

insurance benefits

.Direct 104 104 5,144 5,121 51 42 - - 5,299 5,267
Assumed 1 1 39 38 262 300 -17 -19 285 320
Ceded -12 -128 -322 -279 -29 200 161 109 —-202 -98
Total 93 -23 4,861 4,880 284 542 144 90 5,382 5,489
Increase in future life

policyholders’ benefits

Direct 2 4 1,608 3,280 -18 6 - - 1,592 3,290
Assumed - - 7 -20 -20 -91 -4 -9 -17 -120
Ceded - - -98 -37 2 2 - -4 -96 -39
Total 2 4 1,517 3,223 -36 -83 -4 -13 1,479 3,131
Underwriting and policy

acquisition costs

Direct 2,738 2,819 1,055 4 73 104 - - 3,866 2,927
Assumed 443 418 1 - 883 730 -172 -116 1,165 1,032
teded -790 -722 -72 -89 -193 -198 172 116 - 883 - 893
Total 2,391 2,515 994 -85 763 636 - - 4,148 3,066

in USD millions
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17. Debt

Table 17.1 2000 1999
(a) Debt related to banking and capital markets activities

Zurich Capital Markets 3,158 1,212
VDunbar Bank p.l.c. 425 437
Total at 31 December 3,583 1,649

(b) Senior debt

Zurich Finance (USA), Inc. (EMTN issues) 978 978
Zurich International (Bermuda) Ltd. 310 314
Zurich Reinsurance Centre Holdings Inc. 197 197
Centre Group Holdings Ltd. - 100
VKemper Corp. 230 230
Zurich Holding Company of America (loans payable) 100 100
Zurich Insurance Company 1,191 201
Zurich Financial Services (UKISA) Limited 297 291
INZIC AG 531 151
Other 512 250
Total at 31 December 4,346 2,812

(c) Subordinated debt

Capital Securities (Zurich Holding Company of America) 1,031 1,031
Convertible Bond (Zurich Insurance (Jersey) Ltd.) - 59
QUIPS (Farmers Group, Inc.) 500 500
Total at 31 December 1,531 1,590
Total debt at 31 December 9,460 6,051

in USD millions

(a) Debt related to banking and capital markets activities

Zurich Capital Markets through Zurich Capital Markets Company (Ireland) and ZCM Matched Funding Corp.

(USA) (together ZCM), both wholly owned subsidiaries of the Group, issued notes and loans of USD 2.0 billion

and USD 878 million during 2000 and 1999, respectively. Borrowings include both fixed and variable interest

rates, more than half of which mature after 2002. Net proceeds of these issues were used to finance the assets

acquired by ZCM in the course of its normal business operations. USD 1.5 billion of the total increase of

USD 2.0 billion mentioned above relates to two asset backed notes of USD 900 million and USD 600 million.
In December 1999, ZCM Matched Funding Corp. increased its US Commercial Paper Program from

USD 700 million to USD 1.4 billion. At 31 December 2000 and 1999, a total of USD 1.1 billion and

USD 541 million, respectively, were outstanding under this program. The program allows the issuance of notes

with a minimum denomination of USD 250,000 and with maturities not exceeding 366 days. ZCM has a

USD 1.25 billion syndicated credit facility in place to back the Commercial Paper Program. At 31 December

2000, no borrowings were outstanding under this facility.

Dunbar Bank p.l.c., a wholly owned banking subsidiary of Allied Dunbar Assurance p.l.c., had total outstanding
borrowings of GBP 284 million and GBP 270 million at 31 December 2000 and 1999, respectively. These
short-term borrowings were drawn under various committed credit facilities totaling GBP 355 million and

GBP 340 million at 31 December 2000 and 1999, respectively. Net proceeds of these funds were used to finance
Dunbar Bank’s lending activities.

(b) Senior debt

On 29 May 1998, the Group set up a USD 2 billion Euro Medium Term Note Program (EMTN Program) to allow
for the issuance of notes on the Euromarket, denominated in any currency. The notes, which may be issued

by a number of special financing entities, may be listed on different Stock Exchanges. Since last year's update of
the Program on 16 June 2000, Zurich Finance (Bermuda) Ltd., Zurich Finance (Luxembourg) S.A., Zurich Finance
(USA), Inc., Zurich Capital Markets Company and Zurich Insurance Company may from time to time issue notes
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of up to a total amount of USD 4 billion equivalent. Notes to be issued by Zurich Finance (Bermuda) Ltd. and
Zurich Finance (USA), Inc. are unconditionally and irrevocably guaranteed by Zurich Insurance Company, whereas
Zurich Finance (Luxembourg) S.A. benefits from a Keep Well Agreement.

Under the EMTN-Program Zurich Finance (USA), Inc., a wholly owned subsidiary of Zurich Holding Company
of America, made the following straight bond issues with annual coupon payments on the Euromarket in 1998:
6% USD 300 million maturing on 2 July 2003, 3.5% CHF 300 million maturing on 22 July 2008 and 4.75%
USD 150 million maturing on 30 October 2003. The CHF 300 million issue was swapped into USD at a fixed rate
of 6.065 % and for a notional amount of approximately USD 199.8 million with equal maturity and coupon
payment dates. The unamortized premium of the bond was USD 4.6 million as of year-end 2000. On 22 June
1999, Zurich Finance (USA), Inc. issued CHF 500 million 2.75 % maturing 27 July 2006. The issue was swapped
into USD and shows an unamortized premium of USD 6.8 million as of year-end 2000. Net proceeds from all
issues were primarily used to re-finance existing debt in the United States.

Zurich International (Bermuda) Ltd., a wholly owned subsidiary of the Group, issued CHF 500 million debt
obligations with warrants attached in 1994. On 15 November 1996, the exercise period for the warrants expired
and all of the warrants have been exercised. The obligations, which have matured and been paid back to the
investors on 1 March 2001, carried an interest coupon of 2 %.

Zurich Reinsurance Centre Holdings Inc. (ZRCH) issued USD 200 million of non-convertible, unsecured,
unsubordinated Senior Notes during 1993. The Senior Notes mature on 15 October 2023 and bear interest at
the rate of 7.125 %, payable semi-annually.

The USD 100 million of notes issued by Centre Group Holdings in 1987 matured at the end of April 2000 and
have been refinanced internally.

The long-term debt of Kemper Corporation, excluding unamortized premium, consists primarily of
USD 200 million 6.875 % notes due 2003 and USD 26 million of medium-term notes.

Zurich Holding Company of America has a USD 100 million fixed rate bank term loan outstanding to mature in
January 2003.

At year-end 2000 Zurich Insurance Company had a number of unsecured short-term loans and notes outstanding
totaling around USD 1.2 billion, most of which matured in January 2001. Over USD 1 billion of this amount

has subsequently been refinanced with proceeds received via Zurich Group Holding from a hybrid equity private
placement transaction (Zurich RegCaPS Funding Trusts I-VI) under rule 144A in the USA at the beginning of
February 2001 (see Note 32).

Borrowings of Zurich Financial Services (UKISA) Limited mainly consisted of short-term bank borrowings of
GBP 194 million and GBP 180 million as of 31 December 2000 and 1999, respectively.

INZIC AG, incorporated in November 1999 to purchase an investment in Baloise-Holding, is 100 % owned by
Zurich Insurance Company since 26 October 2000. At 31 December 2000, INZIC AG had three short-term
secured, non-recourse bank loans outstanding totaling CHF 855 million, compared to two similar loans
outstanding as at the end of 1999 totaling CHF 240 million.

At 31 December 2000, the item “Other” includes short-term debt and mandatorily redeemable preferred stock
issued by Centre Solutions (Bermuda) Ltd. and Centre Reinsurance International Company.

(c) Subordinated debt

On 30 May 1997, Zurich Capital Trust I, a consolidated wholly owned Delaware statutory business trust (the
Trust), received USD 1,031 million from the issuance of 8.376 % Capital Securities. The Trust invested the
proceeds in 8.376 % Junior Subordinated Deferrable Interest Debentures, Series A (Series A Subordinated
Debentures), due in 2037, issued by a wholly owned subsidiary of the Group, ZHCA. The Series A Subordinated
Debentures are the sole asset of the Trust.
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The proceeds were used by ZHCA mainly to finance the acquisition of the former Scudder. The Capital
Securities mature in 2037 and are subject to mandatory redemption upon repayment of the Series A
Subordinated Debentures. The Group has the option at any time on or after 1 June 2007 to redeem, in whole
or in part, the Series A Subordinated Debentures. Zurich Insurance Company has unconditionally guaranteed
all distributions to be made by the Trust, but only to the extent the Trust has funds legally available for such
distributions. Zurich Insurance Company has the right to defer such interest payments for up to 10 years. If
Zurich Insurance Company defers any interest payments, ZHCA may not, among other things, pay or declare any
dividends on its capital stock.

On 15 April 1996, Zurich Insurance (Jersey) Limited (ZIJL), a wholly owned subsidiary of the Group, issued

USD 731,610,000 of 1% convertible bonds due in 2003. On 7 November 2000, ZIJL exercised its right to early
redeem the bonds at their amortized principal amount. Subsequently, all bondholders presented their bonds for
conversion into 133,034 Zurich Financial Services shares, in conformity with the respective terms and conditions.
Earlier in 2000, another 10,972 shares were issued upon several conversions.

On 22 September 1995, Farmers Group Capital (the Subsidiary Trust I), a consolidated wholly-owned subsidiary
of Farmers, issued USD 410 million of 8.45%, USD 25 par value, Series A Cumulative Quarterly Income Preferred
Securities (the Series A QUIPS).

On 17 October 1995, Farmers Group Capital Il (the Subsidiary Trust Il and, together with the subsidiary Trust |,
the Subsidiary Trusts), a consolidated wholly-owned subsidiary of Farmers, issued USD 90 million of 8.25%,

USD 25 par value, Cumulative Quarterly Income Preferred Securities (the Series B QUIPS and together with the
Series A QUIPS, the QUIPS).

For both issues, in connection with the Subsidiary Trusts’ issuance of the QUIPS and the related purchase by
Farmers of all of the Subsidiary Trusts" Common Securities, Farmers issued to Farmers Group Capital and Farmers
Group Capital Il, respectively, USD 422,680,399 principal amount of its 8.45% Junior Subordinated Debentures,
Series A due on 31 December 2025, and USD 92,783,505 principal amount of its 8.25% Junior Subordinated
Debentures, Series B due on 31 December 2025 (the Junior Subordinated Debentures). The sole assets of
Farmers Group Capital and Farmers Group Capital Il are the Junior Subordinated Debentures. In addition, these
arrangements are governed by various agreements between Farmers and the Subsidiary Trusts (the Guarantee
Agreements, the Trust Agreements, the Expense Agreements, the Indentures and the Junior Subordinated
Debentures) which considered together constitute a full and unconditional guarantee by Farmers of the
Subsidiary Trusts’ obligations under the QUIPS.

Under certain circumstances, the Junior Subordinated Debentures may be distributed to holders of the QUIPS
and holders of the Common Securities in liquidation of the Subsidiary Trusts. The QUIPS are subject to
mandatory redemption upon repayment of the Junior Subordinated Debentures at maturity, or upon their earlier
redemption, at a redemption price of USD 25 per QUIPS, plus accrued and unpaid distributions thereon to the
date fixed for redemption. As of 27 September 2000, Farmer had the option to redeem, in whole or part, the
Junior Subordinated Debentures (both for the Series A QUIPS and the Series B QUIPS).

For the Series A QUIPS, at 31 December 2000, a total of 16,400,000 shares of QUIPS were outstanding. The
market value of these securities was USD 407,950,000 and USD 369,000,000 for 2000 and 1999, respectively.
For the Series B QUIPS, at 31 December 2000, a total of 3,600,000 shares of QUIPS were outstanding. The
market value of these securities was USD 89,100,000 and USD 79,668,000 for 2000 and 1999, respectively.

Table 17.2

Maturity schedule of outstanding debt 2000
2001 4,449
2002 1,162
2003 1,031
2004 133
2005 207
2006 and thereafter 2,478
Total at 31 December 9,460

in USD millions
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Table 17.3

Interest expense on debt 2000 1999
Debt related to banking and capital markets activities 214 60
Senior debt 251 191
Subordinated debt 131 138
Total 596 389

(d) Loan facilities

At 31 December 2000, the Group had three major credit facilities, one held by Zurich Group Holding (formerly
Zurich Financial Services) together with Zurich Insurance Company, the others held by Farmers and Eagle Star
Holdings Ltd.

On 28 May 1999, Zurich Insurance Company’s USD 1 billion 364-day loan facility was replaced by a newly
syndicated USD 1.5 billion 5-year revolving credit facility. Zurich Group Holding (former Zurich Financial Services)
and Zurich Insurance Company are each guaranteeing drawings of up to USD 750 million under the facility for
themselves and for a number of defined subsidiary borrowers. At 31 December 2000, there were no outstanding
borrowings under this facility.

In April 1996, Farmers finalized a USD 500 million revolving credit agreement with certain financial institutions,
which will expire on 1 July 2002. At 31 December 2000, Farmers did not have any outstanding borrowings
under this credit agreement.

In 1997, Eagle Star Holdings Ltd. negotiated a GBP 400 million revolving credit facility maturing on
18 August 2004. At 31 December 2000, none of this facility was utilized.

Several of the debt agreements have restrictive covenants related to the total amount of debt, net tangible
assets and other matters. The Group was in compliance with all debt covenants at 31 December 2000.

18. Minority interests
Third-party equity interests and preference shares and similar instruments issued by consolidated subsidiaries of
the Group are included in minority interests.

On 16 December 1999, Zurich Financial Services (Jersey) Limited, a wholly-owned subsidiary of Zurich Financial
Services, issued 12,000,000 perpetual non-voting, non-cumulative Series A Preference Shares on the Euromarket
with a par value of EUR 25 (EUR 300,000,000). The securities, which are rated Aa2 and A+ by Moody’s and
Standard & Poor’s, respectively, benefit from a subordinated support agreement of Zurich Financial Services and
carry a fixed coupon of 7.125 %, payable quarterly. The securities are, subject to certain conditions, redeemable
at the option of the issuer in whole, but not in part, from time to time on or after five years from the issue
date. Proceeds from the issue were used to refinance existing intercompany debt and for general corporate
purposes. With this issue, the Group was able to reinforce its capital base while raising equity-like but non-
dilutive long-term funds.

In the context of providing structured financial solutions to its customers, Zurich Capital Markets has from
time to time established subsidiary vehicles in which the third-party client also takes an equity interest, normally
in the form of preference shares or equity-linked notes. In 2000, Zurich Capital Markets issued USD 350 million
in such vehicles. Zurich Capital Markets Inc. also issued USD 1 billion of money market preferred stock in 2000.
These interests and related shares of profits are included in minority interests above. The continued expansion of
these transactions by Zurich Capital Markets is a significant factor in the large increase from 1999.
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19. Income taxes

Table 19.1
Income tax expense (benefit) 2000 1999
United States

Current ) ) 540 739

Deferred -104 -39
Total 436 700
United Kingdom

Current ) ) 425 232

Deferred -365 754
Total 60 986
Switzerland

Current ) ) 45 112

Deferred 43 5
Total 88 117
Other

Current 300 -72

Deferred ' ' - 145 129
Total 155 57
Total

Current ) ) 1,310 1,011

Deferred -571 849
Total income tax expense 739 1,860

in USD millions

The tax attributable to United Kingdom life insurance policyholder earnings is included in income tax expense.
Tax expense (benefit) attributable to policyholder earnings was USD (167) million and USD 563 million in 2000
and 1999, respectively. In addition, deferred tax on policyholders’ separate account unrealized investment gains
is included as income tax expense and an accrual for future policy fees that will cover the tax charge is included
in gross written premiums and policy fees revenue. Income tax expense is shown before reduction for the
element attributable to policyholders.

Table 19.2

Expected and actual income tax expense 2000 1999

Expected income tax expense ) ) 977 1,621

Increase (reduction) in taxes resulting from: } 7

V Non-taxable income ) ) -47 -28
Non-deductible expenses ) ) 26 12
State, local and similar taxes ) ) 49 73
Effect of tax losses ) ) -125 76
Additional tax expense attributable to policyholder earnings ) -117 88
Other -24 18

Actual income tax expense 739 1,860

in USD millions

Table 19.2 illustrates the factors that cause the actual income tax expense to differ from the expected amount
computed by applying the expected rate.

The “expected” weighted average tax rate for the Group was 30.8 % and 31.3% in 2000 and 1999,
respectively. These rates were derived by obtaining a weighted average of the expected statutory income tax in
relation to the operating income generated in the various territories in which the Group operates.

In 2000, the deferred tax assets and liabilities are presented gross on the balance sheet as “Deferred income
tax assets” and “Deferred income tax liabilities”. The 1999 presentation has been adjusted to conform to the
2000 presentation. There is no impact on the 2000 or 1999 statement of income or retained earnings.
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Table 19.3
Deferred income taxes 2000 1999

Deferred income tax assets

Loss reserves discount 607 608
Unearned premium reserves deduction 253 219
Accruals not currently deductible 272 170
Deferred policy acquisition costs 586 467
Unrealized depreciation of investments 334 285
Unrealized losses in investments in real estate 18 123
Depreciable and other amortizable assets 333 855
Present value of profits of acquired insurance contracts (PVP) 136 149
Deferred front-end fees 406 369
Life policy reserves 542 330
Separate account assets 18 71
Loss carry forwards 576 364
Other 1,063 1,573
Total deferred income tax assets 5,144 5,583
Deferred tax assets not recognized -233 -166
Net deferred income tax assets 4,911 5,417

Deferred income tax liabilities

Loss reserves discount 491 794
Unearned premium reserves deduction 35 20
Accruals not currently deductible 66 38
Deferred policy acquisition costs 2,395 2,254
Unrealized appreciation of investments 1,819 1,715
Unrealized gains in investments in real estate 418 546
Depreciable and other amortizable assets 717 832
Present value of profits of acquired insurance contracts (PVP) 307 280
Attorney-in-fact relationships 451 467
Life policy reserves 164 126
Separate account liabilities 552 935
Other 724 1,685
Total deferred income tax liabilities 8,139 9,692
Net deferred income tax assets -4,911 - 5,417
Net deferred income tax liabilities at 31 December 3,228 4,275

in USD millions

The current income tax payable included in other liabilities on the balance sheet at 31 December 2000 and
1999 was USD 736 million and USD 584 million, respectively.

At 31 December 2000, the Group had income tax loss carryforwards of USD 1,175 million available (subject to
various statutory restrictions) for use in future tax returns, the majority of which expire after 5 years.

20. Employee benefits

The Group had 72,930 and 71,390 employees at 31 December 2000 and 1999, respectively. Personnel costs
incurred for 2000 and 1999 were USD 4,216 million and USD 4,063 million, respectively. The 1999 figures have
been restated to retroactively reflect the inclusion of temporary employees directly hired by the Group.

The Group operates a number of active retirement benefit arrangements for pensions. The majority of
employees belong to defined benefit schemes, most of which are funded externally. Other employees participate
in defined contribution schemes providing benefits equal solely to contributions paid plus investment returns.

The Group also operates post-retirement plans, which provide employees with certain post-retirement benefits
other than pensions; the major plans are in the United States.

The net periodic expenses for defined benefit pension plans, defined contribution pension plans and other
post-retirement plans are allocated to the appropriate lines of expenses by function.

The Group adopted IAS 19 (revised 1998), “Employee Benefits” as of 1January 1999 (see Note 2).

Zurich Financial Services Group Annual Report 2000



Zurich Financial Services Group Consolidated Financial Statements

(a) Defined benefit pension plans

Employees of the Group’s operating companies are covered under various pension plans. Eligibility for participation

in the various plans is either based on completion of a specified period of continuous service or

date of hire.

Benefits are generally based on the employees’ years of credited service and average compensation in the years

preceding retirement. Annual funding requirements are determined based on actuarial cost methods.

Prior to the adoption of IAS 19 (revised 1998), the transition obligation or asset for some subsidiaries was

determined as of 1January 1995, the date of IAS adoption, due to the unavailability of prior act

uarial data. A

portion of the transition obligation or asset was then allocated to equity as if this IAS standard had been adopted

as of its original effective date. The transition obligation or asset is being amortized over the greater of either

fifteen years or the service period of the employees on a straight-line basis.

Table 20.1
Weighted average assumptions
used in determining the actuarial

liabilities as of 31 December 2000 1999
Discount rate ) 5.5% 5.8%
Expected ]ong—term rate of return on assets 7.2% 7.2%
VFuture salary increases 3.7% 3.7%
VFuture pension increases 2.3% 1.9%
Table 20.2

Status of defined benefit pension plans 2000 1999
.Fair valuerof plan assets 6,460 6,771
Present value of obligations -6,040 - 5,586
.Plan assets in excess of obligations 420 1,185
Unrecognized net actuarial gains ) ) -434 -1,337
Unrecognized prior service cost 3 -
Accrued pension liability at 31 December -1 -152
in USD millions

Table 20.3

Components of net periodic pension benefit/(expense) 2000 1999
Current service cost -214 - 250
.Interest cost -308 - 301
.Expected return on plan assets 464 433
Net actuarial gains recognized in year 130 9
Past service cost -46 -
Losses on curtailment or settlement -12 -
Net periodic pension benefit/(expense) 14 -109
in USD millions

The actual return on plan assets for the years ended 31 December 2000 and 1999 was USD 86 million and

USD 928 million, respectively.

Table 20.4

Accrued pension liability 2000 1999
Balance at 1 January ) ) -152 - 453
.Effect of adopting IAS 19 (revised 1998) ) ) - 197
Current year expense 14 - 109
Contributjons paid 130 131
Foreign currency translation effects -3 82
Balance at 31 December -1 -152

in USD millions

Zurich Financial Services Group Annual Report 2000

75



Zurich Financial Services Group Consolidated Financial Statements

(b) Defined contribution pension plans

Certain of the Group's operating companies sponsor various defined contribution plans. Eligibility for participation

in the various plans is either based on completion of a specified period of continuous service or date of hire. The

plans provide for voluntary contributions by employees and contributions by employer (matching or otherwise)

which typically range from 0% to 15% of annual salaries, depending on the employees’ years of service. The

Group's contributions under these plans amounted to USD 49 million and USD 62 million in 2000 and 1999,

respectively.

(c) Other post-retirement benefits

Certain of the Group’s operating companies provide a post-retirement benefit program for medical care and life

insurance. Eligibility in the various plans is generally based on completing a specified period of eligible service

and reaching a specified age. The programs pay a stated percentage of medical expenses reduced by deductibles

and other coverage. The cost of post-retirement benefits is accrued during the employees’ service period. The

method of accounting and the frequency of valuations are similar to those for defined benefit pension plans.

Table 20.5
Weighted average assumptions
used in determining the actuarial

liabilities as of 31 December 2000 1999
Discount rate 7.9% 7.8%
VExpected long-term rate of return on assets 7.0% 5.0%
Future salary increases 4.6% 5.3%
Increase in long-term health cost 5.8% 5.9%
Table 20.6

Status of other post-retirement benefits 2000 1999
Fair value of plan assets 30 23
Present value of obligations —-180 -151
VUnrecognized net actuarial losses/(gains) 18 -6
Unrecognized prior service cost -7 -2
Accrued other post-retirement liabilities at 31 December -139 -136
in USD millions

Table 20.7

Components of net periodic post-retirement expense 2000 1999
Current service cost -4 -4
Interest cost -1 -9
Expected return on plan assets 1 1
Net actuarial losses recognized in year - -1
Past service cost 1 -
Net periodic post-retirement expense -13 -13
in USD millions

The actual return on plan assets was USD 1 million for each 