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About Zurich

Zurich is one of the world’s largest insurance groups, and one of the few
to operate on a truly global basis. Our mission is to help our customers
understand and protect themselves from risk.

With over 60,000 employees serving customers in more than
170 countries, we aspire to become the best global insurer as measured
by our shareholders, customers and employees.
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Operating and financial review

Zurich Insurance Company Ltd (ZIC) and its subsidiaries (collectively the “Zurich Insurance Group”) are an insurance
based financial services provider with a global network. The Zurich Insurance Group also distributes non-insurance
products such as mutual funds, mortgages and other financial services products from selected third-party providers.
The Zurich Insurance Group operates mainly in Europe, the United States, Latin America and Asia-Pacific through
subsidiaries, branch offices and representations.

The information contained within the Operating and financial review is unaudited. The following table presents the
summarized consolidated results of the Zurich Insurance Group for the years ended December 31, 2010 and 2009,
respectively. All amounts are shown in USD millions and rounded to the nearest million unless otherwise stated with
the consequence that the rounded amounts may not add to the rounded total in all cases. All ratios and variances are
calculated using the underlying amount rather than the rounded amount. This document should be read in conjunction
with the Annual Report 2010 for the Zurich Insurance Group and with its audited Consolidated financial statements

as of December 31, 2010. Certain comparatives have been restated to reflect a change in accounting policy as set out
in note 1 of the audited Consolidated financial statements.

Financial highlights
|

in USD millions, for the years ended December 31, unless otherwise stated 2010 20092 Change'
Business operating profit 4,997 5,577 (10%)
Net income attributable to shareholders 3,567 3,733 (4%)
General Insurance gross written premiums and policy fees 33,066 34,157 (3%)
Global Life gross written premiums, policy fees and insurance deposits 27,675 26,029 6%
Farmers Management Services management fees and other related revenues 2,778 2,690 3%
Farmers Re gross written premiums and policy fees 4,194 6,615 (37%)
General Insurance business operating profit 2,673 3,474 (23%)
General Insurance combined ratio 97.9% 96.8% (1.1 pts)
Global Life business operating profit 1,467 1,457 1%
Farmers business operating profit 1,620 1,491 9%
Farmers Management Services gross management result 1,338 1,291 1%
Farmers Management Services managed gross earned premium margin 7.3% 7.2% 0.1 pts
Group investments average invested assets? 195,849 187,289 5%
Group investments result, net 8,289 5,792 43%
Group investments return (as % of average invested assets) 4.2% 3.1% 1.1 pts
Total return on Group investments 5.5% 6.3% (0.8 pts)
Shareholders’ equity 31,941 26,969 18%

' Parentheses around numbers represent an adverse variance.
2 Restated to reflect a change in accounting policy (see note 1 of the Consolidated financial statements).
3 Excluding average cash received as collateral for securities lending of USD 246 million and USD 335 million in the years ended December 31, 2010 and 2009, respectively.
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Performance
overview for the
year ended
December 31, 2010

Zurich Insurance Group delivered full year results for the year ended December 31, 2010, that reflect its strong focus on
profitability with robust underlying performances from all core businesses despite difficult underlying economic conditions
in many of the markets in which the Zurich Insurance Group operates. Results were also impacted by a number of
significant events during the year.

Insured event-related losses were more frequent compared with the relatively benign experience in 2009. The total
incurred losses from such events including earthquakes, weather-related events as well as large losses from our
commercial insurance business, exceeded the 2009 amount by over USD 600 million. The continuing low interest rate
environment has also impacted the Zurich Insurance Group'’s business performance as lower investment yields from
reinvested and new funds reduced investment income for the Zurich Insurance Group's businesses. Consequently, more
focus has been put on pricing and margin strategy to compensate for these lower investment returns.

Improved equity markets and the high quality of the Zurich Insurance Group’s bond portfolio have benefited the overall
result. The Zurich Insurance Group has also recognized a total cost, including attorneys’ fees, of USD 545 million for the
settlement of a class action lawsuit in the U.S.

Disciplined asset liability management and the Zurich Insurance Group's risk management approach have resulted in
a continued strong capital and solvency position with further improvements to both during the year. Shareholders’ equity
has increased by USD 5.0 billion to USD 31.9 billion.

Business operating profit decreased by USD 580 million to USD 5.0 billion or by 10 percent in U.S. dollar terms and
8 percent on a local currency basis.

¢ General Insurance business operating profit decreased by USD 801 million to USD 2.7 billion, or by 23 percent in
U.S. dollar terms and 22 percent on a local currency basis. The ongoing focus on profitability continued to benefit
the underlying underwriting result with an improved underlying loss ratio compared with 2009. This improvement
was more than offset by lower levels of investment income, lower earned premiums, and the higher level of event-
related losses such as large losses and weather related losses, including the Chilean earthquake and Australian floods.

¢ Global Life business operating profit increased marginally by USD 10 million to USD 1.5 billion, or by 1 percent in
U.S. dollar terms and 2 percent on a local currency basis. Allowing for special operating items, which were lower
than in 2009, underlying performance improved by 8 percent driven by increases in the expense and risk margins.

e Farmers business operating profit increased by USD 129 million to USD 1.6 billion, or by 9 percent. Farmers
Management Services business operating profit increased by USD 36 million to USD 1.3 billion, or 3 percent,
supported by the successful integration of 21st Century which was acquired in July 2009 by the Farmers Exchanges,
which are managed but not owned by Farmers Group, Inc., a wholly owned subsidiary of the Zurich Financial
Services Group. Farmers Re business operating profit increased by USD 93 million to USD 317 million, or 41 percent,
reflecting favorable underwriting trends.

Other Operating Businesses business operating loss increased by USD 181 million to USD 918 million reflecting
a normalized run-rate for Zurich Insurance Group financing costs, with 2009 having benefited from one-off gains
associated with the buyback of subordinated debt.

Non-Core Businesses, comprising the Zurich Insurance Group's run-off businesses, reported a business operating
profit of USD 155 million compared with a loss of USD 108 million in 2009. The losses in 2009 were principally driven
by volatile financial markets, the impact of which has been mitigated in 2010 through the dynamic hedge strategy
implemented in March 2010.
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Operating and financial review continued

Total business volumes, comprising gross written premiums, policy fees, insurance deposits and management fees,
decreased by USD 1.8 billion to USD 67.7 billion, or by 3 percent in U.S. dollar terms and 1 percent on a local currency
basis. Volumes in the core operating segments developed as follows:

General Insurance gross written premiums and policy fees decreased by USD 1.1 billion to USD 33.1 billion, or
by 3 percent in both U.S. dollar terms and on a local currency basis. Average rate increases of 2 percentage points
were achieved through continuing disciplined underwriting focused on profit margin. However, these positive
actions did not fully compensate for competitive markets and weak economic conditions, with lower levels of
new business activity and reduced insured customer exposures. Customer retention levels remain strong across
the business.

Global Life gross written premiums, policy fees and insurance deposits increased by USD 1.6 billion to
USD 27.7 billion, or by 6 percent in U.S. dollar terms and 9 percent on a local currency basis. This increase was
primarily driven by higher levels of new business, particularly in single premium products but also from
continued focus on in-force management.

Farmers Management Services management fees and other related revenue increased by USD 88 million to
USD 2.8 billion, or by 3 percent, supported by an underlying increase of 2 percent in gross earned premiums by the
Farmers Exchanges, which are managed but not owned by Farmers Group, Inc., a wholly owned subsidiary of
the Zurich Financial Services Group. 21st Century generated an increase of USD 130 million in fees and revenue in
the first full year after its acquisition. The 37 percent decrease to USD 4.2 billion in gross written premiums of
Farmers Re reflects the changes in the All Lines quota share reinsurance treaty and consequent portfolio transfers.

Net income attributable to shareholders decreased by USD 165 million to USD 3.6 billion, or by 4 percent as

a result of the lower business operating profit. Net investment gains were largely offset by the costs of the class action
lawsuit settlement in the U.S. and by the effect of the restatement on the 2009 result as a consequence of the change
of measurement to a fair value basis for a closed life insurance book in the U.S.

The shareholders’ effective tax rate was 20.1 percent for the year ended December 31, 2010, compared with
23.2 percent for the year ended December 31, 2009, primarily due to a combination of favorable tax settlements and
shifts in the geographic profit mix.
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General Insurance

in USD millions, for the years ended December 31 2010 2009 Change
Gross written premiums and policy fees 33,066 34,157 (3%)
Net earned premiums and policy fees 27,837 29,071 (4%)
Insurance benefits and losses, net of reinsurance (19,795) (20,622) 4%
Net underwriting result 577 930 (38%)
Net investment income 2,867 3,080 (7%)
Net non-technical result (excl. items not included in BOP) (796) (650) (22%)
Business operating profit 2,673 3,474 (23%)
Loss ratio 71.1% 70.9% (0.2 pts)
Expense ratio 26.8% 25.9% (0.9 pts)
Combined ratio 97.9% 96.8% (1.1 pts)

in USD millions, for the years ended December 31 Business operating profit Combined ratio

2010 2009 2010 2009
Global Corporate 741 787 95.8% 95.1%
North America Commercial 1,118 1,243 97.1% 96.9%
Europe General Insurance 816 1,130 97.5% 98.4%
International Markets 48 169 104.6% 96.9%
Gl Global Functions including Group Reinsurance (49) 144 nm nm
Total 2,673 3,474 97.9% 96.8%

General Insurance delivered a set of results below those of 2009. Rate increases and targeted underwriting actions
implemented in previous periods were visible in better underlying loss ratios. However, these improvements were
more than offset by the extraordinary frequency of loss events, such as earthquakes, weather-related losses and higher
levels of large losses, as well as lower investment yields and the overall impact of the recessionary environment which
continued to negatively impact insured customer exposures and new business activity.

Business operating profit decreased by USD 801 million to USD 2.7 billion or by 23 percent in U.S. dollar terms and
22 percent on a local currency basis. The decrease was mainly attributable to the impact of USD 175 million from the
earthquake in Chile (of which USD 110 million was recorded in Zurich Insurance Group Reinsurance) USD 100 million
from the Australian floods in 2010, and other severe weather events, as well as an impairment relating to the value of
the Zurich Insurance Group'’s Russian business reflected in the non-technical result. Additionally, investment income
declined mainly due to lower yields, but also due to a lower asset base after the repatriation of capital to the Zurich
Insurance Group. Rate increases achieved in prior periods now earning into the underwriting result compensated for
lower investment returns.

Gross written premiums and policy fees decreased by USD 1.1 billion to USD 33.1 billion or 3 percent in both
U.S. dollar terms and on a local currency basis. In line with the strategy to maintain margins, average rate increases
of 2 percentage points were achieved, with increased rates in European markets while the Zurich Insurance Group’s
North American rates remained broadly flat in a market environment of reduced rates. The depressed levels of
economic activity have reduced many insured customer exposures and lower levels of new business activity have also
been evident in European and North American markets. Despite this, premium growth has been achieved in
International Markets, as well as in certain commercial units in North America and specific market segments in Europe.
In the North American market, where insured customer exposures are lower than in the prior year, competitors
have aggressively defended their portfolios and the market continued to experience rate decreases. However, North
American new business and customer retention levels continued to develop favorably. European volumes continue

to be under pressure because of higher unemployment and other recessionary impacts. In the personal lines motor
business, underwriting actions implemented to restore margins have impacted new business and retention levels
negatively.

dnoun a>ueinsu| ysunz



6 Annual Report 2010 Zurich Insurance Group

Operating and financial review continued

The net underwriting result decreased by USD 352 million to USD 577 million, or by 38 percent. The combined ratio
was 97.9 percent, a deterioration of 1.1 percentage points compared with 2009. The loss ratio was impacted by the
earthquakes in Chile and New Zealand, the floods in Australia and Tennessee, and the higher occurrence of severe
weather in North America and Europe compared with an average experience in 2009. In addition, higher levels of large
losses were experienced when compared with 2009. The loss ratio benefited from higher favorable development

of reserves established in prior years as well as from a lower underlying loss ratio with increases in rates and targeted
underwriting actions now improving the result. The expense ratio developed unfavorably by 0.9 percentage points

to 26.8 percent driven largely by the reduction in net earned premiums resulting from lower business volumes, return
premiums and reinsurance reinstatement premiums.



~

Zurich Insurance Group Annual Report 2010

Global Life
N

in USD millions, for the years ended December 31 2010 2009 Change
Insurance deposits 15,382 13,589 13%
Gross written premiums and policy fees 12,292 12,440 (1%)
Net investment income on Group investments 3,892 4,081 (5%)
Insurance benefits and losses, net of reinsurance (10,140) (10,594) 4%
Underwriting and policy acquisition costs, net of reinsurance’ (1,503) (1,145) (31%)
Administrative and other operating expenses (2,217) (2,207) -
Business operating profit 1,467 1,457 1%

Total reserves for life insurance contracts, net of reinsurance,

and liabilities for investment contracts 187,196 180,145 4%
Assets under management? 222,333 213,948 4%
Net policyholder flows? 5,520 5,434 2%

' Excluding non-recurring items in the U.S. and UK in 2009, underwriting and policy acquisition costs, net of reinsurance, remained flat at USD 1.5 billion.

2 Assets under management comprise Group and unit-linked investments that are included in the Global Life balance sheet plus assets that are managed by third parties,
on which the Zurich Insurance Group earns fees. For details of prior year restatements, see note 1 of the audited Consolidated financial statements.

3 Net policyholder flows are defined as the sum of gross written premiums and policy fees and deposits, less policyholder benefits and reinsurance.

Underlying business operating profit, after adjusting for special operating items, increased 8 percent driven by
improvements in the expense and risk margins. The expense margin benefited from increased fee income due to the
recovery in financial markets, especially in the UK and continued focus on expense control. The risk margin improved
as a result of continued increase in value from protection lines of business. Special operating items in the year were
lower than in the prior year, resulting in reported business operating profit increased marginally by USD 10 million to
USD 1.5 billion, or by 1 percent in U.S. dollar terms and 2 percent on a local currency basis. Special operating items
in the prior year included in particular a reduction in the amortization of deferred acquisition costs in the U.S. business,
which substantially reduced underwriting and policy acquisition costs in 2009.

Insurance deposits increased by USD 1.8 billion to USD 15.4 billion or by 13 percent in U.S. dollar terms and
17 percent on a local currency basis, primarily driven by growth in the UK, Ireland and Germany.

Gross written premiums and policy fees decreased by USD 148 million to USD 12.3 billion or by 1 percent in
U.S. dollar terms but increased by 1 percent on a local currency basis. The increase on a local currency basis was
primarily due to increases in Germany, the UK and Latin America, partly offset by a reduction in sales of short-term
saving products in Spain.

Net reserves increased by USD 7.0 billion to USD 187.2 billion or by 4 percent in U.S. dollar terms and 7 percent
on a local currency basis. The net reserves increased due to increased net policyholder flows and the recovery of
financial markets. Assets under management increased by 4 percent in U.S. dollar terms and by 6 percent on

a local currency basis, compared with December 31, 2009. Net policyholder flows increased by USD 86 million
to USD 5.5 billion in U.S. dollar terms driven by new business flows.
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Operating and financial review continued

Farmers
Farmers business operating profit was USD 1.6 billion, compared with USD 1.5 billion for 2009. Farmers Management
Services contributed USD 1.3 billion and Farmers Re contributed USD 317 million.

Farmers Management Services

in USD millions, for the years ended December 31 2010 2009 Change
Management fees and other related revenues 2,778 2,690 3%
Management and other related expenses (1,440) (1,399) (3%)
Gross management result 1,338 1,291 4%
Other net income (net of non-controlling interests) (35) (24) 5%
Business operating profit 1,304 1,268 3%
Managed gross earned premium margin 7.3% 7.2% 0.1 pts

Business operating profit increased by USD 36 million to USD 1.3 billion, or by 3 percent, driven by an increase
of USD 75 million in the contribution from 21st Century reflecting a full year's contribution in 2010 compared with
six months in 2009, and partly offset by lower core revenues as well as lower investment income.

Management fees and other related revenues increased by USD 88 million to USD 2.8 billion or by 3 percent
driven by a 2 percent increase in gross earned premiums in the Farmers Exchanges. 21st Century generated an
increase of USD 130 million in fees and revenue in the first full year after its acquisition. This contribution was partly
offset by a reduction in management fees from the auto line of business, reflecting the continuing economic

pressures in the U.S.

Management and other related expenses increased by USD 41 million to USD 1.4 billion or by 3 percent driven by
an increase of USD 63 million related to the full year costs from 21st Century. The underlying expenses of the remaining
business were lower compared with 2009 reflecting continued strict expense discipline and the benefits of ongoing
operational transformation. Overall, the gross management result improved by USD 47 million to USD 1.3 billion, or by
4 percent, while the managed gross earned premium margin improved by 0.1 points to 7.3 percent.
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Farmers
Exchanges

Farmers Re

in USD millions, for the years ended December 31 2010 2009 Change
Gross written premiums and policy fees 4,194 6,615 (37%)
Net underwriting result 134 58 nm
Business operating profit 317 224 41%
Loss ratio 66.5% 68.2% 1.7 pts
Expense ratio 31.1% 30.8% (0.3 pts)
Combined ratio 97.6% 99.0% 1.4 pts

Business operating profit increased by USD 93 million to USD 317 million, or by 41 percent. This result was driven by
favorable loss trends. On June 30, 2010, the All Lines quota share participation with the Farmers Exchanges, which

are managed but not owned by Farmers Group, Inc., a wholly owned subsidiary of the Zurich Financial Services Group,
reduced from 35 percent to 25 percent and further reduced to 12 percent on December 31, 2010. In 2009, participation
changed in various steps from 25 percent to 37.5 percent during the year. As a result of these changes in participation
and the consequent portfolio transfers, gross written premiums and policy fees decreased by USD 2.4 billion to

USD 4.2 billion or by 37 percent compared with 2009.

The loss ratio improved 1.7 percentage points as a result of favorable underwriting trends, particularly in the auto
and homeowner lines of business, compared with 2009. The higher expense ratio resulted from an increase in the
ceding commission on the All Lines quota share reinsurance treaty, reflecting changes to the underlying business

mix in the Farmers Exchanges.

in USD millions, for the years ended December 31 2010 2009 Change
Gross written premiums 18,131 17,620 3%
Gross earned premiums 18,311 17,885 2%

Gross earned premiums in the Farmers Exchanges, which are managed but not owned by Farmers Group, Inc., a wholly
owned subsidiary of the Zurich Financial Services Group, increased by USD 426 million to USD 18.3 billion or by
2 percent driven by the 21st Century acquisition in July 2009, partly offset by lower gross earned premiums in the other

lines of business.
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Operating and financial review continued

Other Operating Businesses
|

in USD millions, for the years ended December 31 2010 2009 Change
Business operating profit:

Holding and financing (755) (563) (34%)
Headquarters (138) (141) 2%
Alternative investments (25) (32) 24%
Total business operating profit (918) (737) (25%)

Holding and financing increased its business operating loss by USD 192 million to USD 755 million, or by 34 percent.
This reflects a normalized run-rate for Zurich Insurance Group financing costs with 2009 including USD 210 million of
one-off gains associated with the buy back of subordinated debt, and a favorable impact from movements in foreign
currencies. This was partly offset by an improvement in net financing costs in 2010 due to increased repatriation of
capital from the units. Headquarters business operating loss decreased slightly to USD 138 million, primarily due to
a reduction in pension liabilities as a consequence of the outsourcing of an IT data center, which was partly offset

by an increase in one-off expenses related to the review of the management structure.

Non-Core Businesses
e

in USD millions, for the years ended December 31 2010 2009 Change

Business operating profit:

Centre 39 160 (76%)
Centrally managed businesses 118 (279) nm

Other run-off (2) 10 nm

Total business operating profit 155 (108) nm

Centre business operating profit decreased by USD 121 million to a profit of USD 39 million, mainly driven by a lower
positive impact of financial markets on an insurance portfolio where both assets and liabilities are carried at fair value,
and from reserve increases. Centrally managed businesses, which comprise portfolios that are managed with the
intention to achieve a profitable run-off over time, improved by USD 397 million to a profit of USD 118 million, primarily
driven by the lower impact of reserve increases as a consequence of the implementation of a dynamic hedge strategy
in March 2010. As set out in note 1 of the audited Consolidated financial statements, there has been a change in
accounting policy for a closed book of variable annuity products in the U.S. Along with the implementation of the
dynamic hedge strategy, this has reduced future volatility and the economic exposure associated with this block

of business. Additionally, the loss in the prior year reflected an increase of certain life insurance reserves addressing

policyholders’ behavior.
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Performance of

Group investments

Investment performance
e

in USD millions, for the years ended December 31 2010 2009 Change
Net investment income 7,021 7,443 (6%)
Net capital gains/(losses) on investments and impairments 1,268 (1,651) nm

of which: net capital gains/(losses) on investments

and impairments attributable to shareholders 650 (1,603) nm
Net investment result 8,289 5,792 43%
Net investment return on Group investments 4.2% 3.1% 1.1 pts
Movements in net unrealized gains/(losses) on investments
included in total equity 2,524 6,057 (58%)
Total investment result, net of investment expenses' 10,813 11,849 (9%)
Average group investments? 195,849 187,289 5%
Total return on Group investments 5.5% 6.3% (0.8 pts)

' After deducting investment expenses of USD 226 million and USD 243 million for the for the years ended December 31, 2010 and 2009, respectively.

2 Excluding average cash received as collateral for securities lending of USD 246 million and USD 335 million for the years ended December 31, 2010 and 2009, respectively.

Total return, net of investment expenses, on average Zurich Insurance Group investments was positive 5.5 percent.
Debt securities, which are invested to match the insurance liability profiles, returned 5.2 percent. Equity securities
returned 18.1 percent, as equity markets recovered to the highest level since September 2008 and other investments,
mostly real estate and mortgages, returned 3.3 percent.

Total net investment income decreased by USD 422 million to USD 7.0 billion, or by 6 percent in U.S. dollar terms
and 5 percent on a local currency basis. Net investment income yield was 3.6 percent, a decrease of 39 basis points
compared with the prior year. This decrease was driven by cash balances yielding lower returns and lower income
returns from investing cash flows into debt securities at lower yields.

Total net capital gains on investments and impairments were USD 1.3 billion, compared with losses of
USD 1.7 billion in the prior year. The net capital gains comprised USD 1.5 billion of gains realized from active
management, USD 377 million of gains from asset revaluations and USD 649 million of impairments. Impairments
consisted of USD 497 million attributable to equity securities, USD 55 million to mortgages and other investments
and USD 97 million to debt securities.

Net unrealized gains included in total equity increased by USD 2.5 billion since December 31, 2009, due to a
USD 1.8 billion increase in net unrealized gains on equity securities, principally as a result of a revaluation of the
investment in New China Life Insurance Co., Ltd. and also as a consequence of global equity market improvements,
and due to a USD 744 million increase in the value of debt securities and others, mainly due to the fall in interest rates.

Performance of
unit-linked
investments

in USD millions, for the years ended December 31 2010 2009 Change
Net investment income 1,561 1,638 (5%)
Net capital (losses)/gains on investments and impairments 8,533 10,837 (21%)
Net investment result, net of investment expenses’ 10,093 12,475 (19%)
Average investments 103,557 88,685 17%
Total return on unit-linked investments 9.7% 14.1% (4.3 pts)

' After deducting investment expenses of USD 532 million and USD 524 million for the for the years ended December 31, 2010 and 2009, respectively.

Total return on unit-linked investments was 9.7 percent compared with 14.1 percent in 2009. The reduction in the
total return was due to net capital gains of USD 8.5 billion compared with net capital gains of USD 10.8 billion in 2009
as continuing improvement in financial markets slowed compared with 2009. Net investment income decreased

by USD 77 million or 5 percent, primarily due to lower bond yields and a decrease in dividend income from common

equity stocks.
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Operating and financial review continued

Balance sheet highlights
e

in USD millions, as of December 31 2010 2009 Change

Group investments 196,846 195,344 1%

Investments for unit-linked products 107,947 99,167 9%

Total investments 304,794 294,510 3%

Net reserves for losses and loss adjustment expenses 55,976 55,903 -
Net reserves for unearned premiums 13,868 15,676 (12%)
Net other reserves for insurance contracts,

including unit-linked insurance products 153,861 151,676 1%

Net reserves for insurance contracts’ 223,704 223,255 -

Liabilities for investment contracts (primarily unit-linked) 50,667 46,124 12%

Total operational debt 4,938 6,126 (19%)
Total financial debt 13,069 14,949 (13%)
Total equity 33,512 29,014 16%

Total debt and equity 51,519 50,089 3%

' Gross of allowance for uncollectible amounts of USD 132 million and USD 88 million as of December 31, 2010, and 2009, respectively.

Zurich Insurance Group investments increased by USD 1.5 billion since December 31, 20009. In local currency terms,
total Zurich Insurance Group investments increased by USD 2.5 billion reflecting positive market developments and
investment of new cash flows. For details of prior year restatements, see note 1 of the audited Consolidated financial
statements. The quality of the investment portfolio remains high. The investment strategy remains disciplined and

the Zurich Insurance Group continues to selectively reduce risks which it believes to be unacceptable, where the risks
are not adequately compensated, or which incur disproportionately high regulatory capital charges.

Investments for unit-linked products increased by USD 8.8 billion to USD 107.9 billion, or by 9 percent since
December 31, 2009. On a local currency basis, unit-linked investments increased by USD 12.8 billion, or 13 percent,
driven by positive cash flows and performance of financial markets in 2010. This increase is mirrored in higher
unit-linked insurance and investment contract liabilities.

Net reserves for insurance contracts remained flat at 223.7 billion compared with 223.3 billion in 2009, but increased
by 2 percent on a local currency basis. Net reserves for losses and loss adjustment expenses remained flat, both in

U.S. dollar terms and on a local currency basis. Net reserves for unearned premiums decreased by 10 percent on a local
currency basis. Net other reserves for insurance contracts, including unit-linked insurance products increased by

4 percent on a local currency basis due to increased net policyholder flows and the recovery of financial markets.

Liabilities for investment contracts increased by 12 percent, and by 16 percent on a local currency basis, compared
with December 31, 2009. The increase in local currency was driven by positive net policyholder flows, primarily
driven by higher levels of new business in single premium products in the UK and the European hub in Ireland, and
the positive performance of unit-linked funds in 2010.

Total debt and equity increased by 3 percent. Total operational debt decreased by USD 1.2 billion or 19 percent

in U.S. dollar terms. The main drivers were a decrease of USD 646 million in obligations to repurchase securities,

a decrease of USD 359 million in collateralized loans and a reduction from the repayment of USD 200 million debt
drawn under a credit facility for the sole purpose of financing surplus notes issued by the Leschi Life Assurance
Company (Leschi), which expired in June 2010. Total financial debt decreased by USD 1.9 billion to USD 13.1 billion or
by 13 percent in U.S. dollar terms. The decrease was mainly due to the early partial repayment in September 2010
by Zurich Insurance Company Ltd of CHF 2.3 billion of the outstanding CHF 4.0 billion subordinated loan from Zurich
Financial Services Ltd in order to fund the payment of the dividend to the shareholders of Zurich Financial Services Ltd.
This decrease was partially offset by the net effects of the additional issuance of USD 375 million of commercial paper
by Zurich Capital Markets and the translation effects of the depreciation of the U.S. dollar against the Swiss Franc.
Details of debt issuances are set out in note 22 of the audited Consolidated financial statements.
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Currency translation impact

The Zurich Insurance Group operates worldwide in multiple currencies and seeks to match foreign exchange exposures

on an economic basis.

As the Zurich Insurance Group has chosen the U.S. dollar as its presentation currency, differences arise when functional
currencies are translated into the presentation currency. The table below shows the effect of foreign currency rates on

the translation of selected line items.

Selected Group

income statement

line items

variance over the prior period, for the year ended December 31, 2010 in USD

millions in %
Gross written premiums and policy fees (430) (1%)
Insurance benefits and losses, gross of reinsurance 324 1%
Net income attributable to shareholders (56) 2%)
Business operating profit (83) (2%)

The income statements are translated at average exchange rates. Throughout 2010, the U.S. dollar has on average been
stronger against the euro and the British pound, but has been weaker against the Swiss franc compared with 2009.
The result has been a reduction in U.S. dollar terms in gross written premium which was partially compensated by

a favorable impact on insurance benefits and losses.

Selected Group
balance sheet
line items

variance over December 31, 2009, as of December 31, 2010 in USD

millions in %
Total investments (5,531) 2%)
Reserves for insurance contracts, gross (4,134) (2%)
Cumulative translation adjustment in shareholders’ equity (1,076) (6%)

The balance sheets are translated at end-of-period rates. The U.S. dollar has strengthened against the euro and
British pound, but has significantly weakened against the Swiss franc as of December 31, 2010, compared with
December 31, 2009, resulting in a decrease in U.S. dollar terms in most balance sheet line items.
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Risk review

Zurich Insurance Group

Risk management

The Risk Review is an integral part of the Consolidated
financial statements.

Risks are managed at the Zurich Financial Services Group,
region, business division and business unit level according
to our risk management framework. The principles

of the Zurich Financial Services Group’s Enterprise Risk
Management described thereafter are equally applicable
to the Zurich Insurance Group (Zurich Insurance Company
Ltd (ZIC) and its subsidiaries (collectively the “Zurich
Insurance Group”)). The figures presented are prepared
on a Zurich Insurance Group-basis.

Mission and objectives of
risk management

The mission of risk management at Zurich Financial Services
Group is to promptly identify, measure, manage, report
and monitor risks that affect the achievement of strategic,
operational and financial objectives. This includes adjusting
the risk profile in line with the Zurich Financial Services
Group's stated risk tolerance to respond to new threats
and opportunities in order to optimize returns.

The Zurich Financial Services Group’s major risk
management objectives are to:

e Protect the capital base by monitoring that risks are
not taken beyond the Zurich Financial Services Group’s
risk tolerance

¢ Enhance value creation and contribute to an optimal
risk-return profile by providing the basis for efficient
capital deployment

e Support the Zurich Financial Services Group's decision-
making processes by providing consistent, reliable and
timely risk information

e Protect Zurich Financial Services Group's reputation
and brand by promoting a sound culture of risk
awareness and disciplined and informed risk taking

Risk management framework

In order to achieve its mission and objectives, the Zurich
Financial Services Group relies on its risk management
framework.

At the heart of the risk management framework is a
governance process with clear responsibilities for taking,
managing, monitoring and reporting risks. The

Zurich Financial Services Group articulates the roles and
responsibilities for risk management throughout the
organization, from the Board of Directors and the Chief
Executive Officer to its businesses and functional areas,
thus embedding risk management in the business (see the
‘Risk Governance and Risk Management Organization’
section in the Risk Review).

To support the governance process, the Zurich Financial
Services Group relies on documented policies and
guidelines. The Zurich Risk Policy is the Zurich Financial
Services Group’s main risk governance document; it
specifies risk limits and authorities, reporting requirements,
procedures to approve any exceptions and procedures for
referring risk issues to senior management and the Board
of Directors. Limits are specified per risk type, reflecting
the Zurich Financial Services Group's willingness and ability
to take risk, considering earnings stability, economic capital
adequacy, financial flexibility and liquidity, franchise value
and reputation, the Zurich Financial Services Group'’s
strategic direction and operational plan, and a reasonable
balance between risk and return, aligned with economic
and financial objectives. The Zurich Financial Services
Group regularly enhances the Zurich Risk Policy to reflect
new insights and changes in the Zurich Financial Services
Group's environment and to reflect changes to the Zurich
Financial Services Group's risk tolerance. In 2010, the
Zurich Risk Policy was updated and strengthened for
various areas, including liquidity risk, remuneration,
information risk and country risk. Related procedures and
risk controls were strengthened or clarified for these areas.

One of the key elements of the Zurich Financial Services
Group's risk management framework is to foster risk
transparency by establishing risk reporting standards
throughout the Zurich Financial Services Group. The
Zurich Financial Services Group regularly reports on its
risk profile, current risk issues, adherence to its risk
policies and improvement actions both at a local and
on a Zurich Financial Services Group level. The Zurich
Financial Services Group has procedures in place for
the timely referral of risk issues to senior management
and the Board of Directors.

Various governance and control functions coordinate
to help ensure that objectives are being achieved, risks are
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identified and appropriately managed and internal
controls are in place and operating effectively. This
coordination is referred to as “integrated assurance.”

Risk management is not only embedded in the Zurich
Financial Services Group's business but is also aligned
with the Zurich Financial Services Group's strategic and
operational planning process. The Zurich Financial Services
Group assesses risks systematically and from a strategic
perspective through its proprietary Total Risk Profiling™
(TRP) process, which allows the Zurich Financial Services
Group to identify and then evaluate the probability

of a risk scenario occurring, as well as the severity of the
consequences should it occur. The Zurich Financial
Services Group then develops, implements and monitors
appropriate improvement actions. The TRP process is
integral to how the Zurich Financial Services Group deals
with change, and is particularly suited for evaluating
strategic risks as well as risks to its reputation. At Zurich
Financial Services Group level this process is performed
annually, reviewed regularly and closely tied to the
planning process.

In addition to this qualitative approach the Zurich Financial
Services Group regularly measures and quantifies material
risks to which it is exposed. The Zurich Financial Services
Group risk-based capital model provides a key input into
the Zurich Financial Services Group's strategic planning
process as it allows an assessment as to whether the
Zurich Financial Services Group's risk profile is in line with
the Zurich Financial Services Group's risk tolerance. In
particular, the Zurich Financial Services Group's risk-based
capital model forms the basis for optimizing the Zurich
Financial Services Group's risk-return profile by providing
consistent risk measurement across the Zurich Financial
Services Group.

An important element of the Zurich Financial Services
Group's risk management framework is a well-balanced
and effectively managed remuneration program.

This includes a Zurich Financial Services Group-wide
remuneration philosophy, robust short- and long-term
incentive plans, strong governance and links to the
business planning, performance management and risk
policies of the Zurich Financial Services Group. Based
on the Zurich Financial Services Group’s Remuneration
Rules, the Board establishes the structure and design
of the remuneration arrangements so that they do not
encourage inappropriate risk taking.

Through these processes, responsibilities and policies,
the Zurich Financial Services Group embeds a culture
of disciplined risk taking across the Zurich Financial
Services Group. The Zurich Financial Services Group
continues to consciously take risks for which it expects
an adequate return. This approach requires sound
judgment and an acceptance that certain risks can and
will materialize in the future.

External perspectives

Various external stakeholders, among them regulators,
rating agencies, investors and accounting bodies, place
emphasis on the importance of sound risk management
in the insurance industry.

New regulatory regimes, such as the Swiss Solvency Test
and Solvency Il'in the European Union, emphasize a risk-
based and economic approach, based on comprehensive
quantitative and qualitative assessments and reports.

Rating agencies are interested in risk management as

a factor in evaluating companies. Standard & Poor’s,

a rating agency with a separate rating for Enterprise Risk
Management, has rated the Zurich Financial Services
Group overall Enterprise Risk Management as “strong.”
Reinsurance risk, credit risk and asset/liability management
and market risk controls remain “excellent.” Reserving
risk, catastrophe risk and operational risk controls, as well
as strategic and emerging risk management, remain
“strong.” The Zurich Financial Services Group is rated
either “excellent” or “strong” in all of Standard & Poor’s
dimensions for Enterprise Risk Management.

The Zurich Financial Services Group also seeks external
expertise from its International Advisory Council, Natural
Catastrophe Advisory Council and Climate Change
Advisory Council to better understand and assess risks,
particularly regarding areas of complex change. In
addition, the Investment Management Advisory Council
provides feedback to Investment Management on
achieving superior risk-adjusted returns versus liabilities
for the Group's invested assets.

The Zurich Financial Services Group is also involved in

a number of international industry organizations engaged
in advancing the regulatory dialogue pertaining to
insurance and financial services. In 2010, Zurich Financial
Services Group senior executives contributed to the
drafting of key papers issued by the CRO Forum (an
organization composed of the chief risk officers of major
insurance companies and financial conglomerates that
focuses on developing and promoting industry best
practices in risk management). In 2010, the Zurich Financial
Services Group's Chief Risk Officer served as vice-chair
of the CRO Forum, and in 2011 serves as chair. In addition,
the Zurich Financial Services Group’s Chief Financial
Officer continues to serve as chair of the CFO Forum (an
organization composed of the chief financial officers

of major European insurance companies and financial
conglomerates particularly active in contributing to

the development of new accounting and regulatory
standards, as well as establishing the principles for
Embedded Value reporting). The Zurich Financial Services
Group is also a contributing partner to the annual report
on global risks, a collaborative effort under the auspices
of the World Economic Forum (WEF) and produced in
conjunction with the WEF Global Risk Network.
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Risk governance and risk management organization

The section below gives an overview of the Zurich Financial Services Group's risk governance and risk management

organization.

Risk governance overview

Risk Committee

Board of
Directors level

Group
Executive level

Group Balance Sheet Committee

Business
Management

Segment,
Region,
Business Unit level

CEO and Group Executive Committee

Group Finance and Risk Committee

Board of Directors

Audit Committee

Chief Risk Officer

Audit, Risk and Control Committees

Risk Management Network
(including segment/regional Chief Risk Officers
and Local Risk Officers)

»

V'S

Risk Taking

L4
Risk Control Independent Assurance

The overview above highlights only key elements of the governance framework that specifically relate to risk management.

Zurich Financial Services Group

Board of Directors level

The Board of Directors of Zurich Financial Services Group
has ultimate oversight responsibility for the Zurich Financial
Services Group's risk management. It establishes the
guidelines for the Zurich Financial Services Group’s risk
management framework and key principles, particularly
as articulated in the Zurich Risk Policy, and decides on
changes to such guidelines and key principles, as well as
transactions reaching specified thresholds.

The Risk Committee of the Board serves as a focal point
for oversight regarding the Zurich Financial Services
Group's risk management, in particular the Zurich Financial
Services Group's risk tolerance, including agreed limits that
the Board regards as acceptable for the Zurich Financial

Services Group to bear, the aggregation of these limits
across the Zurich Financial Services Group, the
measurement of adherence to risk limits, and the Zurich
Financial Services Group's risk tolerance in relation

to anticipated capital levels. The Risk Committee further
oversees the Zurich Financial Services Group-wide risk
governance framework, including risk management and
control, risk policies and their implementation, as well

as risk strategy and the monitoring of operational risks.
The Risk Committee also reviews the methodologies
for risk measurement and the Zurich Financial Services
Group's adherence to risk limits. The Risk Committee
further reviews, with business management and the
Zurich Financial Services Group Risk Management
function, the Zurich Financial Services Group's general
policies and procedures and satisfies itself that effective
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systems of risk management are established and
maintained. It receives periodic reports from Zurich
Financial Services Group Risk Management and assesses
whether significant issues of a risk management and
control nature are being appropriately addressed by
management in a timely manner. The Risk Committee
assesses the independence and objectivity of the Zurich
Financial Services Group Risk Management function,
approves its terms of reference, reviews the activities,
plans, organization and quality of the function, and
reviews key risk management principles and procedures.

To facilitate information exchange between the Audit
Committee of the Board and the Risk Committee of
the Board, the chairperson of the Audit Committee is
a member of the Risk Committee and vice-versa. The
Risk Committee met six times in 2010.

Zurich Financial Services Group executive level
The Chief Executive Officer (CEO), together with the
Zurich Financial Services Group Executive Committee
(GEQ), oversees the Zurich Financial Services Group’s
performance with regard to risk management and
control, strategic, financial and business policy issues
of Zurich Financial Services Group-wide relevance.
This includes monitoring adherence to and further
development of the Zurich Financial Services Group’s
risk management policies and procedures. The Zurich
Financial Services Group Finance and Risk Committee
and the Zurich Financial Services Group Balance Sheet
Committee regularly review and make recommendations
on the Zurich Financial Services Group's risk profile and
significant risk-related issues.

The Zurich Financial Services Group Chief Risk Officer is
a member of the Zurich Financial Services GEC and
reports directly to the CEO and the Risk Committee of
the Board. He is a member of each of the management
committees listed below in order to provide a common
and integrated approach to risk management, to allow
for appropriate quantification and, where necessary

for mitigation of risks identified in these committees.

At a Zurich Financial Services Group level the
management committees dealing with risks are:

e Zurich Financial Services Group Balance Sheet
Committee (GBSC) — acts as a cross-functional body
whose main function is to control the activities
that materially affect the balance sheets of the Zurich
Financial Services Group and its subsidiaries. The GBSC
is charged with setting the annual capital and balance
sheet plans for the Zurich Financial Services Group
based on the Zurich Financial Services Group's strategy
and financial plans, as well as recommending specific
transactions or unplanned business changes to the
Zurich Financial Services Group’s balance sheet. The
GBSC has oversight of all main levers of the balance
sheet. It assesses the Zurich Financial Services Group’s

capital adequacy, reinsurance, level of return, and
desired growth. The GBSC reviews and recommends
the Zurich Financial Services Group's overall risk
tolerance. It is chaired by the CEO.

e Zurich Financial Services Group Finance and Risk
Committee (GFRC) — acts as a cross-functional body
for financial and risk management matters in the
context of the strategy and the overall business activity
of the Zurich Financial Services Group. The GFRC
oversees financial implications of business decisions
and the effective management of the Zurich Financial
Services Group's overall risk profile, including risks
related to insurance, financial markets and asset/
liability, credit and operational risks as well as their
interactions. The GFRC proposes remedial actions
based on regular briefings from Zurich Financial
Services Group Risk Management on the risk profile
of the Zurich Financial Services Group. It reviews and
formulates recommendations for future courses of
action with respect to potential merger and acquisition
(M&A) transactions, changes to the Zurich Risk Policy,
internal insurance programs for the Zurich Financial
Services Group, material changes to the Zurich Financial
Services Group's risk-based capital methodology and
the overall risk tolerance. The GFRC is chaired by the
Zurich Financial Services Group Chief Financial Officer,
while the Zurich Financial Services Group Chief Risk
Officer acts as deputy.

The management committees rely on output provided by
technical committees, including:

e Asset/Liability Management and Investment Committee
(ALMIC) — deals with the Zurich Financial Services
Group's asset/liability exposure and investment strategies
and is chaired by the Zurich Financial Services Group
Chief Investment Officer.

e Global Underwriting Committee (GUC) — acts as
a focal point for underwriting policy and related risk
controls for General Insurance and is chaired by
the Chief Underwriting Officer General Insurance.

e Zurich Financial Services Group Reinsurance Committee
(GRC) — oversees the purchase of reinsurance on a
global basis. This committee also oversees the Zurich
Financial Services Group’s natural catastrophe exposure
and is chaired by the Global Head of Zurich Financial
Services Group Reinsurance.

Representatives of Zurich Financial Services Group
Risk Management are members of all these technical
committees.

Zurich Financial Services Group Risk Management
organization

The Zurich Financial Services Group Chief Risk Officer
leads the Zurich Financial Services Group Risk Management
function, which develops methods and processes

for identifying, measuring, managing, reporting and
monitoring risks throughout the Zurich Financial Services
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Group. Zurich Financial Services Group Risk Management
proposes changes to the risk management framework
and the Zurich Financial Services Group’s risk policies; it
makes recommendations on the Zurich Financial Services
Group's risk tolerance and assesses the risk profile.

The Zurich Financial Services Group Chief Risk Officer is
responsible for the oversight of risks across the Zurich
Financial Services Group; he regularly reports risk matters
to the Chief Executive Officer, senior management
committees and the Risk Committee of the Board.

The Zurich Financial Services Group Risk Management
organization consists of central functions at Corporate
Center and a decentralized risk management network at
segment, regional, business unit and functional levels.

At Zurich Financial Services Group level there are two
centers of expertise: risk analytics and risk operations. The
risk analytics department quantitatively assesses insurance,
financial market and asset/liability, credit and operational
risks and is the Zurich Financial Services Group's center

of excellence for risk quantification and modeling. The
risk operations department comprises operational risk
management and the Internal Control Framework. It
serves as the link between the risk management network
(segments, regions, business units and functions) and

risk management at Zurich Financial Services Group level.
At the end of 2010, the risk management organization
was realigned with the new Zurich Financial Services
Group structure. Information risk management and
Business Continuity Management and Disaster Recovery
were reassigned to the risk management function
within the newly formed Zurich Financial Services Group
Operations segment. Chief Risk Officers were appointed
for the Zurich Financial Services Group Operations,
General Insurance and Global Life segments.

The risk management network consists of the Chief Risk
Officers (CROs) of the Zurich Financial Services Group’s
segments and regions, and the Local Risk Officers (LROs)
of the business units and functions and their staff. While
their primary focus is on operational and business-related
risks, they are responsible for providing a holistic view of
risk for their area. The risk officers are part of the respective
business’ management teams and therefore are embedded
in the business. The LROs also report to the segment

and regional CROs, the latter also to the Zurich Financial
Services Group's Chief Risk Officer. The CROs of the
Zurich Financial Services Group’s segments and regions
are members of the executive leadership team of the
Zurich Financial Services Group's Chief Risk Officer.

In addition to the risk management network, the Zurich
Financial Services Group has a set of audit, risk and
control committees that encompass the major business
reporting areas and business units. Each committee

has terms of reference tailored to its specific business area
and local requirements. In particular, the committees
are responsible for providing oversight of activities,
organization and quality of the risk management and
control functions. This includes monitoring adherence
to policies and periodic risk reporting. Risk reporting

to regional management and audit committees is
coordinated in the context of Zurich Financial Services
Group's integrated assurance approach with other
assurance, governance and control, technical and business
functions to provide a holistic view of risks.
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Risk type description

In order to enable a consistent, systematic and disciplined
approach to risk management, the Zurich Financial
Services Group categorizes its main risks as follows:

Strategic — the unintended risk that can result as a
by-product of planning or executing a strategy
Insurance — risk associated with the inherent
uncertainty regarding the occurrence, amount or
timing of insurance liabilities

e Market — risk associated with the Zurich Financial
Services Group’s balance sheet positions where the
value or cash flow depends on financial markets
Credit - risk associated with a loss or potential loss from
counterparties failing to fulfill their financial obligations
Liquidity — risk that the Zurich Financial Services Group
does not have sufficient liquidity to meet its obligations
when they fall due, or would have to incur excessive
costs to do so

Operational — risk associated with the people, processes
and systems of the Zurich Financial Services Group and
external events

Reputation — risk that an act or omission by the Zurich
Financial Services Group or any of its employees

could result in damage to the Zurich Financial Services
Group’s reputation or loss of trust among its
stakeholders

Strategic risk

Strategic risk corresponds to the unintended risk that can
result as a by-product of planning or executing the
strategy. A strategy is a long-term plan of action designed
to allow the Zurich Financial Services Group to achieve

its goals and aspirations. Strategic risks can arise from:

¢ Inadequate assessment of strategic plans

e Improper implementation of strategic plans

e Unexpected changes to assumptions underlying
strategic plans

Risk considerations are a key element in the strategic
decision-making process. The Zurich Financial Services
Group assesses the implications of strategic decisions
on risk-based return measures and risk-based capital
in order to optimize the risk-return profile and to

take advantage of economically profitable growth
opportunities as they arise.

The Zurich Financial Services Group works on reducing
the unintended risks of strategic business decisions
through its risk assessment processes and tools, including
the Total Risk Profiling™ process. The Zurich Financial
Services Group Executive Committee regularly assesses
key strategic risk scenarios for the Zurich Financial Services
Group as a whole, including scenarios for emerging risks
and their strategic implications.

In 2010, the Zurich Financial Services Group enhanced its
assessment of strategic risks by implementing procedures
to aggregate and analyze its exposures by country. This
helps the Zurich Financial Services Group evaluate when
making strategic decisions whether its aggregated
exposures, including insurance and investment exposures
to a country, could become overly concentrated.

The Zurich Financial Services Group specifically evaluates
the risks of M&A transactions both from a quantitative
and a qualitative perspective. The Zurich Financial Services
Group conducts risk assessments of M&A transactions

to evaluate risks specifically related to the integration of
acquired businesses.
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Insurance risk

Insurance risk is the inherent uncertainty regarding the
occurrence, amount or timing of insurance liabilities.

The exposure is transferred to the Zurich Financial Services
Group through the underwriting process. The Zurich
Financial Services Group actively seeks to write those risks
it understands and that provide a reasonable opportunity
to earn an acceptable profit. As the Zurich Financial
Services Group assumes certain customer risks, it aims to
manage that transfer of risk, and minimize unintended
underwriting risks, through such means as:

e Establishing limits for underwriting authority

e Requiring specific approvals for transactions involving
new products or where established limits of size and
complexity may be exceeded

e Using a variety of reserving and modeling methods to
address the various insurance risks inherent in the
Zurich Financial Services Group’s insurance business

e Ceding insurance risk through proportional, non-
proportional and specific risk reinsurance treaties.
The Zurich Financial Services Group centrally manages
reinsurance treaties.

General Insurance risk

General Insurance risk includes the reasonable possibility
of significant loss due to uncertainty in the frequency of
the occurrence of the insured events as well as in the
severity of the resulting claims. The following provides an
overview of the Zurich Financial Services Group’s main
lines of business:

¢ Motor includes automobile physical damage, loss of
the insured vehicle and automobile third party liability
insurance.

e Property includes fire risks (for example fire, explosion
and business interruption), natural perils (for example
earthquake, windstorm and flood), engineering lines
(for example boiler explosion, machinery breakdown
and construction) and marine (cargo and hull).

e Liability includes general/public and product liability,
excess and umbrella liability, professional liability
including medical malpractice, and errors and omissions
liability.

e Special lines include directors and officers, credit and

surety, crime and fidelity, accident and health, and crop.

e Worker injury includes workers compensation and
employers liability.

The Zurich Financial Services Group’s underwriting strategy
is to take advantage of the diversification of general
insurance risks across industries and geographic regions

in which the Zurich Financial Services Group operates.

The Zurich Financial Services Group seeks to optimize
shareholder value by achieving its mid-term return on
equity goals. Doing so necessitates a prudent, stable
underwriting philosophy that aims to take advantage of its
competitive strengths while avoiding risks with disruptive

volatility. At the core of the Zurich Financial Services
Group's underwriting is a robust governance process. The
Zurich Financial Services Group's four major processes
for underwriting governance — underwriting strategy,
authorities, referrals and reviews — are implemented at
Zurich Financial Services Group and local levels.

A fundamental component of managing insurance risk
is underwriting discipline. The Zurich Financial Services
Group sets limits on underwriting capacity, and cascades
authority to individuals based on their specific expertise.
Through The Zurich Way, the Zurich Financial Services
Group sets appropriate pricing guidelines with a focus on
consistent technical pricing across the organization. As
part of these guidelines, the Zurich Financial Services
Group requires the setting of a technical price according
to common standards. The technical price is set in a way
that allows producing a return on risk-based capital in
line with the Zurich Financial Services Group’s target.

The ratio of actual premium to technical price is a key
performance metric, which is monitored regularly.
Technical reviews confirm whether underwriters perform
within authorities and adhere to underwriting philosophies
and policies. The Zurich Financial Services Group's global
line of business networks share best practices across the
globe, providing additional guidance and governance.
The Zurich Financial Services Group has governance
procedures to review and approve potential new products
to evaluate whether the risks are well understood and
justified by the potential rewards.

The Zurich Financial Services Group faces the risk that
actual losses emerging on claims provisions may be higher
than anticipated. Because of this uncertainty, General
Insurance reserves are regularly measured, reviewed and
monitored. The total loss and loss adjustment expense
reserves are calculated based on work performed locally
by qualified and experienced actuaries. To arrive at their
reserve estimates the actuaries take into consideration,
among other things, the latest available facts, historical
trends and patterns of loss payments, exposure growth,
court decisions, economic conditions, in particular
inflation, and public attitudes that may affect the ultimate
cost of settlement. In most instances these analyses are
made throughout the year according to locally developed
and agreed timetables. Analyses are performed by
product line, type and extent of coverage and year

of occurrence. The Zurich Financial Services Group total
loss and loss adjustment expense reserves are the
consolidation of the locally calculated reserves which

are then discussed and approved by Corporate

Center actuaries and Zurich Financial Services Group
management. As with any projection there is an inherent
uncertainty in the estimation of claim reserves due

to the fact that the ultimate liability for claims will be
impacted by trends as yet unknown including future
changes in the likelihood of claimants bringing suit,

the size of court awards, and the attitudes of claimants
toward settlement of their claims.
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The Zurich Financial Services Group closely monitors
potential new emerging risk exposures. The Zurich
Financial Services Group has an Emerging Risk Group,
with cross-functional expertise to identify, assess and
recommend actions for such risks on a Zurich Financial
Services Group level. Emerging risks are phenomena
whose full nature and effects are not yet known. They
may affect the financial results of the Zurich Financial
Services Group's underwriting operations now, or in
the future. Examples of such risks are the possible
consequences of nanotechnology, electromagnetic fields,
genetically modified organisms and solar storms. In
addition, the Zurich Financial Services Group is engaged
in the report on global risks with the World Economic
Forum, where risks are considered from a broad macro-
economic perspective. The Zurich Financial Services
Group is also a standing member of, and in 2010 chaired,
the Emerging Risk Initiative of the CRO Forum.

In addition to the specific risks insured, each line of
business could expose the Zurich Financial Services Group

to losses that could arise from natural and man-made

catastrophes. The main concentrations of risks arising from
such potential catastrophes are regularly reported to senior

management. The most important peril regions and risks

are European windstorm, California earthquake, U.S. and

Caribbean windstorm and UK river flood, as well as
potential terrorism exposures.

The table below shows the Zurich Insurance Group'’s
concentration of risk within the General Insurance
business by region and line of business based on direct
written premiums before reinsurance. The Zurich
Insurance Group's exposure to general insurance risks
varies significantly by geographic region and may
change over time. General Insurance premiums ceded
to reinsurers (including retrocessions) amounted to
USD 5.1 billion and USD 5.2 billion for the years ended
December 31, 2010 and 2009, respectively. Reinsurance
programs such as catastrophe covers are managed

on a global basis, and therefore, net premium after
reinsurance is monitored on an aggregated basis.

Table 1.a

General Insurance — in USD millions, for the year ended Special Worker

Direct written December 31, 2010 Motor Property Liability lines injury Total
premiums and North America 1,400 2,645 3,462 1,489 2,118 11,114
policy fees by line Europe & Africa 6,467 5,142 2,304 2,144 457 16,513
of business and International Markets' 1,181 1,085 324 593 95 3,278
by region Total 9,048 8,872 6,090 4,225 2,670 30,906

"Including intercompany eliminations

General Insurance — in USD millions, for the year ended Special Worker

Direct written December 31, 2009 Motor Property Liability lines injury Total
premiums and North America 1,473 2,799 3,566 1,489 2,158 11,485
policy fees by line Europe & Africa 7,382 5,463 2,514 2,186 516 18,062
of business and International Markets' 1,035 875 313 669 78 2,970
by region Total 9,890 9,137 6,393 4,345 2,752 32,516

"Including intercompany eliminations

Sensitivities analysis for General Insurance risk

The following table shows the sensitivity of net income
before tax and the sensitivity of net assets, using the
Zurich Insurance Group effective income tax rate, as

a result of adverse development in the net loss ratio by
one percentage point. Such an increase could arise from
either higher frequency of the occurrence of the insured
events or from an increase in the severity of resulting
claims or from a combination of frequency and severity.
The sensitivities do not indicate a probability of such

an event and do not consider any non-linear effects of
reinsurance. Based on the assumptions applied in the
presentation of the sensitivity analysis in the table below,
each additional percentage point increase in the loss ratio
would lead to a linear impact on net income before tax
and net assets applying the assumptions as for this table.
In addition, the Zurich Financial Services Group monitors
insurance risk by evaluating extreme scenarios, taking into
account non-linear effects of reinsurance contracts.
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Table 2.a

Insurance risk in USD millions, North Europe
sensitivity for the as of December 31, 2010 Global America General | International
General Insurance Corporate Commercial Insurance Markets
business +1% in net loss ratio
Net income before tax (49) (76) (131) (22)
Net assets (39) (61) (105) (18)

Table 2.b

Insurance risk in USD millions, North Europe
sensitivity for the as of December 31, 2009 Global America General | International
General Insurance Corporate Commercial Insurance Markets
business +1% in net loss ratio
Net income before tax 47) (83) (139) @1
Net assets (36) (64) (107) (16)

Modeling natural catastrophes

Understanding the potential effects of natural catastrophes
is a critical component of risk management for General
Insurance. While specific catastrophes are unpredictable,
modeling helps to determine potential losses should
catastrophes occur. The Zurich Financial Services Group
uses a combination of third party and in-house models to
manage its underwriting and accumulations in modeled
areas to stay within intended exposure limits and to guide
the levels of reinsurance the Zurich Financial Services
Group buys.

The Zurich Financial Services Group models at the local
and Zurich Financial Services Group level in order to assess
and aggregate its exposures. The Zurich Financial Services
Group centrally oversees its modeling for consistency

in approach and to form a global perspective on
accumulations. The Zurich Financial Services Group has
technical centers embedded within the business which
help to improve the overall quality of data. The Zurich
Financial Services Group models potential losses from
property policies located in the most hazard-prone

areas and adjusts for non-property related losses. These
assessments principally address climate-induced perils
such as windstorms, river floods, tornadoes, and hail, and
geo-risk perils such as earthquakes. The Zurich Financial
Services Group constantly seeks to improve its modeling,
to fill in gaps in models with additional assessments and
to increase the granularity of data collection in order to
increase the accuracy and utility of the information.

The Zurich Financial Services Group continues its efforts
to extend assessments by evaluating potential correlations
between property and other lines of business such as
engineering or marine for major peril regions.

Risks from man-made catastrophes

Man-made catastrophes include such risks as industrial
accidents and all types of terrorism attacks. The Zurich
Financial Services Group's experience in monitoring
potential exposures from natural catastrophes is also
applicable to threats posed by man-made catastrophes,
particularly terrorism. Due to the high degree of
uncertainty about what events might actually occur,
the Zurich Financial Services Group’s accumulation
monitoring and analyses contain a number of
assumptions about the potential characteristics of

such threats.

The Zurich Financial Services Group reviews and aggregates
property and workers' injury exposures to identify areas

of significant concentration. The Zurich Financial Services
Group also assesses other lines of business, such as liability
and auto, although the potential exposure is not as
significant. The resulting data allows underwriters to
evaluate how insuring a particular customer’s risk might
affect the Zurich Financial Services Group's overall
exposure. In North America, the Zurich Financial Services
Group uses a vendor-provided catastrophe model to
evaluate potential exposures in every major U.S. city. The
Zurich Financial Services Group undertakes more detailed
and frequent analytics for cities in which the Zurich
Financial Services Group has greater exposure. In 2010,
the Zurich Financial Services Group continued to use a
multi-disciplinary team to examine the vendor tool and
make adjustments based on its own experience, expertise
and view of the potential risks.

For areas other than North America, the Zurich Financial
Services Group’s analysis has shown that its exposures
generally are significantly lower, due in large part to
government-provided pools. The Zurich Financial Services
Group periodically monitors accumulation limits for those
areas, and continues to refine its analytics.
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Life Insurance risk
The risks associated with Life Insurance include:

Mortality risk is the risk that actual policyholder

death experience on Life Insurance policies is higher
than expected.

Longevity risk is the risk that annuitants live longer
than expected.

Morbidity risk is the risk that policyholder health-related
claims are higher than expected.

Policyholder behavior risk is the risk that policyholders’
behavior in discontinuing and reducing contributions or
withdrawing benefits prior to the maturity of the
contract is worse than expected. Poor persistency rates
may lead to fewer policies remaining on the books

to defray future fixed expenses and reduce the future
positive cash flows from the business written
potentially impacting its ability to recover deferred
acquisition expenses.

Expense risk is the risk that expenses incurred in
acquiring and administering policies are higher than
expected.

Market risk is the risk associated with the Zurich
Financial Services Group’s balance sheet positions
where the value or cash flow depends on financial
markets, which is analyzed in the ‘Market Risk’

section in the Risk Review.

Credit risk is the risk associated with a loss or potential
loss from counterparties failing to fulfill their financial
obligations, which is analyzed in the ‘Credit Risk’ section
in the Risk Review.

A more diversified portfolio of risks is less likely to be
affected across the board by a change in any subset of
the risks. As a result, the offsetting effects between
unit-linked and traditional business reduce some of the
risk associated with Life Insurance business.

The Zurich Financial Services Group has local product
development committees and a Zurich Financial Services
Group-level product approval committee, under

the leadership of the Global Life Chief Risk Officer, for
potential new Life products that could significantly
increase or change the nature of its risks. Such reviews
allow the Zurich Financial Services Group to manage
new risks inherent in its new business propositions. The
Zurich Financial Services Group regularly reviews the
continued suitability and the potential risks of existing
products.

The Zurich Financial Services Group's use of market-
consistent embedded value reporting principles allows the
Zurich Financial Services Group to further understand

and report on the risk profile of its Life products and
how risks would change in differing market conditions.
Embedded value is the measure that markets use to
value life businesses, which is considered industry best
practice.

From a risk-management perspective, unit-linked products
have been designed in order to reduce much of the market
and credit risk associated with traditional business for

the Zurich Financial Services Group. Those risks inherent in
these products are largely passed on to the policyholder,
although a portion of the Zurich Financial Services Group’s
management fees are linked to the value of funds under
management and hence are at risk if the fund values
decrease. Unit-linked products carry mortality risk and
market risk to the extent that there are guarantees in the
product design. Contracts may have minimum guaranteed
death benefits where the sum at risk depends on the fair
value of the underlying investments. For certain contracts
these risks are mitigated by explicit mortality and morbidity
charges.

Other life insurance liabilities include traditional life
insurance products, which include protection products and
life annuity products. Protection products carry mortality,
longevity and morbidity risk as well as market and credit
risk. The most significant factors that could increase the
frequency of mortality claims are epidemics, such as strains
of influenza, or lifestyle changes such as eating, drinking
and exercise habits, resulting in earlier or more claims than
expected. Morbidity claims experience would not only

be affected by the factors mentioned above, but because
disability is defined in terms of the ability to perform

an occupation, it could also be affected by economic
conditions. In order to reduce cross-subsidies in the pricing
basis, premiums are differentiated for example by product,
age, gender and smoker status. The policy terms and
conditions and the disclosure requirements contained in
insurance applications are designed to mitigate the risk
arising from non-standard and unpredictable risks that may
result in severe financial loss.

In the life annuity business, the most significant insurance
risk is continued medical advances and improvement

in social conditions that lead to increases in longevity.
Annuitant mortality assumptions include allowance for
future mortality improvements.

In addition to the specific risks listed above, the Zurich
Financial Services Group is exposed to policyholder behavior
and expense risks. Policyholder behavior risk is mitigated
by product designs that match revenue and expenses
associated with the contract as closely as possible. Expense
risk is mitigated by careful control of expenses and

by regular expense analyses and allocation exercises.

Other segments include certain life insurance contracts,
which contain guarantees for which liabilities have
been recorded for additional benefits and minimum
guarantees. These arise primarily in the subsidiary Zurich
American Life Insurance Company (ZALICO) (formerly
known as KILICO) which in the past wrote variable
annuity contracts that provide policyholders with certain
guarantees related to minimum death and income
benefits. After 2001, ZALICO no longer issued new
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policies with such features. In 2010, the Zurich Financial
Services Group implemented a dynamic hedging strategy
to manage its economic exposure and reduce the volatility
associated with its closed book of variable annuities
products within its U.S. life business. New Life products
developed with financial guarantees are subject to review
and approval by the Zurich Financial Services Group-level
product approval committee.

The Zurich Financial Services Group defines concentration
risk in the Life business as the risk of exposure to increased
losses associated with inadequately diversified portfolios
of assets and/or obligations. Concentration risk for a life
insurer may arise with respect to investments in a
geographic area, economic sector, or individual issuers,
or due to a concentration of business written within

a geographic area, of a policy type, or of underlying risks
covered.

The Zurich Financial Services Group is exposed to two
main types of concentration risk in its Life business:

e From a market risk perspective, interest rate guarantees
in Germany and Switzerland expose the Zurich Financial
Services Group to financial losses that may arise as a
result of adverse movements in financial markets. The
Zurich Financial Services Group also writes variable

annuity business in the U.S. with minimum guaranteed
death benefits and income retirement benefits. The
management of these guarantees is a combination of
asset-liability matching and hedging; see the ‘Market
Risk’ section in the Risk Review.

e From an insurance risk perspective, the main factors
that would affect concentration risk include mortality
risk, morbidity risk, longevity risk, policyholder behavior
risk (lapse, anti-selection) and expense risk. There is
diversification across geographic regions, lines of
business and even across the different insurance risk
factors such that the Zurich Financial Services Group is
not exposed to significant concentrations of insurance
risk.

The following table shows the Zurich Insurance Group’s
concentration of risk within the Life business by region and
line of business based on reserves for Life Insurance on

a net basis.

The Zurich Financial Services Group's exposure to life
insurance risks varies significantly by geographic region
and line of business and may change over time.

See note 8 of the Consolidated financial statements for
additional information on reserves for insurance contracts.

Table 3

Reserves, net
of reinsurance,
by region

in USD millions, as of December 31 Unit-linked Other life

insurance contracts insurance liabilities Total reserves

2010 2009 2010 2009 2010 2009
Global Life
Americas 968 854 7,149 6,730 8,117 7,584
United Kingdom 29,105 28,126 4,792 4,394 33,896 32,520
Germany 9,800 8,690 41,347 42,645 51,147 51,334
Switzerland 650 590 18,688 15,678 19,339 16,268
Ireland 278 131 1,318 1,337 1,596 1,469
Spain 5,352 4,411 6,783 9,670 12,134 14,080
Emerging Markets in Asia 2,259 1,960 1,156 1,115 3,415 3,075
Rest of the world 1,568 1,707 5,073 5,735 6,641 7,442
Eliminations - - (1) ) (1) )
Subtotal 49,978 46,468 86,306 87,304 136,284 133,772
Other segments 11,807 11,736 5,770 6,168 17,577 17,905
Total 61,786 58,204 92,075 93,472 153,861 151,676

Sensitivities analysis for Life Insurance risk

The Zurich Insurance Group reports sensitivities of Life
Insurance business on Embedded Value and New Business
Value to changes in economic and operating risk factors.
The operating factors include discontinuance rates,
expenses, mortality and morbidity. The embedded value
methodology adopted by the Zurich Financial Services
Group is based on a market-consistent approach to allow
explicitly for market risks. See the Embedded Value
Report in the Zurich Financial Services Group Annual

Report 2010 (section 7. Sensitivities on page 273) for more
information on the sensitivities of Life Insurance business
to economic and operating risk factors.

Reinsurance for General Insurance and

Life Insurance

The Zurich Financial Services Group’s objectives for
purchasing reinsurance are to provide market-leading
capacity for customers while protecting the balance
sheet and optimizing the Zurich Financial Services Group’s
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capital efficiency. The Zurich Financial Services Group
follows a centralized purchasing strategy for both General
Insurance and Life Insurance, and bundles programs
where appropriate to benefit from diversification and
economies of scale. Due to its strong balance sheet, the
Zurich Financial Services Group is able to structure and
align its reinsurance programs to achieve an optimum
risk/reward ratio. The Zurich Financial Services Group is
able to manage its risks to retain a significant and stable
portion of premium for General Insurance. For Life
Insurance, since 2007 the Zurich Financial Services Group
has applied the same focus on risk and reward with the
goal to optimize external protection.

The Zurich Financial Services Group continues to use
traditional reinsurance markets and other alternatives,
such as catastrophe bonds, to protect against extreme
single events and increased frequency of events. The
Zurich Financial Services Group is able to use its global
reach in particular for catastrophe protection, where it
has in place a combination of per event and annual
aggregate covers, which protects the Zurich Financial
Services Group's business both per event and by region,
and also for multiple events across regions. This helps

to reduce the risks posed by the frequency of catastrophes,
as well as their severity.

The Zurich Financial Services Group uses reinsurance to
manage risk to unusually severe or unusually frequent
events, through the main in-force reinsurance covers as
of December 31, 2010, for natural catastrophe events.
The Zurich Financial Services Group participates in the
underlying risks through its retention and through its
participation in the excess layers. The contracts are on

a risk-occurrence basis except the aggregate catastrophe
cover which operates on an annual aggregate basis.

In addition to these covers, the Zurich Financial Services
Group has per risk programs, local catastrophe covers,
bilateral risk swaps and cat bonds in place. These covers
are reviewed continuously and are subject to change
going forward.

Market risk

Market risk is the risk associated with the Zurich Financial
Services Group's balance sheet positions where the value
or cash flow depends on financial markets. Fluctuating
risk drivers resulting in market risk include:

e Equity market prices

Real estate market prices

e Interest rates and credit spreads
e Currency exchange rates

The Zurich Financial Services Group manages the market
risk of assets relative to liabilities on an economic total
balance sheet basis. It strives to maximize the economic
risk-adjusted excess return of assets relative to the liability
benchmark taking into account the Zurich Financial
Services Group's risk tolerance as well as local regulatory
constraints.

The Zurich Financial Services Group has policies and limits
to manage market risk. The Zurich Financial Services
Group aligns its strategic asset allocation to its risk-taking
capacity. The Zurich Financial Services Group centralizes
management of certain asset classes to control aggregation
of risk, and provides a consistent approach to constructing
portfolios and selecting external asset managers. The
Zurich Financial Services Group also diversifies portfolios,
investments and asset managers. The Zurich Financial
Services Group regularly measures and manages market
risk exposure. The Zurich Financial Services Group has
established limits on concentration in investments by
single issuers and certain asset classes as well as deviations
of asset interest rate sensitivities from liability interest
rate sensitivities, and the Zurich Financial Services Group
limits investments that are illiquid.

The Zurich Financial Services Group Balance Sheet
Committee reviews and recommends the Zurich Financial
Services Group's capital allocation to market risk,

while the Asset/Liability Management and Investment
Committee reviews and monitors the Zurich Financial
Services Group's strategic asset allocation and tactical
boundaries and monitors the Group’s asset/liability
exposure. The Zurich Financial Services Group oversees
the activities of local Asset/Liability Management and
Investment Committees and regularly assesses market
risks both at a Zurich Financial Services Group and at a
local business level. Risk assessment includes quantification
of the contributions to financial market risk from major
risk drivers. The economic effect of potential extreme
market moves is regularly examined and considered when
setting the asset allocation.

Risk assessment reviews include the analysis of the
management of interest rate risk for each major maturity
bucket and adherence to the aggregated positions with
risk limits.
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The Zurich Financial Services Group applies processes

to manage market risk scenarios to test and analyze
market hotspots, and risk mitigation actions are taken

if necessary to manage fluctuations affecting asset/liability
management and risk-based capital.

The Zurich Financial Services Group uses derivative
financial instruments to limit market risks arising from
changes in currency exchange rates, interest rates,
equity prices and credit quality of assets and liabilities
and commitments to third parties. The Zurich Financial
Services Group enters into derivative financial instruments
mostly for economic hedging purposes and, in limited
circumstances, the instruments may also meet the
definition of an effective hedge for accounting purposes.
The latter include cross-currency interest rate swaps in
fair value hedges and cross-currency swaps in cash flow
hedges of Zurich Financial Services Group’s borrowings,
in order to mitigate exposure to foreign currency and
interest rate risk. In compliance with Swiss insurance
regulation, the Zurich Financial Services Group's policy
prohibits speculative trading in derivatives, meaning

a pattern of ‘in and out’ activity without reference to an
underlying position. Derivatives are complex financial
transactions; therefore, the Zurich Financial Services
Group addresses the risks arising from derivatives through
a stringent policy that requires approval of a derivative
program before transactions are initiated, and by
subsequent regular monitoring by Zurich Financial
Services Group Risk Management of open positions and
annual reviews of derivative programs.

For more information on the Zurich Financial Services
Group's investment result, including impairments and
the treatment of selected financial instruments, see note 6
of the Consolidated financial statements. For more
information on derivative financial instruments and hedge
accounting, see note 7 of the Consolidated financial
statements.

Risk from equity securities and real estate

The Zurich Financial Services Group is exposed to
various risks resulting from price fluctuations on equity
securities, real estate and capital markets. Risks arising
from equity securities and real estate could affect

the Zurich Financial Services Group’s liquidity, reported
income, surplus and regulatory capital position. The
exposure to equity risk includes, but is not limited to,
common stocks, including equity unit trusts; common
stock portfolios backing participating with-profit
policyholder contracts, and equities held for employee
benefit plans. The exposure to real estate risk includes
direct holdings in real estate, listed real estate company
shares and funds, as well as real estate debt securities
such as commercial and residential mortgages,
commercial and residential mortgage-backed securities
and mezzanine debt. Returns on unit-linked contracts,
whether classified as insurance or investment contracts,
may be exposed to risks from equity and real estate,

but these risks are borne by policyholders. However, the
Zurich Financial Services Group is indirectly exposed to
market movements from unit-linked contracts both with
respect to earnings and with respect to economic capital.
Market movements impact the amount of fee income
earned when the fee income level is dependent on the
valuation of the asset base. Also, the value of in-force
business for unit-linked business can be negatively
impacted by adverse movements in equity and real
estate markets.

The Zurich Financial Services Group manages its risks from
equity securities and real estate as part of the overall
investment risk management process, and applies limits
as expressed in policies and guidelines. Specifically, the
Zurich Financial Services Group has established limits for
holdings in equities, real estate and alternative
investments.

For additional information on equity securities and real
estate held for investment, see note 6 of the Consolidated
financial statements.

Interest rate and credit spread risk

Interest rate risk is the risk of loss resulting from changes
in interest rates, including changes in the shape of yield
curves. The Zurich Financial Services Group is exposed

to interest rate risk including from debt securities, reserves
for insurance contracts, liabilities for investment contracts,
employee benefit plans and loans and receivables.
Changes in interest rates affect the Zurich Financial
Services Group's held-to-maturity floating rate debt
securities and unhedged floating rate borrowings through
fluctuations in interest income and interest expense.
Changes in interest rates affect the Zurich Financial
Services Group's held-for-trading debt securities and fair
value hedged borrowings through periodic recognition
of changes in their fair values through the income
statement. Changes in interest rates affect the Zurich
Financial Services Group's available-for-sale debt securities
through periodic recognition of changes in their fair
values through shareholders’ equity. The Zurich Financial
Services Group also manages the credit spread risk,
which describes the sensitivity of the values of assets and
liabilities due to changes in the level or the volatility of
credit spreads over the risk-free interest rate yield curves.

Returns on unit-linked contracts, whether classified as
insurance or investment contracts, are at the risk of the
policyholder; however, the Zurich Financial Services Group
is exposed to fluctuations in interest rates in so far as
they impact the amount of fee income earned if the fee
income level is dependent on the valuation of the asset
base.

In 2010, the negative convexity embedded in Global Life’s
liabilities has exposed the Zurich Financial Services Group
to large rises and falls in interest rates. In particular,

exposure to the downward shock have risen as long-term
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interest rates have fallen. The Zurich Financial Services
Group purchased receiver swaptions to partially hedge
the duration and convexity gap in the German Life
business unit during 2010.

Analysis of market risk sensitivities

Basis of presentation — General Insurance and rest of
the businesses

The basis of the presentation below is an economic
valuation represented by the fair value for Zurich Insurance
Group investments, IFRS insurance liabilities discounted

at risk-free market rates (the Zurich Financial Services
Group describes risk-free market rates as swap rates) to
reflect the present value of insurance liability cash flows
and other liabilities, for example own debt. Own debt
does not include subordinated debt, which Zurich Financial
Services Group considers available to protect policyholders
in a worst-case situation.

The following tables show the estimated economic
market risk sensitivities of Zurich Insurance Group
investments, including real estate for own use, liabilities,
including insurance and financial liabilities, and the net
impact for General Insurance and the rest of the
business. Positive values represent an increase of the
balance, whereas values in parentheses represent

a decrease of the balance. Increases in the value of
liabilities and decreases in the value of assets represent
an economic risk for Zurich Insurance Group. The net
impact is the difference between the impact on Zurich
Insurance Group investments and liabilities. The net
impact represents the economic risk the Zurich Insurance
Group faces related to changes in market risk factors.
This is in line with management’s monitoring of the
Zurich Financial Services Group's investment and liabilities
base. As mentioned above, Zurich Financial Services
Group has established limits on holdings in real assets
and deviations of asset interest rate sensitivities from
liability interest rate sensitivities, in order to limit the
economic impact of interest rate, equity and real estate
risk.

For determining the sensitivities, investments and
liabilities are fully re-valued in the given scenarios. Each
instrument is re-valued separately taking the relevant
product features into account. Non-linear effects, where
they exist, are fully reflected in the model. The sensitivities
are shown after tax. They do not include the impact

of Zurich Insurance Group-internal transactions.

The following tables on sensitivities for the rest of the
businesses include Farmers, Other Operating Businesses
and Non-Core Businesses. \Where Non-Core Businesses
includes business with Life characteristics, the analysis

is based on market-consistent embedded value market
risk sensitivities. See the Embedded Value Report in

the Zurich Financial Services Group Annual Report 2010
(section 10. Embedded Value Methodology, (r)
Sensitivities on page 281 and section 11. Embedded

Value Assumptions, (a) Economic Assumptions on pages
282-284) for more details on the market risk sensitivities
specifications.

Limitations of the analysis:

e The sensitivity analysis does not take into account
actions that might be taken to mitigate losses, as Zurich
Financial Services Group uses an active strategy to
manage these risks. This strategy may involve changing
the asset allocation, for example through selling and
buying assets.

e The sensitivities show the effects of a change of
certain risk factors, while other assumptions remain
unchanged.

¢ The interest rate scenarios assume a parallel shift of all
interest rates in the respective currencies. They do
not take into account the possibility that interest rate
changes might differ by rating class (credit spread risk).

¢ The equity market scenarios assume a concurrent
movement of all stock markets.

¢ The sensitivities are reasonably possible as of the
balance sheet date, but do not indicate a probability
of such events occurring in the future. They do not
necessarily represent the Zurich Financial Services
Group's view of expected future market changes. In
addition to the sensitivities, management uses stress
scenarios to assess the impact of more severe market
movements on the Zurich Insurance Group's financial
condition.

e The sensitivity analysis is calculated after tax; the
Zurich Insurance Group internal tax rate is assumed to
be 20.1 percent for 2010. For 2009, it is calculated
at 23.2 percent.

Basis of presentation - Global Life

The tables in the following section show the estimated
economic sensitivity of the Embedded Value of the
Global Life business to financial market movements. In
modeling these exposures, where appropriate, allowance
has been made for dynamic actions that would be
taken by management or by policyholders. For contracts
with financial options and guarantees, such as some
participating business, movements in financial markets
can change the nature and value of these benefits.

The dynamics of these liabilities are captured so that this
exposure is quantified, monitored, managed and, where
appropriate, mitigated.

Limitations of the analysis:

¢ The sensitivities show the effects of a change in
certain risk factors, while other assumptions remain
unchanged, except where they are directly affected
by the revised conditions.

e The market risk scenarios assume a concurrent
movement of all stock markets and all property markets,
and an unrelated parallel shift of all interest rates in
different currencies.
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e The assumptions on policyholder behavior, such as
lapses, included in the sensitivity analysis for Global Life
may be different from actual behavior. Therefore, the

actual impact may deviate from the analysis.

Analysis of economic sensitivities for interest rate risk
The tables below show the estimated impacts of a one
percentage point increase/decrease in yield curves of the
major currencies U.S. dollar (USD), euro (EUR), British
pound (GBP), Swiss franc (CHF) and ‘other currencies’
after consideration of hedges in place, as of December 31,
2010 and 20009, respectively.

Table 4.a

Economic interest in USD millions, as of December 31, 2010 Other

rate sensitivities for usb EUR GBP CHF | currencies Total

the General 100 basis points increase in the interest rate yield

Insurance business —  €Uves

current period Group investments (1,293) (530) (307) (260) (175) (2,564)
Liabilities (967) (382) (287) (353) (92) (2,082)
Net impact before tax (326) (148) (19) 93 (82) (482)
Tax impact 66 30 4 (19) 17 97
Net impact after tax (260) (118) (16) 75 (66) (385)
100 basis points decrease in the interest rate yield
curves
Group investments 1,176 560 325 246 172 2,479
Liabilities 966 389 304 382 92 2,133
Net impact before tax 210 170 21 (136) 80 346
Tax impact (42) (34) (4) 27 (16) (69)
Net impact after tax 168 136 17 (109) 64 276

Table 4.b

Economic interest in USD millions, as of December 31, 2009 Other

rate sensitivities for usb EUR GBP CHF  currencies Total

the General 100 basis points increase in the interest rate yield

Insurance business —  curves

prior period Group investments (1,153) (588) (275) (264) (143) (2,424)
Liabilities (918) (380) (286) (303) (73) (1,960)
Net impact before tax (235) (209) 11 39 (70) (464)
Tax impact 55) 48 (3) 9) 16 108
Net impact after tax (180) (160) 8 30 (54) (356)
100 basis points decrease in the interest rate yield
curves
Group investments 1,045 622 293 241 140 2,340
Liabilities 962 401 300 328 70 2,061
Net impact before tax 82 221 (8) (86) 70 279
Tax impact (19) (51) 2 20 (16) (65)
Net impact after tax 63 170 (6) (66) 54 214
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Economic interest
rate sensitivities for

the Global Life
business — curves

current period

in USD millions, as of December 31, 2010 Other

usbD EUR GBP CHF | currencies Total
100 basis points increase in the interest rate yield
Total impact on Embedded Value (207) 156 (73) 29 (67) (164)
100 basis points decrease in the interest rate yield
curves
Total impact on Embedded Value 185 (886) 86 (77) 94 (598)

Economic interest in USD millions, as of December 31, 2009 Other

the Global Life 100 basis points increase in the interest rate yield

business — CUIVES

prior period Total impact on Embedded Value (242) (234) 18 3 (69) (525)
100 basis points decrease in the interest rate yield
curves
Total impact on Embedded Value 235 (675) (55) (40) 56 (479)

Table 6.2

Economic interest in USD millions, as of December 31, 2010 Other

rate sensitivities for usb EUR GBP CHF | currencies Total

the rest of the 100 basis points increase in the interest rate yield

businesses — SHIVES

current period Group investments (743) (104) (24) (1) (1) (873)
Liabilities (512) 114) (2) (27) - (656)
Net impact before tax (230) 9 (23) 27 O (218)
Tax impact 30 (2) 3 (5) - 26
Net impact after tax (200) 8 (20) 21 (1) (192)
100 basis points decrease in the interest rate yield
curves
Group investments 813 105 25 7 1 951
Liabilities 627 114 2 16 = 759
Net impact before tax 186 (8) 23 9) 193
Tax impact (45) 2 (2) 2 - (44)
Net impact after tax 141 (7) 20 (7) 1 148
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Table 6.b

Economic interest in USD millions, as of December 31, 2009 Other

rate sensitivities for usb EUR GBP CHF  currencies Total

the rest of the 100 basis points increase in the interest rate yield

businesses — SHIVES

prior period Group investments (802) 84 (254) 11 3 (964)
Liabilities (635) (153) (35) (43) = (866)
Net impact before tax (167) 237 (219) 54 (3) (99)
Tax impact 61 (55) 48 (12) 1 43
Net impact after tax (106) 182 (171) 41 (2) (56)

100 basis points decrease in the interest rate yield

curves

Group investments 884 97) 291 (1) 2 1,079
Liabilities 786 160 44 30 = 1,020
Net impact before tax 98 (257) 247 (32) 2 59
Tax impact (45) 60 (54) 7 - (33)
Net impact after tax 53 (197) 192 (24) 2 25
Analysis of economic sensitivities for equity risk respectively. For Global Life, the analysis also includes
The table below shows the estimated impacts from a the impact from a 10 percent decline in property market

10 percent decline in stock markets, after consideration values.
of hedges in place, as of December 31, 2010 and 20009,

Table 7

Economic equity in USD millions, as of December 31 2010 2009

price sensitivities for 10% decline in stock markets

the General Group investments (435) (362)

Insurance business Net impact before tax (435) (362)
Tax impact 87 84
Net impact after tax (348) (278)

Table 8

Economic equity in USD millions, as of December 31 2010 2009

price sensitivities for 10% decline in stock and property market values

the Global Life Impact of a decline in stock market values (261) (233)

business Impact of a decline in property market values (294) (240)
Total impact on Embedded Value (556) (473)

Table 9

Economic equity in USD millions, as of December 31 2010 2009

price sensitivities for 10% decline in stock markets

the rest of the Group investments (314) (145)

businesses Liabilities 75 167
Net impact before tax (389) (312)
Tax impact 68 68
Net impact after tax (321) (244)
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Currency risk

Currency risk is the risk of loss resulting from changes in
exchange rates. The Zurich Insurance Group operates
internationally and therefore is exposed to the financial
impact arising from changes in the exchange rates

of various currencies. The Zurich Insurance Group's
presentation currency is the U.S. dollar, but its assets,
liabilities, income and expenses are denominated in
many currencies, with significant amounts in the euro,
Swiss franc, British pound, as well as the U.S. dollar.

On local balance sheets there is the risk that a currency
mismatch may lead to fluctuations in a balance sheet’s net
asset value, either through income or directly through
equity. The Zurich Financial Services Group manages this
risk by matching foreign currency positions on local
balance sheets within prescribed limits. Residual local
mismatches are reported centrally in order to make use of
the netting effect across the Zurich Financial Services
Group. The Zurich Financial Services Group then hedges
residual mismatches from local balance sheets through

a central balance sheet within an established limit. The
monetary currency risk exposure on local balance sheets
is considered immaterial.

Because the Zurich Insurance Group has chosen the
U.S. dollar as its presentation currency, differences arise
when functional currencies are translated into the
presentation currency. The Zurich Financial Services
Group does not hedge movements of the currency

translation adjustment, or take speculative positions

on foreign currency market movements. Using constant
exchange rates from one year to the next, the Zurich
Insurance Group'’s 2010 net income attributable to
shareholders would have been higher by USD 202 million
(applying 2009 exchange rates to the 2010 result).

In 2009 the result would have been higher by

USD 70 million (applying 2008 exchange rates to

the 2009 results).

The table below shows the sensitivity of the total IFRS
equity to changes in exchange rates for the main
functional currencies to which the Zurich Insurance
Group is exposed. Positive values represent an increase
in the value of the Zurich Insurance Group's total equity.
The sensitivity analysis does not take into account
management actions. The sensitivities show the effects
of a change of the exchange rates only, while other
assumptions remain unchanged. The sensitivities are
reasonably possible as of the balance sheet date, but do
not indicate a probability of such events occurring in
the future. They do not necessarily represent Zurich
Financial Services Group's view of expected future market
changes. While the table below shows the effect of a
10 percent increase in currency exchange rates, a
decrease of 10 percent would have the converse effect.

See notes 1 and 3 of the Consolidated financial statements
for additional information on foreign currency translation
and transactions.

Table 10

Sensitivity of the in USD millions, as of December 31 2010 2009

total equity to 10% increase in

exchange rate EUR/USD rate 907 1,109

fluctuations GPB/USD rate 398 347
CHF/USD rate (136) (756)
Other currencies/USD rates 480 438
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Credit risk

Credit risk is the risk associated with a loss or potential
loss from counterparties failing to fulfill their financial
obligations. The Zurich Financial Services Group's exposure
to credit risk is derived from the following main areas:

e Cash and cash equivalents

Debt securities

¢ Reinsurance assets

e Mortgage loans and mortgage loans given as collateral
e Other loans

e Receivables

e Derivatives

The Zurich Financial Services Group manages individual
exposures as well as credit risk concentrations. The Zurich
Financial Services Group's objective in managing credit
risk exposures is to maintain them within parameters that
reflect the Zurich Financial Services Group's strategic
objectives and risk tolerance. Sources of credit risk are
assessed and monitored, and the Zurich Financial Services
Group has policies to manage the specific risks within the
various subcategories of credit risk. To assess counterparty
credit risk, the Zurich Financial Services Group uses the
ratings assigned by external rating agencies, qualified
third parties, such as asset managers, and internal rating
assessments. When there is a difference among external
rating agencies, the Zurich Financial Services Group
assesses the reasons for the inconsistencies and applies the
lowest of the respective ratings unless other indicators

of declining credit quality justify the assignment of lower
internal credit ratings. The Zurich Financial Services Group
maintains counterparty credit risk databases, which record
external and internal sources of credit intelligence.

In 2010, the global sovereign credit crisis was dominated
by Greece, Ireland, Italy, Portugal and Spain. Although
Greece was technically the weakest, Ireland’s repeated
support of its large banking sector created greater
creditworthiness concerns (see the ‘Credit Risk Related to
Debt Securities’ section in the Risk Review). The concept
of risk-free sovereign debt within developed economies
was dispelled and numerous sovereign and corporate
rating downgrades followed. Further differentiation
occurred between stronger and weaker credits, with fairly
stable investment-grade default rates, while speculative-
grade default rates in the current cycle exceed levels last
seen in the 1991 recession. The Zurich Financial Services
Group'’s portfolio maintained its high average credit
quality ("AA-") throughout 2010 and is well positioned
to continue this.

The Zurich Financial Services Group regularly tests and
analyzes credit risk scenarios. Commencing in 2008, the
Zurich Financial Services Group expanded the number
and the specificity of scenarios tested, and has prepared
possible contingency measures, which may be
implemented should the credit risk environment worsen.

From the expanded set of scenarios, the Zurich Financial
Services Group has selected and standardized those most
relevant to the Zurich Financial Services Group. The Zurich
Financial Services Group can adjust the scenarios if market
conditions warrant.

Although the Zurich Financial Services Group actively
uses collateral to mitigate credit risks, the principle

is nevertheless to manage the underlying credit risks
independently from the collateral. In light of the 2008-
2009 banking crisis, the Zurich Financial Services Group
has established limits and quality criteria to identify
acceptable letter of credit providers. Letters of credit
enable the Zurich Financial Services Group to limit the risk
embedded in reinsurance captives and deductibles.

Credit risk concentration

The Zurich Financial Services Group regularly monitors
and limits credit exposures by individual counterparty
and related counterparties by the aggregated exposure
across the various types of credit risk for that counterparty.
The Zurich Financial Services Group's exposure to
counterparties’ parent companies and subsidiaries across
sources of credit risk is aggregated to include reinsurance
assets, investments, certain insurance products and
derivatives. Best estimates, based on statistical data and
own assessment, are used to assign loss-given-default
percentages and loss dependency factors reflecting, for
example, double default events. The aggregated exposure
information is compared with the Zurich Financial Services
Group's limits. The limits vary based on the underlying
rating category of the counterparty. There was no
material exposure in excess of the limits at December 31,
2010 and December 31, 2009, respectively. The Zurich
Financial Services Group's Chief Risk Officer routinely
reports the largest exposures by rating category to the
Risk Committee of the Board.

The maximum exposure to credit risk consists mainly of
on-balance sheet exposures. Off-balance sheet exposures
are primarily related to collateral, such as letters of credit,
used to protect the underlying credit exposures on the
balance sheet.

Credit risk related to cash and cash equivalents
The Zurich Financial Services Group has significant
exposure to cash and cash equivalents across the globe.
In order to mitigate concentration, settlement and
operational risks related to cash and cash equivalents, the
Zurich Financial Services Group limits the maximum cash
amount that can be deposited with a single counterparty.
In addition, the Zurich Financial Services Group maintains
an authorized list of acceptable cash counterparties
based on current ratings and outlook, taking into account
analysis of fundamentals and market indicators.

Cash and cash equivalents amounted to USD 9.9 billion
as of December 31, 2010 and USD 11.9 billion as of
December 31, 2009. The decrease was partly related to
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cash being invested in highly liquid assets (see the
‘Liquidity Risk” section in the Risk Review). 40 percent

of the total was with the ten largest global banks,

whose average rating was ‘A+" as of December 31, 2010.
40 percent of the total was with the 10 largest global
banks, whose average rating was ‘A+', as of December 31,
2009. The risk-weighted average rating of the overall
cash portfolio remained stable at ‘A+" in 2010 and 20009.

Credit risk related to debt securities
The Zurich Financial Services Group is exposed to credit
risk from third party counterparties where the Zurich
Insurance Group holds securities issued by those entities.
The table below shows the credit risk exposure on debt

securities, by issuer credit rating.

Table 11

Debt securities by

rating of issuer

as of December 31 2010 2009
USD millions % of total USD millions % of total
Rating
AAA 73,407 52.5% 69,306 50.8%
AA 16,149 11.5% 17,594 12.9%
A 36,864 26.3% 36,288 26.6%
BBB 11,443 8.2% 10,363 7.6%
BB and below 1,769 1.3% 2,709 2.0%
Unrated 304 0.2% 179 0.1%
Total 139,936 100.0% 136,439 100.0%

As of December 31, 2010, investment grade securities
comprise 98.5 percent of the Zurich Insurance Group's
debt securities, and 52.5 percent are rated '‘AAA’. Debt
securities rated ‘BBB’ and below are within the limits

of the Zurich Financial Services Group’s risk policy.

As of December 31, 2009, investment grade securities
comprised 97.9 percent of debt securities, and

50.8 percent were rated ‘"AAA’. The Zurich Financial
Services Group's investment policy prohibits speculative
grade investments, unless specifically authorized and
under exceptional circumstances. The Zurich Financial
Services Group identifies investments expected to be
downgraded to below investment grade and implements
appropriate corrective actions.

The risk-weighted average issuer credit rating of the
Zurich Insurance Group's debt securities portfolio is ‘AA-’
(2009: 'AA-"). Applying a linear average, the average

rating would be ‘AA’, (2009: ‘AA-"), which is in line with

the Zurich Financial Services Group’s risk policy.

As of December 31, 2010 the largest concentration in

the Zurich Insurance Group's debt securities portfolio

is in government and supranational debt securities at

43.1 percent. A total of USD 41.3 billion or 51.4 percent
of the non-government and non-supranational debt
securities are secured. As of December 31, 2009,

41.6 percent of the Zurich Insurance Group's debt portfolio
was invested in governments and supranationals and

a total of USD 43.0 billion or 54.3 percent of the non-
government and non-supranational debt securities were

secured.

As of December 31, 2010 and 2009 respectively, the
Zurich Insurance Group had the following sovereign debt
exposure to Greece, Ireland, Italy, Portugal and Spain.

Table 12

Sovereign debt
exposure

in USD millions, as of December 31 2010 2009
Greece 36 467
Ireland 818 883
Italy 7,186 7,579
Portugal 753 558
Spain 1,949 2,277
Total 10,742 11,764
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The second largest concentration in the Zurich Insurance
Group's debt securities portfolio is to financial institutions
(including banks), at 23.1 percent, of which 44.6 percent
is secured. In response to the 2010 European sovereign
debt crisis, the Zurich Financial Services Group identified
and selectively reduced subordinated credit exposure
issued by banks with weak credit profiles, and credit
exposure to banks supported by weaker sovereigns.

The third largest concentration is to structured finance
securities (mortgage backed securities (MBS)/asset backed
securities (ABS) and similar). Although credit risks of
underlying securities are diverse in nature, the Zurich
Financial Services Group also considers macro impacts
that may affect structured finance sub-categories

(e.g. auto or credit card ABS's) in its credit assessments.
Al structured finance exposures are assessed on a look-
through basis prior to acquisition and not merely on

the strength of prevailing credit ratings or credit profiles.

Credit risk related to reinsurance assets

As part of its overall risk management strategy, the Zurich
Financial Services Group cedes insurance risk through
proportional, non-proportional and specific risk reinsurance
treaties. While these cessions mitigate insurance risk,

the recoverables from reinsurers and receivables arising
from ceded reinsurance expose the Zurich Financial
Services Group to credit risk.

The Zurich Financial Services Group’s Corporate
Reinsurance Security Committee manages the credit
quality of cessions and reinsurance assets. The Zurich
Financial Services Group typically cedes new business
to authorized reinsurers with a minimum rating of ‘BBB'.
54 percent and 74 percent of the business ceded

to reinsurers that fall below ‘BBB’ or are not rated are
collateralized, as of December 31, 2010 and 2009,
respectively. Of these percentages, 42 percent and

51 percent are ceded to captive insurance companies,
in 2010 and 2009, respectively.

Reinsurance assets include reinsurance recoverables of
USD 18.9 billion and USD 18.8 billion as of December 31,
2010 and 2009, respectively, which are the reinsurers’
share of reserves for insurance contracts, and receivables
arising from ceded reinsurance, gross of allowance for
impairments, of USD 1.2 billion and USD 1.1 billion as of

December 31, 2010 and 2009, respectively. Reserves for
potentially uncollectible amounts of reinsurance assets
amount to USD 234 million and USD 268 million as of
December 31, 2010 and 2009, respectively. The Zurich
Financial Services Group'’s policy on impairment charges
takes into account both specific charges for known
situations (e.g. financial distress or litigation) and a
general, prudent provision for unanticipated impairments.

Reinsurance assets in the table below are shown before
taking into account the fair value of credit default swaps,
bought by the Zurich Financial Services Group to mitigate
credit risks of the reinsurance exposure, and other collateral
such as cash or letters of credit from banks rated at

least ‘A," which can be converted into cash and deposits
received under ceded reinsurance contracts.

Compared with December 31, 2009, collateral went
down by USD 465 million to USD 8.0 billion. The decrease
in collateral was mainly due to the fact that it became
more difficult for the Zurich Financial Services Group
insureds to obtain affordable letter of credit cover in light
of the financial crisis. Nevertheless the increase in
unsecured exposure to captives is still within the Zurich
Financial Services Group's defined risk boundaries.
Because the Zurich Financial Services Group expects the
pressure on obtaining collateral to continue, the Zurich
Financial Services Group continues to work with its largest
customers on solutions for alternative credit mitigants.

The risk-weighted average credit quality of reinsurance
assets (including receivables, but after deduction of
collateral) was ‘A" as of December 31, 2010 and 2009,
respectively. Credit factors to determine the risk-weighted
average credit quality of reinsurance assets are based

on historical insurance impairment statistics, consistent
with the prior year. For credit risk assessment purposes,
collateral has been taken into account at nominal value as
an approximation for fair value. For collateral the Zurich
Financial Services Group applies minimum requirements,
such as a minimum rating for the issuers of letters of
credit and guarantees, and for pledged assets a minimum
coverage ratio of 100 percent.

The following table shows reinsurance premiums ceded
and reinsurance assets split by rating.
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Table 13

Reinsurance
premiums ceded
and reinsurance
assets by rating
of reinsurer and
captive

as of December 31 2010 2009
Premiums ceded Reinsurance assets Premiums ceded Reinsurance assets
usb % of usb % of usb % of usb % of
millions total millions total millions total millions total

Rating
AAA 88 1.5% 94 0.5% 107 1.8% 85 0.4%
AA 1,150 20.2% 6,729 33.8% 1,209 20.7% 6,519 33.2%
A 2,482 43.7% 8,884 44.6% 2,401 A41.1% 9,402 47 .8%
BBB 700 12.3% 1,596 8.0% 693 11.9% 1,244 6.3%
BB 168 2.9% 600 3.0% 268 4.6% 410 2.1%
B 27 0.5% 101 0.5% 49 0.8% 87 0.4%
Unrated 1,070 18.8% 1,899 9.5% 1,117 19.1% 1,915 9.7%
Total 5,683 100.0% 19,903 100.0% 5,844 100.0% 19,662 ' 100.0%

' The value of the collateral received amounts to USD 8.0 billion and USD 8.4 billion as of December 31, 2010 and 2009, respectively.

Credit risk related to mortgage loans and
mortgage loans given as collateral

Mortgage loans and mortgage loans given as collateral
expose the Zurich Financial Services Group to credit risk.
The mortgage business is dependent on local property
market conditions and local legislation. Investment
portfolio allocations made to mortgages consider these
factors and are within the framework of the strategic
asset allocation defined by the Zurich Financial Services
Group Asset/Liability Management Investment Committee
and adapted and approved by local investment
committees. Conservative lending criteria (i.e. maximum
mortgage loan to property value ratios) and the
diversification of loans across many single borrowers,
particularly in Germany and in Switzerland, help reduce
potential loss. Furthermore, business units are required
to clearly state criteria for determining borrower and
collateral quality in their local mortgage policies. The
Zurich Financial Services Group specifies requirements for
the local policies and sets monitoring and reporting
standards. The Zurich Financial Services Group closely
monitors the performance of the portfolios in terms

of impairments and losses.

The Zurich Insurance Group's largest mortgage loan
portfolios are in Germany (USD 6.1 billion, including
mortgage loans given as collateral) and in Switzerland
(USD 4.3 billion); these are predominantly secured
against residential property.

Mortgage loans are lent against underlying property
(collateral). In Switzerland, the underlying properties of

individual loans are revalued every 10 years. In Germany,
the property valuation is not generally reassessed after

the granting of the mortgage loan. A less frequent or no
revaluation of the underlying property means that reported
loan-to-value (LTV) ratios will be higher (lower) than they
would be if property prices have risen (fallen) since their
valuation. To ensure LTV ratios are not understated and
to identify potentially higher LTV loans, the Zurich Financial
Services Group has undertaken to revalue properties

in locations where property prices may have fallen since
their valuation and to be conservative in valuing or
revaluing property in locations where prices have
substantially risen.

Mortgage loans given as collateral concern German
mortgages that are subject to repurchase agreement, but
where Zurich still retains the credit risk of the underlying
mortgages. See note 16 of the Consolidated financial
statements.

Credit risk related to other loans

The credit risk arising from other loans is assessed and
monitored together with the fixed income securities
portfolio. 65.3 percent of the reported loans are to
government or supranational institutions, of which
99.5 percent are to the German Central Government
or the German Federal States. The table below shows
the composition of the loan portfolio by rating class.
As of December 31, 2010, a total of USD 9.8 billion or
68.2percent of loans are secured. As of December 31,
20009, a total of USD 10.9 billion or 68.6 percent of loans
were secured.
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Table 14

Other loans by as of December 31 2010 2009

rating of issuer USD millions % of total USD millions % of total
Rating
AAA 7,113 49.5% 7,934 49.9%
AA 2,313 16.1% 2,494 15.7%
A 3,211 22.4% 3,718 23.4%
BBB and below 81 0.6% 28 0.2%
Unrated 1,643 11.4% 1,722 10.8%
Total 14,361 100.0% 15,896 100.0%

Credit risk related to receivables

The Zurich Financial Services Group's largest credit risk
exposure to receivables is from third party agents, brokers
and other intermediaries; the risk arises where they
collect premiums from customers to be paid to the Zurich
Financial Services Group or pay claims to customers on
behalf of the Zurich Financial Services Group. The Zurich
Financial Services Group has policies and standards to
manage and monitor credit risk from intermediaries with
a focus on day-to-day monitoring of the largest positions.
As part of these standards, the Zurich Financial Services
Group requires that intermediaries maintain segregated
cash accounts for policyholder money. Additionally, the
Zurich Financial Services Group requires intermediaries

to satisfy minimum requirements in terms of their
capitalization, reputation and experience as well as
providing short-dated business credit terms.

Past due but not impaired receivables should be regarded
as unsecured, but some of these receivable positions
may be offset by collateral. The Zurich Financial Services
Group reports internally on Zurich Financial Services
Group past-due receivable balances and strives to keep
the balance of past-due positions as low as possible,
while taking into account customer satisfaction. In 2010,
the Zurich Financial Services Group continued efforts

to reduce past-due receivables through both short- and
long-term initiatives to improve processes and systems;
some progress was made, particularly in reducing long-
outstanding past-due receivables. Longer-dated past-due
receivable balances often relate to positions in dispute

or subject to litigation.

Receivables from ceded reinsurance form part of the
reinsurance assets and are managed accordingly.

See note 15 of the Consolidated financial statements for
additional information on receivables.

Credit risk related to derivatives

The positive replacement value of outstanding derivatives,
such as interest rate, currency, total return and equity
swaps, forward contracts and purchased options
represents a credit risk to the Zurich Financial Services
Group. In addition there is a potential exposure arising
from possible changes in replacement value. The
Zurich Financial Services Group regularly monitors credit
risk exposures arising from derivative transactions.
Outstanding positions with external counterparties are
managed through an approval process embedded

in derivative programs.

To limit credit risk, derivative financial instruments are
typically executed with counterparties rated ‘A-" or better
by an external rating agency. In addition, it is the Zurich
Financial Services Group standard to only transact
derivatives with 