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Research Update:

ACE Ltd. And Core Operating Subsidiaries
Outlook Revised To Positive; Ratings Affirmed

Rationale

On Dec. 19, 2008, Standard & Poor's Ratings Services revised its outl ook on

i nsurance and rei nsurance hol ding conpany ACE Ltd. (ACE) and rel ated core
operating subsidiaries to positive fromstable. At the sane tine, we affirnmed
our 'A+' counterparty credit and financial strength ratings on ACE' s core
operating insurance conpanies and our 'A-' counterparty credit rating on ACE
In addition, we revised our outlook on sonme of ACE s noncore operating
subsidiaries to positive fromstable (see ratings list). W also affirmed our
"A counterparty credit and financial strength ratings on these comnpanies.

The positive outlook is based on ACE's very strong operating perfornmance
over the past five years, which conpares favorably with many gl oba
(re)insurance peers, both in ternms of average returns as well as quality of
earni ngs, as neasured by earnings volatility. Wt also believe ACE s investnent
losses in the first nine nonths of 2008 (and related 7% drop in sharehol ders
equity relative to year-end 2007) have been noderate and conpare favorably
with a nunber of global (re)insurance peers'. Capital remmins supportive of
the ratings in the strong range, and the conpany's liquidity is also strong.
G ven the weakened conpetitive position of some of ACE s peers over the past
year, we believe ACEis in a solid position to take advantage of current
mar ket di slocation. W view ACE' s conpetitive position as very strong
supported by the group's extensive and well-diversified business platform

The ratings on ACE are based on the group's very strong conpetitive
position and operating performance, as well as its strong capitalization and
l[iquidity. The negative rating factors are ACE s changi ng and increasing risk
profile as it diversifies into new business |ines and geographic |ocations,
hi gh reinsurance utilization in certain lines, and a | arge anount of
rei nsurance recoverabl es, run-off reserves, and intangi bles on the bal ance
sheet. We view enterprise risk managenent as strong and supportive of the
ratings.

ACE' s operating results through the first nine nmonths of 2008 were
reasonabl e and better than those of a nunmber of its peers. The conbi nation of
nodest catastrophe | osses from Hurricanes | ke and Gustav (accounting for four
percentage points in the conbined ratio), as well as realized investnent
| osses of about $1 billion and unrealized | osses of $2 billion, led to a 7%
decline in sharehol ders' equity as of Sept. 30, 2008 (relative to Dec. 31
2007). But, the group's capital adequacy remains strong. In addition, ACE s
unrealized investment |osses largely reflect the widening of credit spreads in
its fixed-income portfolio. ACE s investnment portfolio traditionally has been
very conservative, with relatively small anpbunts of equities or high-yield
securities in the portfolio. The group has very little exposure to subprine,
mar gi nal exposure to hedge funds, and no investnents in collateralized debt
obligations or collateralized | oan obligations. The investnment portfolio is
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al so well diversified, with no major exposures to any one nanme or sector

ACE's liquidity position is strong and supported by very strong operating
cash flows, significant cash and short-terminvestnents of $3.4 billion as of
Sept. 30, 2008, nodest debt refinancing needs in the next five years, and
anple credit facilities. The group al so has significant dividend capacity from
its operating subsidiaries relative to debt servicing needs. ACE has a nodest
amount of debt due over the next two years, and the group has the capacity to
fund this maturing debt internally, if necessary.

During the first nine nonths of 2008, ACE reported realized | osses of
$279 mllion related to its variable annuity reinsurance business, reflecting
t he adverse inmpact of recent nmovenments in the capital markets relative to this
product. G ven the continued decline in the equity markets during the fourth
qguarter of 2008, we believe ACE could incur further noderate |losses in this
busi ness during the fourth quarter and possibly in 2009. Although ACE s | osses
in this product |ine have been significant, they are noderate relative to the
group's large equity base. W believe that the significant limts and caps
that ACE places on this business will help nbderate these losses if equity
markets continue to deteriorate.

ACE has denonstrated a strong commitnment to cycle nanagenment, as can be
seen in the increase in prem umvolune in 2002-2004 and the sl owdown in growh
since 2005 (as market conditions in casualty and subsequently property began
to soften). Goss witings increased by 10%through the first nine nonths of
2008, but this largely reflected the effect of the Conbi ned | nsurance
acquisition (whose results are included in ACE's figures starting April 1,
2008), foreign exchange gains, and, to a | esser extent, ACE Private Ri sk
Services, a relatively new (and snall) unit that provides personal I|ines
coverages to high-net-worth clients. A nunber of ACE s other businesses (in
particul ar, certain property/casualty insurance and reinsurance businesses)
saw signi ficant prem um declines through the first nine nonths of 2008, as ACE
shed business that did not neet its pricing threshol ds.

ACE has relatively | arge anpbunts of reinsurance recoverables, goodw |1,
and (to a | esser extent) asbestos and environmental reserves on its bal ance
sheet. The proportion of these itens relative to ACE's equity base increased
as of Sept. 30, 2008, conpared with year-end 2007. This resulted largely from
the nearly $1 billion increase in goodwill related to the Conbined |nsurance
acquisition in April 2008, as well as the drop in GAAP sharehol ders' equity
due to realized and unrealized | osses in the investnent portfolio. As of Sept.
30, 2008, reinsurance recoverables of $14.5 billion amounted to 94% of ACE' s
sharehol ders' equity and 126% of tangible equity. This is up from 85% and 102%
at year-end 2007, respectively. Excluding reinsurance agreenents wth
Ber kshi re Hat haway subsidi ary National Indemity Co., reinsurance recoverables
as of Sept. 30, 2008, anpunt to 81% of sharehol ders' equity and 113% of
tangi bl e equity, although they are still significant. Goodw Il and intangibles
of $3.8 billion anmounted to 25% of the equity base on Sept. 30, 2008, up from
17% at year-end 2007. W expect these assets to decrease as a proportion of
sharehol ders' equity over the next two years as ACE rebuilds its capita
position through operating earnings.
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Outlook
In full-year 2008, we expect ACE s conbined ratio to renain very strong, at
91% 93% reflecting our expectation that underwiting results will remain

strong in the fourth quarter of 2008. Assuming a normal |evel of catastrophe
| osses, we expect operating performance to remain strong in 2009, with returns
on revenue of nore than 20% reflecting our expectation that the group wll
mai ntain underwiting discipline and that pricing conditions in ACE s |lines
will be flat or will inprove next year.

G ven continued volatility in the capital markets during the fourth
qgquarter of 2008, we expect ACE to incur nore realized and unrealized
i nvest nent | osses during the quarter. However, any inpact that they may have

on the group's sharehol ders' equity likely will be nopderate.

We expect capital adequacy to return to the very strong range in 2009,
reflecting our expectation that ACE will rebuild its capital position through
strong operating earnings. Debt |everage and debt plus preferred | everage
likely will remain at |less than 20% and 35% respectively, in the nmediumterm
i n support of our nonstandard hol di ng conmpany not chi ng.

Standard & Poor's believes that ACE will maintain a very strong gl obal

conpetitive position that is diversified by segnent, |ocation, and product.
This global breadth is a strength to the rating. Despite a significant
increase in submssions in many of ACE's lines in recent nonths, we expect ACE
to continue to exercise significant underwiting prudence. W expect

consol idated premumwitings to be flat to nodestly up in 2009, reflecting
managenent's conti nued comitnment to price adequacy. W believe that ACE coul d
grow nmore significantly (particularly in property/casualty lines) if its lines
of business were to experience significant prenmiumrate increases in 2009.

If ACE continues to show strong operating performance and denonstrates
that its risk nanagement will evolve positively and in line with the
conplexity of its expandi ng business platform we could raise the ratings in
the next 12 to 24 nonths. However, an upgrade would need the support of a
conbined ratio near 92% (including any reserve charges), niniml asset
i mpai rments, and a very strong capital adequacy ratio, all while reinsurance
recoverable, intangible, and run-off reserve | everage continue to decrease. W
could revise the outl ook to stable if ACE experiences significantly
wor se-t han- expect ed operating performance, inpairnment charges inits
i nvestment portfolio, adverse reserve devel opnent, or a sizable change in its
conpetitive position or capitalization

Ratings List

Ratings Affirmed; Qutl ook Action

To From
ACE Ltd.
Counterparty Credit Rating
Local Currency A-/ Positivel A-2 A-/ Stabl e/ A-2
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ACE Anerican |nsurance Co.

West chester Surplus Lines Insurance Co.

West chester Fire |Insurance Co.

Paci fi c Enmpl oyers Insurance Co.

I nsurance Co. of North Anerica

Indemmity I nsurance Co. of North Anerica
[11inois Union |Insurance Co.

Corporate Oficers and Directors Assurance Ltd.
Bankers Standard | nsurance Co.

Bankers Standard Fire & Marine Co.

Atlantic Enployers Insurance Co.

ACE Tenpest Reinsurance Ltd.

ACE Tenpest Life Reinsurance Ltd.

ACE Property & Casualty Insurance Co.

ACE | nsurance Co. of the M dwest

ACE I ndemity | nsurance Co.

ACE Fire Underwriters Insurance Co.

ACE Eur opean Group Ltd.

ACE Bernuda International Reinsurance (lreland) Ltd.
ACE Bermuda International Insurance (lreland) Ltd.
ACE Bermuda | nsurance Ltd.

Counterparty Credit Rating

Local Currency A+/ Posi tivel-- A+/ St abl e/ - -
Fi nancial Strength Rating
Local Currency A+/ Posi tivel-- A+/ St abl e/ - -

ACE I nsurance (Switzerland) Ltd.
Fi nanci al Strength Rating
Local Currency A+/ Posi tivel-- A+/ St abl e/ - -

ACE | nsurance Ltd. (Australia)
Conbi ned Life Insurance Co. of NY
ACE | nsurance Ltd. (Singapore)
ACE | nsurance Ltd. (Hong Kong)
Counterparty Credit Rating

Local Currency Al Positivel-- A St abl e/ - -
Financial Strength Rating
Local Currency Al Positive/-- A St abl ef - -

Conbi ned I nsurance Co. of Anmerica (New Zeal and Branch)
Conbi ned | nsurance Co. of Anerica
Fi nancial Strength Rating
Local Currency Al Positive/-- Al St abl e/ - -

Conbi ned I nsurance Co. of Anmerica
Counterparty Credit Rating
Local Currency A Positivel A-2 Al St abl e/ A-2
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Conplete ratings information is available to subscribers of RatingsDirect, the
real -tinme Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoor s. com sel ect your preferred country or region, then
Ratings in the | eft navigation bar, followed by Credit Ratings Search.
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