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ITEM 1. FINANCIAL STATEMENTS

ALLEGHANY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS
FOR THE THREE MONTHS ENDED
MARCH 31, 2005 AND 2004

(dollars in thousands, except share and per share amounts)

(unaudited)
2005 2004
Revenues
Net premiums earned $213,552 $189,668
Net mineral and filtration sales 69,738 67,081
Interest, dividend and other income 17,562 16,352
Net gain on investment transactions 47,227 33,183
Total revenues 348,079 306,284
Costs and expenses
Loss and loss adjustment expenses 115,277 93,098
Commissions and brokerage 53,044 41,638
Cost of mineral and filtration sales 56,954 51,378
Salaries, administrative and other operating expenses 18,563 16,789
Corporate administration 9,081 8,802
Interest expense 1,352 1,088
Total costs and expenses 254,271 212,793
Earnings from continuing operations, before income taxes 93,808 93,491
Income taxes 32,937 32,795
Earnings from continuing operations 60,871 60,696
Discontinued operations
Operations - 2,287
Income taxes - 919
Earnings from discontinued operations, net - 1,368
Net earnings $60,871 $62,064
Basic earnings per share of common stock **
Continuing operations $7.74 $7.78
Discontinued operations - 0.17
$7.74 $7.95
Diluted earnings per share of common stock **
Continuing operations $7.72 $7.75
Discontinued operations - 0.17
$7.72 $7.92
Dividends per share of common stock * *
Average number of outstanding shares of common stock ** 7,896,309 7,835,784

*  In March 2005 and 2004, Alleghany declared a stock dividend consisting of

one share of Alleghany common stock for every fifty shares outstanding.

**  pdjusted to reflect the common stock dividend declared in March 2005.

See Notes to Unaudited Consolidated Financial Statements.



ALLEGHANY CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(dollars in thousands, except share amounts)

March 31, December 31,

2005 2004 *
(Unaudited)
Assets
Available for sale securities at fair value:
Equity securities (cost: 2005 $276,370; 2004 $290,597) $637,291 $645,184
Debt securities (cost: 2005 $1,481,008; 2004 $1,178,982) 1,466,558 1,179,210
Short-term investments 265,733 378,452
2,369,582 2,202,846
Cash 240,729 288,436
Notes receivable 91,665 91,665
Accounts receivable, net 63,008 70,547
Premium balances receivable 181,466 203,141
Reinsurance recoverables 648,922 623,325
Ceded unearned premium reserves 275,131 286,451
Deferred acquisition costs 55,514 56,165
Property and equipment at cost, net of
accumulated depreciation and amortization 164,976 168,316
Inventory 39,950 41,521
Goodwill and other intangibles, net of amortization 221,339 223,706
Deferred tax assets 110,738 104,563
Other assets 121,131 67,043
$4,584,151 $4,427,725
Liabilities and Common Stockholders’ Equity
Losses and loss adjustment expenses $1,266,411 $1,232,337
Unearned premiums 729,517 751,131
Reinsurance payable 121,794 112,479
Deferred tax liabilities 225,384 224,847
Subsidiaries' debt 138,860 138,258
Current taxes payable 46,008 17,433
Other liabilities 228,389 177,824
Total liabilities 2,756,363 2,654,309
Common stockholders' equity 1,827,788 1,773,416
$4,584,151 $4,427,725
Common Shares Outstanding ** 7,885,205 7,829,721

* Certain amounts have been reclassified to conform to the 2005 presentation.
** Adjusted to reflect the common stock dividend declared in March 2005.

See Notes to Unaudited Consolidated Financial Statements.



ALLEGHANY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED
MARCH 31, 2004 AND 2005

(dollars in thousands)
(unaudited)

Cash flows from operating activities
Earnings from continuing operations

Adjustments to reconcile net earnings to cash provided by operations:

Depreciation and amortization
Net gain on investment transactions
Tax benefit on stock options exercised
Decrease in accounts and notes receivable
Decrease in inventory
(Increase) decrease in other assets
Increase in reinsurance recoverables
Decrease in premium balances receivable
Decrease (increase) in ceded unearned premium reserves
Increase (decrease) in deferred acquisition costs
Increase in other liabilities and current taxes
(Decrease) increase in unearned premiums
Increase in losses and loss adjustment expenses
Net adjustments
Net cash provided by operations
Cash flows from investing activities
Purchase of investments
Sales of investments
Purchases of property and equipment
Net change in short-term investments
Other, net
Net cash used in investing activities
Cash flows from financing activities
Principal payments on long-term debt
Proceeds of long-term debt
Other, net
Net cash (used in) provided by financing activities
Net decrease in cash
Cash at beginning of period
Cash at end of period

Supplemental disclosures of cash flow information
Cash paid during the period for:
Interest
Income taxes

See Notes to Unaudited Consolidated Financial Statements.

2005 2004
$60,871 $60,696
10,796 10,386
(47,227) (33,183)
137 375
8,003 7,713
1,571 363
(12,629) 15,282
(16,282)  (176,537)
21,675 102,671
11,320 (56,497)
651 (750)
40,533 22,562
(21,614) 55,329
34,074 118,728
31,008 66,442
91,879 127,138
(415,415)  (474,840)
181,736 294,088
(4,411) (3,596)
113,623 (14,839)
(14,853) (17,349)
(139,320) _ (216,536)
(5,398) (6,122)
6,000 4,000
(868) 2,171
(266) 49
(47,707) (89,349)
288,436 230,929
$240,729 $141,580
$1,582 $990
$4,740 $30,178



Notes to the Unaudited Consolidated Financial Statements

This report should be read in conjunction with the Annual Report on Form 10-K
for the year ended December 31, 2004 (the “2004 Form 10-K”) of Alleghany Corporation
(the “Company”).

The information included in this report is unaudited but reflects all adjustments
which, in the opinion of management, are necessary to a fair statement of the results of
the interim periods covered thereby. All adjustments are of a normal and recurring nature
except as described herein.

Stock-Based Compensation Accounting

In December 2002, the Financial Accounting Standards Board issued SFAS No.
148, “Accounting for Stock-Based Compensation Transition and Disclosure” (“SFAS
148”). SFAS 148 amended FASB Statement No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123”) to provide alternative methods of transition for enterprises
that elect to change to the SFAS 123 fair value method of accounting for stock-based
employee compensation and to amend the disclosure requirements of SFAS 123.

The Company maintains fixed option plans and a performance-based stock plan.

Effective January 1, 2003, the Company adopted the fair value recognition provisions of
SFAS 123 prospectively for all employee and/or director awards granted, modified or
settled under any of its stock-based compensation plans after January 1, 2003. Fair value
is estimated on the date of grant using the Black-Scholes option pricing model with the
following weighted-average assumptions: no cash dividend yield for all years; expected
volatility ranging from 17 to 19 percent; risk-free interest rates ranging from 3.21 percent
to 4.40 percent; and expected lives of seven years. Prior to 2003, the Company
accounted for its fixed option plans and performance-based stock plan under the
recognition and measurement provisions of APB Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB 257).



During the first quarters of 2005 and 2004, no stock options were granted under
the Company’s fixed option plans. The expense relating to options issued in prior
periods was $52,000 in the first quarter of 2005 and $20,000 in the first quarter of 2004.
With respect to its performance-based stock plan, the Company recognized after-tax
compensation expense of $2.5 million in the 2005 first quarter and $1.7 million in the
2004 first quarter (in each case calculated pursuant to the prospective method under
SFAS 123).

Had the Company applied SFAS 123 to all option awards outstanding under its
fixed option plans during the 2005 and 2004 first quarters, the Company would have
recognized after-tax expense of $73,000 in the 2005 first quarter and $48,000 in the 2004
first quarter. Had the Company applied SFAS 123 to all awards outstanding under its
performance-based stock plan during the same periods, the Company would have
recognized after-tax expense of $2.2 million in the 2005 first quarter and $1.9 million in
the 2004 first quarter.

In December 2004, SFAS 123 (revised) “Share-Based Payment,” (“Revised SFAS
123”) was issued. Revised SFAS 123 requires that the cost resulting from all share-based
payment transactions be recognized in the financial statements, establishes fair value as
the measurement objective in accounting for share-based payment arrangements and
requires the application of a fair value based measurement method in accounting for
share-based payment transactions with employees. Revised SFAS 123 is effective as of
the beginning of the first interim or annual reporting period that begins after December
15, 2005. The Company’s present method of accounting for share-based payments is
described above. The pro forma effects of adoption of Revised SFAS 123 are also
described in the following table. The Company plans to adopt Revised SFAS 123 in the
first quarter of 2006.

The following table illustrates the effect on net earnings and earnings per share if
the fair value based method had been applied to all outstanding and unvested awards
under all of the Company plans in each period.



For the three months ended

dollars in thousands, except
per share amounts March 31, 2005 March 31, 2004

Net earnings, as reported $60,871 $62,064

Add: stock-based

employee compensation

expense included in

reported net earnings,

net of related tax 2,547 1,739
Less: stock-based

compensation expense

determined under fair

value method for all

stock options, net of

related tax (2,172) (1,862)
Pro forma net earnings $61,246 $61,941
Earnings per share

Basic - as reported $7.74 $7.95
Basic - pro forma $7.79 $7.94
Diluted - as reported $7.72 $7.92
Diluted - pro forma $7.76 $7.90

For certain stock compensation arrangements, the Company issues stock at grant
date or upon settlement date. These arrangements were previously included in other
liabilities in the consolidated balance sheet and have been reclassified to stockholders’
equity in the quarter. The reclassification reflects that stock has been issued or is
expected to be issued upon settlement, if the terms of the compensation arrangements are
met. The prior period comparative information has been reclassified to conform to the
current period presentation. The amount of such reclassification at December 31, 2004
was $17.3 million.

Emplovee Benefit Plans

The Company has several noncontributory defined benefit pension plans,
including plans in place at its World Minerals, Inc. operating unit. Under executive
retirement plans, defined benefits are based on years of service and the employee’s
highest average annual base salary over a consecutive three-year period during the last
ten years or, if applicable, shorter period of employment, plus one-half of the highest



average annual bonus over a consecutive five-year period during the last ten years, or, if
applicable, shorter period of employment. With respect to its funded plans, the
Company’s policy is to contribute annually the amount necessary to satisfy the Internal
Revenue Service’s funding requirements. Contributions are intended to provide not only
for benefits attributed to service to date but also for those expected to be earned in the
future. Additional details regarding the Company’s noncontributory defined benefit
pension plans can be found in Note 12 to the Consolidated Financial Statements in the
Company's 2004 Form 10-K. The Company plans to contribute $4.7 million to the plans
in 2005, compared with contributions of $5.6 million in 2004.

The components of net periodic benefit cost for the three months ended March
31, 2005 and 2004 consisted of the following:

For the three months ended
(in millions) March 31,2005 March 31, 2004

Net periodic cost included the following expense
(income) components:

Service cost-benefits earned during the quarter $0.9 $0.9
Interest cost on projected benefit obligation 1.1 1.1
Expected return on plan assets (0.9) (0.9)
Net amortization _0.6 _ 0.6
Net periodic pension cost $1.7 $1.7

Comprehensive Income

The Company’s total comprehensive income for the three months ended March
31, 2005 and 2004 was $51.7 million and $45.3 million. Comprehensive income
includes the Company’s net earnings adjusted for changes in unrealized (depreciation) of
investments, which were $(6.2) million and $(14.6) million for the three months ended
March 31, 2005 and 2004 and cumulative translation adjustments, which were $(3.1)
million and $(2.2) million for the three months ended March 31, 2005 and 2004.

Segment Information

Information related to the Company’s reportable business operating segments is shown
in the tables below. The Company’s reportable segments are reported in a manner consistent
with the way management evaluates the businesses. As such, insurance underwriting
activities are evaluated separately from investment activities. Realized investment gains are
not considered relevant in evaluating investment performance on an annual basis.



Revenues from continuing operations

AIHL insurance group
Net premiums earned
RSUI
CATA
Darwin

Interest, dividend and other income
Net gain on investment transactions
Total insurance group
World Minerals
Corporate activities
Net gain on investment transactions
Total

(dollars in millions)

Earnings (losses) from continuing operations, before

income taxes
AIHL insurance group
Underwriting profit (loss)
RSUI
CATA
Darwin

Interest, dividend and other income
Net gain on investment transactions
Other expenses
Total insurance group

World Minerals

Corporate activities
Interest, dividend and other income
Net gain on investment transactions
Other expenses

Interest expense
Corporate administration
Total

Income taxes

Earnings from continuing operations

Identifiable assets

AIHL Insurance group

World Minerals

Corporate activities
Total

(dollars in millions)

For the three months ended

March 31,
2005

$155.5
39.3
18.7
2135
14.3
252
253.0
69.6

220
$348.1

$43.1
1.6
0.5
45.2
14.3
25.2
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March 31,
2005

$3,510.5
334.1
739.6

$4,584.2

March 31,
2004

$148.4
34.4
6.9
189.7
10.3
314
231.4
67.0
6.2
17
$306.3
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0.4
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December 31,
2004

$3,388.7
336.6
702.4

$4,427.7



Segment accounting policies are the same as the Consolidated Accounting Policies
described in Note 17 to the Consolidated Financial Statements in the 2004 Form 10-K.
Property and casualty insurance operations, which are conducted by Alleghany Insurance
Holdings LLC (“AIHL”) and its subsidiaries RSUI Group, Inc. (“RSUI”), Capitol
Transamerica Corporation (“CATA”) and Darwin Professional Underwriters, Inc.
(“Darwin”), and mining and filtration operations, which are conducted by World
Minerals, Inc. (“World Minerals”), are the Company’s largest businesses. The primary
components of “‘corporate activities” are Alleghany Properties, Inc. and corporate
activities at the parent level.

Reinsurance

Through December, 31, 2004, business underwritten by Darwin was generally
reinsured on a treaty basis for individual losses in excess of $3.0 million for directors and
officers liability and managed care errors and omissions liability. Commencing January
2005, Darwin changed its reinsurance structure to reinsure on a treaty basis for individual
losses in excess of $2.0 million for directors and officers liability, managed care errors
and omissions liability, lawyers professional liability, insurance agents errors and
omissions liability and other miscellaneous professional liability business. Under such
treaty, losses in excess of $2.0 million are reinsured, with Darwin having a 15% co-
participation for losses in excess of $5.0 million up to Darwin’s $10.0 million policy
limits. Darwin reinsures on a treaty basis for individual losses in excess of $0.5 million
for medical professional liability insurance for physicians and in excess of $1.0 million
for medical professional liability for medical facilities (with a 15.0 percent participation
on losses in excess of $2.0 million). The medical professional liability reinsurance
program also provides $2.0 million of “clash” protection (offering protection in the event
that multiple policies written by Darwin are involved in the same loss occurrence) for
losses in excess of $1.0 million. In addition, Darwin reinsures on a 50 percent quota
share basis for individual psychiatrists professional liability. The reinsurance treaties
contain swing-rated premiums that will vary, within a range, depending upon the
profitability of the underlying premium subject to the treaty. In addition, Darwin obtains
facultative reinsurance for certain business.

Acquisition of Ulico Indemnity Company

On May 2, 2005, Darwin National Assurance Company purchased Ulico
Indemnity Company, an insurance company domiciled in Arkansas, from Ulico Casualty
Company to support future business underwritten by Darwin for cash consideration of
$25.3 million, $22.3 million of which represented consideration for Ulico’s investment
portfolio and $3.0 million of which represented consideration for licenses.
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