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ITEM 1. FINANCIAL STATEMENTS

ALLEGHANY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS
FOR THE THREE MONTHS ENDED
SEPTEMBER 30, 2005 AND 2004

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

(unaudited)
2005 2004
Revenues
Net premiums earned $194,489 $198,606
Interest, dividend and other income 25,300 18,512
Net gain on investment transactions 49,906 6,688
Total revenues 269,695 223,806
Costs and expenses
Loss and loss adjustment expenses 360,038 242,166
Commissions and brokerage 55,738 48,700
Salaries, administrative and other cperating expenses 9,960 7,770
Corporate administration 11,362 10,2689
Interest expense 877 585
Total costs and expenses 437,975 309,520
Loss from continuing operations, before income taxes {168,280} (85,714)
Income tax benefit (63,320) {34,995)
Loss from continuing operations {104,960) (50,719)
Discontinued operations
Earnings from discontinued operations (including gain
on disposal of $13,714 in 2005) 13,659 6,220
Income taxes 1,188 2,505
Farnings from discontinued operations, net 12,471 3,715
Net loss ($92,489) ($47,004)
Basic (loss) earnings per share of common stock **
Continuing operations ($13.30) ($6.48)
Discontinued operations 1.58 0.48
($11.72) {$6.00)
Diluted (loss) earnings per share of common stock **
Continuing operations ($13.30) ($6.48)
Discontinued operations 1.58 0.48
($11.72) ($6.00)
Dividends per share of common stock * *
Average number of outstanding shares of common stock ** 7,892,663 7,828,819

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

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

**  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 EARNINGS
FOR THE NINE MONTHS ENDED
SEPTEMBER 30, 2005 AND 2004
(dollars in thousands, except share and per share amounts)

(unaudited)
2005 2004
Revenues
Net premiums earned $626,695 $591,489
Interest, dividend and other income 64,598 46,604
Net gain on investment transactions 97,750 44,223
Total revenues 789,043 682,316
Costs and expenses
Loss and loss adjustment expenses 589,620 427,280
Commissions and brokerage 164,160 133,088
Salaries, administrative and other operating expenses 25,163 22,352
Corporate administration 31,074 29,193
Interest expense 2,542 1,708
Total costs and expenses 812,559 613,621
(Loss) earnings from continuing operations, before income taxes (23,516) 68,695
Income tax (benefit) provision {16,706) 17,457
(Loss) earnings from continuing operations (6,810) 51,238
Discontinued cperations
Earnings from discontinued operations {including gain
on disposal of $12,548 in 2005) 13,006 22,043
Income taxes 6,412 9,498
Earnings from discontinued operations, net 6,594 12,545
Net earnings ($216) $63,783
Basic {loss) earnings per share of common stock **
Continuing operations ($0.86) $6.55
Discontinued operations 0.83 1.61
($0.03) $8.16
Diluted (loss) earnings per share of common stock **
Continuing operations ($0.86) $6.54
Discontinued operations 0.83 1.60
{$0.03) $8.14
Dividends per share of common stock * *
Average number of outstanding shares of common stock ** 7,881,121 7,818,601

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

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

**  Adjusted 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)

Assets
Available for sale securities at fair value:
Equity securities (cost: 2005 $373,159; 2004 $290,597)
Debt securities {cost: 2005 $1,669,865; 2004 $1,178,982)
Short-term investments

Cash

Notes receivable

Accounts receivable, net

Premium balances receivable

Reinsurance recoverables

Ceded unearmed premium reserves

Deferred acquisition costs

Property and equipment at cost, net of
accumulated depreciation and amortization

Goodwill and other intangibles, net of amortization

Deferred tax assets

Assets of discontinued operations

Current taxes receivable

QOther assets

Liabilities and Common Stockholders' Equity
Losses and loss adjustment expenses
Unearned premiums
Reinsurance payable
Deferred tax liabilities
Subsidiaries' debt
Current taxes payable
Liabilities of discontinued operations
Other liabilities

Total liabilities
Common stockholders' equity

Common Shares Outstanding **

September 30,
2005 December 31,
(Unaudited) 2004*
$773,518 $645,184
1,654,036 1,179,210
531,178 374,391
2,958,732 2,198,785
74,788 267,760
91,535 91,665
17,802 16,776
179,958 203,141
1,621,503 623,325
294,275 286,451
60,313 56,165
18,246 15,691
169,627 172,707
112,702 98,753
0 336,584
54,992 0
59,803 59,922
$5,714,276 $4,427,725
$2,557,249 $1,232,337
769,878 751,131
135,541 112,479
211,403 206,250
80,000 80,000
0 15,713
0 136,397
152,920 120,002
3,906,991 2,654,309
1,807,285 1,773,416
$5,714,276 $4,427,725
7,895,189 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 NINE MONTHS ENDED
SEPTEMBER 30, 2005 AND 2004

(dollars in thousands)
(unaudited)

Cash flows from operating activities
Earnings (loss) from continuing operations

Adjustments to reconcile net earnings to net cash provided by operations:

Depreciation and amortization
Net gain on investment transactions
Tax benefit on stock options exercised
Decrease in accounts and notes receivable
(Increase) decrease in other assets
Increase in reinsurance recoverables
Decrease in premium balances receivable
Increase in ceded unearned premium reserves
Increase in deferred acquisition costs
Increase in other liabilities and current taxes
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
Acquisition of insurance companies, net of cash acquired
Net proceeds from sale of subsidiary
Other, net
Net cash used in investing activities
Cash flows from financing activities
Other, net
Net cash provided by financing activities
Net (decrease) increase 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
(46,810) $51,238
17,682 22,605
(97,750) (44,223)
755 1,251
7,100 10,935
(354) 19,536
(975,116) (519,799)
23,183 109,104
(7,824) (53,423)
(4,148) (9,603)
(11,967) (49,996)
18,747 91,140
1,324,912 715,852
295,220 293,379
288,410 344,617
(1,055,598)  (1,161,234)
585,471 844,109
(7,812) (6,007)
(150,043) 64,096
(25,574) (17,742)
201,893 -
(30,619) (26,989)
(482,282) (303,767)
900 1,304
900 1,304
(192,972) 42,154
267,760 213,842
$74,788 $255,996
$1,946 $2,208
$64,214 $106,548



Notes to 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”) and the Quarterly Reports
on Form 10-Q for the quarters ended March 31, 2005 (the “2005 First Quarter Form 10-
Q”) and June 30, 2005 (the “2005 Second Quarter Form 10-Q”) 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

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 and eight 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 25”).

During the third quarters of 2005 and 2004, no stock options to acquire shares of
common stock were granted under the Company’s fixed option plans. The expense
relating to options granted in prior periods was $70,000 in the third quarter of 2005 and
$47,000 in the third quarter of 2004. With respect to its performance-based stock plan, the
Company recognized after-tax compensation expense of $3.7 million in the 2005 third
quarter and $2.5 million in the 2004 third 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 third quarters,
the Company would have recognized after-tax expense of $70,000 in the 2005 third quarter
and $64,000 in the 2004 third quarter. Had the Company applied SFAS 123 to all
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outstanding stock-based awards during the same periods, the Company would have
recognized after-tax expense of $2.7 million in the 2005 third quarter and $2.0 million in
the 2004 third 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 stock-based
payment transactions be recognized in the financial statements, establishes fair value as
the measurement objective in accounting for stock-based payment arrangements and
requires the application of a fair value-based measurement method in accounting for
stock-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. Accordingly, the Company will 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 of SFAS 123 or Revised SFAS 123 had been applied to all
outstanding and unvested awards under all of the Company plans in each period.

For the three months ended For the nine months ended
(dollars in thousands, except Sept. 30, Sept. 30, Sept. 30, Sept. 30,
per share amounts) 2005 2004 2005 2004
Net (loss) earnings, as reported $(92,489) $(47,004) $(216) $63,783
Add: stock-based employee
compensation expense
included in reported net
earnings, net of related tax 3,680 2,534 9,479 6,994
Less: stock-based employee
compensation expense
determined under fair value
method for all stock-based
awards, net of related tax 2,671 1,983 7.401 6.556
Pro forma net (loss) earnings $(91,480) $(46,453) $1.862 64,221
(Loss) earnings per share
Basic - as reported $(11.72) $(6.00) $(0.03) $8.16
Basic - pro forma $(11.59) $(5.93) $0.24 $8.21
Diluted - as reported $(11.72) $(6.00) $(0.03) $8.14
Diluted - pro forma $(11.55) $(5.91) $0.24 $8.18



Emplovee Benefit Plans

The Company has two unfunded noncontributory defined benefit pension plans for
executives and a funded noncontributory defined benefit pension plan for employees.
Under the executive 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 the funded
employee plan, 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 $0.3
million to the funded employee plan in 2005, compared with contributions of $0.5
million in 2004.

The components of net periodic benefit cost for the three and nine months ended
September 30, 2005 and 2004 consisted of the following:

For the three months ended For the nine months ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30,
(dollars in millions) 2005 2004 2005 2004
Net periodic pension cost included the
following expense (income) components:

Service cost-benefits earned $0.3 $0.4 $1.0 $1.1
Interest cost on projected benefit obligation 0.2 02 0.4 0.5
Expected return on plan assets (0.1) {0.1) (0.2) 0.2)
Net amortization 0.3 0.3 0.9 0.9
Settlement loss - 1.1 - 1.1
Net periodic pension cost $0.7 $1.9 $2.1 $34

Comprehensive Income (L.oss)

The Company’s total comprehensive (loss) income for the three months ended
September 30, 2005 and 2004 was $(35.9) million and $(21.1) million, and $25.8 million
and $86.3 million for the nine months ended September 30, 2005 and 2004.
Comprehensive income includes the Company’s net carnings adjusted for changes in
unrealized appreciation (depreciation) of investments, which were $42.8 million and
$24.4 million for the three months ended September 30, 2005 and 2004, and $18.5
million and $24.1 million for the nine months ended September 30, 2005 and 2004, and
cumulative translation adjustments, which were $9.4 million and $1.5 million for the
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three months ended September 30, 2005 and 2004, and $3.2 million and $(1.6) million
for the nine months ended September 30, 2005 and 2004. In addition, during the 2005
third quarter, the Company also reported comprehensive income arising from the sale of
World Minerals Inc. (“World Minerals™) and the termination of its minimum pension
liability of $4.4 million. There was no corresponding amount in the 2004 third quarter or
year to date figures.

Discontinued Operations

Sale of Heads & Threads

On December 31, 2004, the Company completed the merger of its wholly owned
subsidiary Heads & Threads International LLC (“Heads & Threads™) with and into HTI
Acquisition LLC, an acquisition vehicle formed by a private investor group led by Heads
& Threads management and by Capital Partners, Inc. The transaction generated a pre-tax
loss of $1.95 million and an after-tax loss of $1.2 million, and such amounts were
included in the Company’s year-end financial statements. Upon final settlement with the
private investor group, the Company wrote off a receivable in the amount of $1.2 million
pre-tax and $0.8 million after tax during the 2005 second quarter. Such amounts are
included in discontinued operations.

Sale of World Minerals

On July 14, 2005, the Company completed the sale of its world-wide industrial
minerals business, World Minerals, to Imerys USA, Inc. (the “Purchaser™), a wholly owned
subsidiary of Imerys, S.A., pursuant to a Stock Purchase Agreement, dated as of May 19,
2005 by and among Imerys USA, Inc., Imerys, S.A. and the Company (the “Stock
Purchase Agreement”). Under the terms of the Stock Purchase Agreement, the purchase
price was $230.0 million, which was reduced by $13.2 million reflecting contractual
obligations to be paid by the Purchaser after the closing, resulting in an adjusted purchase
price of $216.8 million (the “Adjusted Purchase Price”). $206.8 million of the Adjusted
Purchase Price was paid in cash by the Purchaser to the Company on the closing date, with
the remaining $10.0 million being held by the Purchaser as security for certain
indemnification obligations undertaken by the Company pursuant to the Stock Purchase
Agreement, The $10.0 million holdback will bear interest at the U.S. Treasury 10-year
note rate and is scheduled to be released to the Company (to the extent not applied toward
such indemnification obligations) during the period covering the fifth through the tenth
anniversaries of the closing date. The Company is carrying a receivable in the amount of
$9.1 million on its balance sheet in respect of the holdback, equal to the $10.0 million face
amount less an interest rate discount of $0.9 million. As described in more detail in the
Notes to the Consolidated Financial Statements under “Obligations under Guarantees”
included in the 2005 Second Quarter Form 10-Q, the Company established a $0.6 million
reserve in connection with its indemnification obligations under the Stock Purchase
Agreement during the 2005 second quarter.
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The Company paid legal, accounting and investment banking fees of $4.9 million
in connection with the transaction. The sale of World Minerals produced an after-tax
gain of $14.6 million in the 2005 third quarter. The Company has classified the
operations of World Minerals as a “discontinued operation” in its financial statements for
all periods presented. Historical balance sheet information* relating to World Minerals is
set forth in the following table:

Dec. 31,
(dollars in thousands) 2004
Assets

Short-term investments $4,061
Cash 20,676
Accounts receivable, net 53,771
Inventory 41,521
Property and equipment at cost, net 152,625
Goodwill 50,999
Deferred tax assets 5,810
Other assets 7121
$336,584

Liabilities and Stockholders® Equity
Bank debt $58,258
Other liabilities 59,542
Deferred tax liabilities 18,597
136,397
Common stockholders’ equity 200,187
$336.584

* The balance sheet accounts shown above are before inter-company eliminations made in the preparation
of the Company’s Consolidated Balance Sheets.

At July 14, 2005, the Company’s investment in World Minerals was $182.9
million. Historical information relating to the results of operations of World Minerals is
as follows:

For the three For the nine months ¢nded
July 1to July months ended Sept. 30, Sept. 30,

(dollars in millions) 14, 2005 Sept. 30,2004 2005 2004
Revenues $15.8 $72.9 $156.2 $211.2
Costs and expenses
Salaries, administration and other expenses 1.9 10.3 234 30.2
Cost of mineral and filtration sales 13.3 56.0 130.1 162.4
Interest expense 0.6 0.6 2.2 1.7
Total cost and expenses 158 66.9 155.7 194.3
Earnings before taxes -- 6.0 0.5 16.8
Income taxes 5.9 _ 2.7 11.6 1.3
Net (loss) earnings from discontinued operations $(5.9 $33 LD 9.1
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Prior to the sale, World Minerals produced an after-tax loss on operations of $5.9
million for the period from July 1 to July 14, 2005, and an after-tax loss on operations of
$11.1 million for the nine months ended September 30, 2005. World Minerals was
unprofitable in 2005 primarily due to competitive pricing pressures, rising energy and
other operating costs, a $5.7 million after-tax write-off related to foreign tax credits that
will not be used, $3.9 million for foreign tax expense and a $2.8 million after-tax write-
off related to the termination of a major systems project in connection with the sale of
World Minerals.

Income Taxes

The full year effective tax rate changed during the quarter due to the impact of
catastrophe losses on estimated results. As a result, the effective rate is now projected to
be a benefit of 71.7%. There was no significant change in permanent items such as tax-
exempt interest income, dividend received deduction and state income taxes.

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.
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For the three months ended For the nine months ended

Sept. 30, Sept. 30, Sept. 30, Sept. 30,
(dollars in millions) 2005 2004 2005 2004
Revenues from continuing operations
ATHL insurance group
Net premiums earned
RSUI $133.1 $147.5 $446.8 $449.8
CATA 394 3717 119.2 111.7
Darwin 220 134 _60.7 _30.0
194.5 198.6 626.7 591.5
Interest, dividend and other income 19.7 11.1 48.6 30.7
Net gain on investment transactions _4.6 6.7 _30.4 425
Total insurance group 218.8 216.4 705.7 664.7
Corporate activities
Interest, dividend and other income 5.6 7.4 16.0 15.9
Net gain on investment transactions 453 --- 67.3 1.7
Total $269.7 $223.8 $789.0 $682.3
(Loss) earnings from continuing operations
AIHL insurance group
Underwriting (loss) profit
RSUI $(226.4) $(88.0) $(139.4) $34.0
CATA 4.8 4.5 11.2 2.6)
Darwin _04 _0.2 _ 1.1 (0.3)
(221.2) (92.3) {127.1) 311
Interest, dividend and other income 19.7 11.1 48.6 30.8
Net gain on investment transactions 4.6 6.7 304 42,5
Other expenses {8.6) (7.0) (23.2) (20.0)
Total insurance group (206.5) (81.5) (71.3) 84.4
Corporate activities
Interest, dividend and other income 5.6 74 16.0 15.9
Net gain on investment transactions 453 - 67.3 1.7
Other expenses (11.8) {11.0) (33.0) (31.6)
Interest expense (0.9} (0.6) (2.5) 1.7
Corporate activities _38.2 (4.2) 47.8 (15.7)
Total (168.3) (85.7) {23.5) 68.7
Income taxes 63.3 (35.0) {16.7) 17.5
(Loss) earnings from continuing operations $(105.0) 3507 $(6.8) $51.2
Sept. 30, Dec. 31,
2005 2004
Identifiable assets
AIHL Insurance group $4,732.7 $3,388.7
Corporate activities 981.6 1.039.0
Total $5.714.3 $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.
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Property and casualty insurance operations are the Company’s primary business,
conducted by Alleghany Insurance Holdings LLC (“AIHL”) and its subsidiaries RSUI
Group, Inc. (“RSUI™), Capitol Transamerica Corporation (“CATA”) and Darwin
Professional Underwriters, Inc. (“Darwin’). The primary components of “corporate
activities” are Alleghany Properties LLC and corporate activities at the parent level.

Reinsurance

At September 30, 2005, ATHL’s operating units had reinsurance recoverables of
$1.62 billion on gross loss and loss adjustment expense (“LAE”) reserves of $2.56
billion, compared with reinsurance recoverables of $623.3 million on gross loss and LAE
reserves of $1.23 billion at December 31, 2004, Although reinsurance makes a reinsurer
liable to the applicable AIHL operating unit, to the extent risk is transferred or ceded to
the reinsurer, it does not relieve the ATHL operating unit of its liability to its
policyholders. Accordingly, AIHL’s operating units bear risk with respect to their
reinsurers to the extent they do not pay claims made by such operating units on a timely
basis or do not pay some or all of these claims. Therefore, the financial strength of their
reinsurers is important. Approximately 96.9% percent, or $1.57 billion, of ATHL’s
reinsurance recoverables balance at September 30, 2005 was due from reinsurance
companies having financial strength ratings of A or higher (at September 30, 2005) by
A M. Best Company, Inc., an independent organization that analyzes the insurance
industry. AIHL’s operating units had no allowance for uncollectible reinsurance as of
September 30, 2005.

During the 2005 third quarter, Darwin modified on a prospective basis its excess
of loss reinsurance program for directors and officers liability and errors and omissions
liability, which provides excess of loss coverage on a swing rated basis (whereby
premium will vary, within a range, depending on profitability of the underlying premium
subject to the policy) for losses up to $3.0 million in excess of $2.0 million, to include
technology errors and omissions liability policies. A second excess cession layer on such
reinsurance program provides coverage for losses up to $5.0 million in excess of $5.0
million, with Darwin having a 15% co-participation on such losses. In addition, Darwin
purchased excess of loss coverage for managed care errors and omissions liability
exposures for losses up to $10.0 million in excess of $10.0 million, with Darwin having a
10% co-participation on such losses. Finally, Darwin entered into a quota share
reinsurance agreement to cede 75.0% of its premium and corresponding loss exposure on
a pro rata basis on certain of its business produced through its i-bind distribution
platform.

Loss and I.oss Adjustment Expenses

At September 30, 2005, the Company had gross loss and LAE reserves of $2.56
billion and net loss and LAE reserves of $1.0 billion, compared with gross loss and LAE
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reserves of $1.23 billion and net loss and LAE reserves of $640.9 million at December
31, 2004. Gross and net loss and LAE reserves increased at September 30, 2005 from
December 31, 2004, primarily reflecting increases in property and casualty loss and LAE
reserves. With respect to property lines of business, the increase in gross and net loss and
LAE reserves reflects the impact of the 2005 third quarter hurricanes, partially offset by
amounts paid during the first nine months of 2005 with respect to 2004 third quarter
catastrophe losses. The 2005 third quarter hurricanes added $1.3 billion to gross property
loss and LAE reserves and $256.8 million to net property loss and LAE reserves at
September 30, 2005. The increase in gross and net loss and LAE reserves for casualty
lines of business {which include, among others, excess and umbrella liability, directors
and officers’ liability, professional liability, general liability and workers’ compensation)
primarily reflects increased net earned premiums for general liability, umbrella and
professional liability exposures and limited paid loss activity for the current and prior
casualty accident years.

Contingencies

The Company’s subsidiaries are parties to pending claims and litigation in the
ordinary course of their businesses. Each such subsidiary makes provisions on its books
in accordance with generally accepted accounting principles for estimated losses to be
incurred as a result of such claims and litigation, including related legal costs. In the
opinion of management, such provisions are adequate as of September 30, 2005.

Subsequent Events

On November 4, 2005, the Company made an investment of approximately $150
million, comprised of cash and marketable securities, in RSUI Group, Inc.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANAL YSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

The following discussion and analysis presents a review of the Company and its
subsidiaries for the three and nine months ended September 30, 2005 and 2004. This
review should be read in conjunction with the consolidated financial statements and
other data presented herein as well as Management’s Discussion and Analysis of
Financial Condition and Results of Operation contained in the Company’s 2004
Form 10-K, 2005 First Quarter Form 10-Q and 2005 Second Quarter Form 10-Q.

The Company reported a net loss from continuing operations in the third quarter of
2005 of $105.0 million, compared with a net loss from continuing operations of $50.7
million in the 2004 third quarter. The Company’s 2005 third quarter results reflect
$162.8 million of after-tax (after-tax amounts throughout reflect tax at the federal income
tax rate) catastrophe losses, net of reinsurance, and $17.0 million of reinsurance
reinstatement premiums at its RSUI operating unit due to the impact of Hurricanes
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