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PART 1. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

ALLEGHANY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS
AND COMPREHENSIVE INCOME
FOR THE THREE MONTHS ENDED
SEPTEMBER 30, 2006 AND 2005
{dollars in thousands, except share and per share amounts)

(unaudited)
Restated
2005
2006 ({see note 1)
Revenues
Net premiums earned $262,509 $194,489
Net investment income 40,050 22,244
Net realized capital (losses) gains (451) 49,906
Cther Income 257 1,250
Total revenues 302,405 267,929
Costs and expenses
Loss and loss adjustment expenses 126,053 360,038
Commissions, brokerage and other underwriting expenses 64,945 55,738
Cther operating expenses 12,344 8,319
Corporate administration 11,610 11,237
Interest expense 1,369 877
Total costs and expenses 216,321 436,209
Eamnings (loss) from continuing operations, before
Income taxes and minority interest 86,084 (168,280)
Income taxes 30,885 {67,520}
Earnings (loss) from continuing cperations before minarity interest 55,199 (100,760}
Minority interest, net of tax 1,802 -
Earnings (loss) from continuing operations 53,397 {100,760)
Discontinued operations
Operations - 13,659
Income taxes - 5,388
Earnings from discontinued operations, net of tax - 8,271
Net earnings (loss) $53,397 (492,489}
Changes in other comprehensive income
Change in unrealized gains, net of tax 427 75,482
Less: reclassification for gains realized in net earnings
(net of tax) 293 (32,438)
Other 1,543 14,768
Comprehensive income (loss) $55,660 {$34.677)
Net earnings (loss) $53,397 ($92,489)
Preferred dividends 4,357 -
Net earnings available to common stockholders $49,040 ($92 489)
Basic earnings (loss) per share of common stock **
Continuing operations $6.17 ($12.52)
Discontinued operations - 1.03
$6.17 {$11.49)

Diluted eamings (loss) per share of common stock **
Continuing operations $5.93 ($12.52)
Discontinued operations - 1.03
$5.93 ($11.49)

Dividends per share of common stock - * *

*  In February 2006 and March 2005, 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 February 2006.

See accompanying Notes to Unaudited Consolidated Financial Statements.



ALLEGHANY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS
AND COMPREHENSIVE INCOME
FOR THE NINE MONTHS ENDED
SEPTEMBER 30, 2006 AND 2005
{dollars in thousands, except share and per share amounts)

{unaudited)
2006 2005
Revenues
Net premiums eamed $739,803 $626,695
Net investment Income 101,731 56,928
Net realized capital gains 17,415 57,750
Cther income 25,897 7,686
Total revenues 884,846 789,059
Costs and expenses
Loss and loss adjustment expenses 371,744 589,620
Commissions, brokerage and other underwriting expenses 182,519 164,160
Other operating expenses 34,864 25,550
Corporate administration 29,594 30,703
Interest expense 4,275 2,542
Total costs and expenses 622,996 812575
Earnings (loss)} from continuing operations, before
income taxes and minority interest 261,850 (23,516)
Income taxes 73,078 {16,706)
Earnings (loss) from continuing operations before minority interest 188,772 {6,810)
Minority interest, net of tax 2,969 -
Earnings (less) from continuing operations 185,803 {(6,810)
Discentinued operations
Operations - 13,006
Income taxes - 6,412
Earnings from discontinued operations, net of tax - 6,594
Net earnings (loss) £185,803 ($216)
Changes in other comprehensive income
Change in unrealized galns, net of tax 21,822 82,283
Less: reclassification for gains realized in net earnings
(net of tax) (11,320} (63,537)
Other 1,862 9,945
Comprehensive income $198,167 $28 475
Net earnings (loss) $185,803 ($216)
Preferred dividends 4,688 -
Net earnings available to common stockholders $181,115 ($216)
Basic earnings (loss) per share of common stock **
Continuing operations $22.69 ($0.85)
Discontinued operations - 0.2
$22.69 ($0.03)
Diluted earnings (loss) per share of common stock **
Continuing operations $22.22 ($0.85)
Discontinued operations - 0.82
$22.22 {$0.03)

Dividends per share of common stock

*

*

*  In February 2006 and March 2005, 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 February 2006.

See accompanylng Notes to Unaudited Consolldated Financial Statements.



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

September 30,
2006 December 31,
(unaudited) 2005
Assets
Available for sale securities at fair value:
Equity securities (cost: 2006 $385,649; 2005 $384,890) $799,484 $796,192
Debt securities (amortized cost: 2006 $2,468,933; 2005 $1,607,948) 2,462,572 1,589,371
Short-term investments 677,436 738,846
3,939,492 3,124,409
Other invested assets 11,477 10,876
Total investments 3,950,969 3,135,285
Cash 71,095 47,457
Notes receivable 91,589 91,535
Premium balances receivable 197,724 223,378
Reinsurance recoverables 1,213,069 1,642,199
Ceded unearned premium reserves 366,001 314,472
Deferred acquisition costs 80,353 62,161
Property and equipment at cost, net of
accumulated depreciation and amortization 18,106 19,708
Goodwill and other intangibles, net of amortization 161,573 167,506
Other assets 79,443 74,196
Current taxes receivable - 18,310
$6,229,922 $5,796,207
Liabilities and Stockholders' Equity
Losses and loss adjustment expenses $2,339,892 $2,581,041
Unearned premiums 936,557 812,982
Reinsurance payable 131,518 181,693
Net deferred tax liabilities 65,374 95,988
Subsidiaries' debt 80,000 80,000
Current taxes payable 34,053 -
Minority interest 71,716 -
Other liabilities 226,285 176,176
Total liabilities 3,885,395 3,927,880
Preferred stock (shares authorized: 2006 - 1,132,000; 2005 - none;
issued and outstanding 2006 - 1,132,000; 2005 - none) 299,527 -
Common stock
Common stock (shares authorized: 2006 and
2005 - 22,000,000; issued and outstanding
2006 - 7,952,637; 2005 - 8,062,977) 7,953 7,905
Contributed capital 627,202 599,617
Accumulated other comprehensive income 258,307 245,944
Retained earnings 1,151,538 1,014,861
Total stockholders' equity 2,344,527 1,868,327
$6,229,922 $5,796,207
Common Shares Qutstanding * 7,952,637 8,062,977

* Adjusted to reflect the common stock dividend declared in February 2006.

See accompanying Notes to Unaudited Consolidated Financial Statements.



ALLEGHANY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED

SEPTEMBER 30, 2006 AND 2005
(doliars in thousands)

{unaudited)
Revised
2005
2006 {see Note 1)
Cash flows from operating activities
Net earnings $185,803 ($216)
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization 6,370 17,682
Realized capital gains (17,415) (97,750)
{Increase) decrease in other assets (27,654) 6,746
Decrease (increase) in reinsurance receivable, net of reinsurance payables 378,955 (975,116}
Decrease in premium balances receivable 25,654 23,183
(Increase) in ceded unearned premium reserves (51,529) (7,824)
Decrease in deferred acquisition costs (18,192) (4,148)
{Decrease) increase in other liabilities and current taxes 93,464 (11,967)
Increase in unearned premiums 123,575 18,747
(Decrease) increase in losses and loss adjustment expenses (241,149} 1,324,912
Discontinued cperations 0 11,484
Net adjustments 272,079 305,949
Net cash provided by operating activities 457,882 305,733
Cash flows from investing activities
Purchase of investments (1,282,761)  (1,055,598)
Sales of investments 252,461 352,384
Maturities of investments 220,814 233,087
Purchases of property and equipment (2,971) (7.812)
Net change In short-term investments 77,205 26,058
Acquisition of insurance companies, net of cash acquired (214) (25,574)
Discontinued operations 0 4,908
Net proceeds from sale of subsidiary 0 201,893
Other, net (34,524) (30,619)
Net cash used in investing activities (769,990) {301,273}
Cash flows from financing activities
Proceeds from issuance of convertible preferred stock, net of issuance costs 290,422 0
Proceeds from issuance of subsidiary common stock, net of issuance costs 86,288 0
Treasury stock acquisitions (39,186) |
Discontinued operations 0 8,991
Tax benefit on stock options exercised 970 0
Convertible preferred stock dividends paid (4,036) 0
Other, net 1,288 1,655
Net cash provided by financing activities 335,746 10,646
Cash flows of discontinued operations
Operating activities 0 (386)
Investing activities 0 (22,600)
Financing activities 0 (8,991)
Net cash used in by discontinued operations 0 (31,977)
Net increase (decrease) in cash 23,638 (16,871}
Cash at beginning of period 47,457 73,545
Cash at end of period $71,095 $56,674
Supplemental disclosures of cash flow information
Cash paid during the period for:
Interest $3,286 $1,946
Income taxes $60,296 $64,214

See accompanying Notes to Unaudited Consolidated Financial Statements.



NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

1. Principles of Financial Statement Presentation

This report should be read in conjunction with the Annual Report on Form 10-K for the year
ended December 31, 2005 (the “2005 10-K™), and the Quarterly Reports on Form 10-Q for the
quarter and six months ended March 31, 2006 and June 30, 2006, respectively, 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.

The accompanying consolidated financial statements include the results of the Company and its
wholly-owned and majority-owned subsidiaries and have been prepared in accordance with
accounting principles generally accepted in the United States of America (“GAAP”). All
significant inter-company balances and transactions have been eliminated in consolidation.

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements, as well as the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from such reported results to the extent that GAAP-required
management estimates and assumptions prove to be inaccurate.

Certain prior year amounts have been reclassified to conform to the 2006 presentation.
Commencing with the 2005 fourth quarter, the Company has separately disclosed the operating,
investing and financing portions of the cash flows attributable to its discontinued operations in
the consolidated statements of cash flows, which in prior periods were excluded from such
statements. In addition, as noted in Note 18 to the Consolidated Financial Statements contained
in the 2005 10-K, quarterly results for September 30, 2005 have been restated to correctly
account for a $4.2 million increase in deferred tax valuation allowance which had been
established at June 30, 2005, and was subsequently reversed at September 30, 2005. The $4.2
million benefit is now properly reflected as part of continuing operations, rather than
discontinued operations. This restatement did not have any effect on the Company’s net
earnings or financial position for any period during 2005, nor for the year-to-date results from
continuing or discontinued operations.

2. Share-Based Compensation Plans

(@) Basis of Accounting — In December 2004, the Financial Accounting Standards Board
(“FASB”) issued Statement 123 (revised), “Share-Based Payment” (“SFAS 123R”). SFAS 123R
requires that the cost resulting from all share-based compensation transactions be recognized in
the financial statements, establishes fair value as the measurement objective in accounting for
share-based compensation arrangements and requires the application of a fair value based
measurement method in accounting for share-based compensation transactions with employees.
SFAS 123R was adopted by the Company for awards made or modified on or after January 1,
2006.



Prior to SFAS 123R, the Company followed Statement of Financial Accounting Standards No.
123, “Accounting for Stock-Based Compensation™ (“SFAS 123™). SFAS 123 established
accounting and reporting standards for share-based employee compensation plans and allowed
companies to choose between the “fair value based method of accounting” as defined in SFAS
123 and the “intrinsic value based method of accounting” as prescribed by Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”). The Company
had elected to continue to follow the “intrinsic value based method of accounting” for awards
granted prior to 2003, and accordingly, no expense was recognized for share-based awards.
Effective January 1, 2003, the Company adopted the “fair value based method of accounting” of
SFAS 123, and used the prospective transition method for share-based awards granted after
January 1, 2003. The fair value based method under SFAS 123 is similar to that employed under
SFAS 123R. The adoption of SFAS 123R on the Company’s consolidated financial results and
financial condition was immaterial.

The fair value of each option grant by the Company 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 ranges of 17.8 percent to 19.0 percent; risk-free
interest rates ranging from 3.21 percent to 5.15 percent and expected lives of up to eight (8)
years. As of September 30, 2006, the Company accounted for all outstanding share-based awards
under the fair value based method of accounting.

(b) General — As of September 30, 2006, the Company had share-based payment plans for
parent-level employees and directors. As described in more detail below, parent-level share-
based payments to current employees consist only of restricted stock awards and performance
share awards, and no stock options. Parent-level share-based payments to non-employee
directors consist of annual awards of stock options and restricted stock. In addition, as of
September 30, 2006, RSUI Group, Inc. (“RSUI"") and Darwin Professional Underwriters, Inc.
(“Darwin”) had their own share-based payment plans, which are described below.

Amounts recognized as compensation expense in the consolidated statements of earnings and
comprehensive income with respect to share-based awards under plans for parent-level
employees and directors were $5.2 million and $5.7 million for the three months ended
September 30, 2006, and 2005, respectively, and $9.4 million and $14.6 million for the nine
months ended September 30, 2006, and 2005, respectively. The amount of related income tax
benefit recognized as income in the consolidated statements of earnings and comprehensive
income with respect to these plans was $1.8 million and $2.0 million for the three months ended
September 30, 2006, and 2005, respectively, and $3.3 million and $5.1 million for the nine
months ended September 30, 2006, and 2005, respectively. For the first nine months of 2006
and 2005, $6.0 million and $6.6 million of common stock, par value $1.00 per share, of the
Company (“Common Stock™), at fair market value, respectively, and $3.5 and $6.8 million of
cash, respectively, was paid by the Company under plans for parent-level employees and
directors. As noted above, as of September 30, 2006, all outstanding awards were accounted for
under the fair value based method of accounting. However, under the prospective transition
method, not all outstanding awards were accounted for under the fair value based method of
accounting as of September 30, 2005. The table below illustrates the effect for the three and nine
months ended September 30, 2005 had the fair value method been adopted with respect to all
outstanding and unvested awards under all plans for parent-level employees and directors (in
thousands, except per share data):

-6-



Three months ended Nine months ended
September 30, 2005 September 30, 2005

Net loss, as reported $(92,489) $(216)

Add: share-based employee compensation
expense included in reported net earnings,
net of related tax 3,680 9,479

Less: share-based compensation expense

determined exclusively under the fair

value method, net of related tax 2.671 7,401
Pro forma net (loss) earnings $(91.480) $1.862
Basic loss per share, as reported $(11.49) $(0.03)
Pro forma basic (loss) earnings per share $(11.36) $ 023
Diluted earnings (loss) per share, as reported $(11.49) $(0.03)
Pro forma diluted (loss) eamings per share $(11.32) $ 0.23

The Company does not have an established policy or practice of repurchasing shares of its
Common Stock in the open market for the purpose of delivering Common Stock upon the
exercise of stock options. The Company issues authorized but not outstanding shares of
Common Stock to settle option exercises in those instances where the number of shares it has
repurchased are not sufficient to settle an option exercise.

(¢) Stock Option Plans — The Company provides, through its Amended and Restated Directors’
Stock Option Plan (under which options were granted through May 1999) and its 2000 Directors
Stock Option Plan (which terminated on December 31, 2004), for the automatic grant of non-
qualified options to purchase 1,000 shares of Common Stock in each year after 1987 to each
non-employee director. In addition, the Company’s 2005 Directors’ Stock Plan (the “2005
Plan”) provides for the automatic grant of nonqualified options to purchase 500 shares of
Common Stock, as well as 250 shares of restricted Common Stock, to each non-employee
director. In 2006 and 2005, the Company awarded a total of 2,000 restricted shares and 1,785
restricted shares, respectively, which vest over a one-year period.

*

In addition, the Company has options outstanding under certain subsidiary stock option plans.
These plans consist of: (i) the Subsidiary Directors’ Stock Option Plan (the “Subsidiary Option
Plan™); and (i1) the Underwriters Re Group, Inc. 1997 Stock Option Plan (the “URG 1997 Plan™).
Under the Subsidiary Option Plan, non-employee directors of the Company’s subsidiaries were
eligible to receive grants of nonqualified stock options for Common Stock from the Company.
The Subsidiary Option Plan expired on July 31, 2003. Under the URG 1997 Plan, options to
purchase Common Stock were granted to certain members of URG management in exchange for
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options to purchase shares of URG. No shares of Common Stock remain available for future
option grants under the URG 1997 Plan.

The amount of options outstanding and exercisable with respect to all of the above stock option
plans as of September 30, 2006 and 2005 was 89,000 and 107,000, respectively. In addition,
such options had:

- aweighted average grant price of $175.00 per share and $160.00 per share as of
September 30, 2006 and 2005, respectively;

- a weighted average remaining term of 3.9 years and 4.0 years, as of September 30,
2006 and 2005 respectively;

- an intrinsic value (i.e., exercise price) of $15.6 million and $17.0 million as of
September 30, 2006 and 2003, respectively.

The intrinsic value of stock options exercised during the nine months ended September 30, 2006
and 2005 were $1.3 million and $1.0 million, respectively. The number of non-vested options
outstanding as of September 30, 2006 was 13,000, with a total average grant date fair value of
$2.7 million.

(d) Alleghany 2002 Long Term Incentive Plan — The Company provides through its 2002 Long-
Term Incentive Plan (the “2002 LTIP”) incentive compensation to management employees of the
type commonly known as restricted shares, stock appreciation rights, performance shares and
performance units, as well as other types of incentive compensation. Awards may include, but
are not limited to, cash and/or shares of Common Stock, rights to receive cash and/or shares of
Common Stock, and options to purchase shares of Common Stock including options intended to
qualify as incentive stock options under the Internal Revenue Code and options not intended to
so qualify. Under the 2002 LTIP, the following types of awards are outstanding:

(i) Performance Share Awards — Participants are entitled, at the end of a four-year award
period, to a maximum amount equal to the value of one and one-half shares of Common
Stock for each performance share issued to them based on market value on the payment
date. In general, performance share payouts will be made in cash to the extent of
minimum statutory withholding requirements in respect of an award, with the balance in
Common Stock. Payouts are made provided defined levels of performance are achieved.
As of September 30, 2006, 87,192 performance shares were outstanding. Expense is
recognized over the performance period on a pro rata basis.

(ii) Restricted Share Awards — The Company has awarded to certain management
employees restricted shares of Common Stock. These awards entitle the participants to a
specified maximum amount equal to the value of one share of Common Stock for each
restricted share issued to them based on the market value on the payment date. In
virtually all instances, payouts are made provided defined levels of performance are
achieved. As of September 30, 2006, 65,243 restricted shares were outstanding, of which
2,000 were granted in 2006, 30,770 were granted in 2004 and 32,473 were granted in
2003. The expense is recognized ratably over the performance period, which can be
extended under certain circumstances. The 2004 and 2003 awards are expected to vest
over four (4) years. In addition, as of September 30, 2006, 21,224 restricted stock units
were outstanding.



(e) RSUI Restricted Share Plan — RSUI has a Restricted Stock Unit Plan (the “RSUI Plan”) for
the purpose of providing equity-like incentives to key employees. Under the RSUI Plan,
restricted stock units (“units™) are issued. Additional units, defined as the “Deferred Equity
Pool,” may be created in the future if certain financial performance measures are met. Units may
only be settled in cash. The fair value of each unit is calculated as stockholder’s equity of RSUI,
adjusted for certain capital transactions and accumulated compensation expense recognized
under the RSUI Plan, divided by the sum of RSUI common stock outstanding and the original
units available under the RSUT Plan. The units vest on the fourth anniversary of the date of grant
and contain certain restrictions, relating to, among other things, forfeiture in the event of
termination of employment and transferability. For the three months ended September 30, 2006
and 2005, RSUI recorded $9.6 million and $5.0 million, respectively, in compensation expense
related to the RSUI Plan. For the nine months ended September 30, 2006 and 2005, $24.6
million and $15.1 million, respectively, of compensation expense was recorded. During the same
periods, a deferred tax benefit of $3.3 million, $1.8 million, $8.6 million and $5.3 million,
respectively, related to the compensation expense was recorded.

(f) Darwin Share Plans — Darwin has four share-based payment plans for employees and non-
employee directors. The 2003 Restricted Stock Plan (as amended November 2005), and the _
2006 Stock Incentive Plan apply to key employees. The 2006 Employees’ Restricted Stock Plan
applies to all employees, except certain key employees, at the time of Darwin’s initial public
offering. Finally, the Unit Plan for Non-employee Directors applies to non-employee directors.
Collectively, the shares issued under these plans had a nominal fair value at the date of grant, and
consequently, resulted in increases in compensation expense.

Under the 2003 Restricted Stock Plan (the most significant of these plans), Darwin reserved
1,650,000 of its authorized common shares (approximating 10 percent of all shares currently
outstanding). These restricted stock awards generally vest at a rate of 50 percent on each of the
third and fourth anniversaries of the grant date, contingent on the continued employment of the
grantee at Darwin.

3. Discontinued Operations

As more fully described in Note 2 to the Consolidated Financial Statements contained in the
2005 10-K, the Company sold World Minerals, Inc. (“World Minerals™), its worldwide industrial
minerals business, on July 14, 2005. The sale of World Minerals produced an after-tax gain of
$18.6 million in the third quarter of 2005. The Company has classified the operations of World
Minerals as a “discontinued operation™ in its financial statements.

4. Earnings Per Share

The following is a reconciliation of the income and share data used in the basic and diluted
earnings per share computations for the three and nine months ended September 30, 2006 and
2005 (in thousands, except share amounts):



Three months ended September 30, Nine months ended September 30,

2006 2005 2006 2005
Net earnings (loss) $53,397 $(92,489) $185,803 $(216)
Preferred dividends 4357 -- 4,688 -
Income available to
common stockholders for basic
earnings per share 49,040 (92,489) 181,115 (216)
Preferred dividends 4,357 -- 4,688 -
Effect of other dilutive securities 13 -- 391 -

Income available to
common stockholders for
diluted earnings per share $53.410 $(92,489) $186,194 $(216)

Weighted average shares
outstanding applicable to

basic earnings per share 7,952,052 8,050,516 7,983,690 8,038,743
Preferred stock 1,049,446 -- 377,023 --
Effect of other dilutive securities 241 - 19,379 --

Adjusted weighted average
shares outstanding
applicable to diluted
earnings per share 9,001,739 8,050,516 8,380,092 8,038,743

Contingently issuable shares of 84,389 and 80,556 were potentially available during 2006 and
2005, respectively, but were not included in the computations of diluted earnings per share
because the impact was anti-dilutive to the earnings per share calculation.

Quarterly earnings per share amounts may not equal year-to-date amounts due to rounding.
5. Commitments and Contingencies

{a) Leases — The Company leases certain facilities, furniture and equipment under long-term
lease agreements.

(b) Litigation — The Company’s subsidiaries are parties to pending litigation and claims in
connection with the ordinary course of their businesses. Each such subsidiary makes provisions
for estimated losses to be incurred in such litigation and claims, including legal costs. In the
opinion of management, such provisions are adequate.

(c) Asbestos and Environmental Exposure — Alleghany Insurance Holdings LLC’s (“AIHL”)
reserve for unpaid losses and loss adjustment expenses includes $24.9 million of gross reserves
and $24.9 million of net reserves at September 30, 2006 for various liability coverages related to
asbestos and environmental impairment claims that arose from reinsurance assumed by a
subsidiary of Capitol Transamerica Corporation (“CATA”) between 1969 and 1976. This
subsidiary exited this business in 1976. Reserves for asbestos and environmental impairment
claims cannot be estimated with traditional loss reserving techniques because of uncertainties
that are greater than those associated with other types of claims. Factors contributing to those
uncertainties include a lack of historical data, the significant periods of time that often elapse
between the occurrence of an insured loss and the reporting of that loss to the ceding company
and the reinsurer, uncertainty as to the number and identity of insureds with potential exposure to
such risks, unresolved legal issues regarding policy coverage, and the extent and timing of any
such contractual liability. Loss reserve estimates for such environmental and asbestos exposures
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include case reserves, which also reflect reserves for legal and other loss adjustment expenses
and for claims incurred but not reported (“IBNR”) reserves. IBNR reserves are determined based
upon historic general liability exposure base and policy language, previous environmental loss
experience and the assessment of current trends in environmental law, environmental cleanup
costs, asbestos liability law and judicial determinations and legal settlements of asbestos
liabilities.

For both asbestos and environmental reinsurance claims, CATA establishes case reserves by
receiving case reserve amounts from its ceding companies, and verifying these amounts against
reinsurance contract terms, analyzing from the first dollar of loss incurred by the primary insurer.
In establishing the liability for claims for asbestos related liability and for environmental
impairment claims, management considers facts currently known and the current state of the law
and coverage litigation. Additionally, ceding companies often report potential losses ona
precautionary basis to protect their rights under the reinsurance arrangement, which generally
calls for prompt notice to the reinsurer, Ceding companies, at the time they report such potential
losses, advise CATA of the ceding companies’ current estimate of the extent of such loss.
CATA'’s claims department reviews each of the precautionary claims notices and, based upon
current information, assesses the likelihood of loss to CATA. Such assessment is one of the
factors used in determining the adequacy of the recorded asbestos and environmental reserves.

(d) Indemnification Obligations — 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 the Purchaser, Imerys, S.A. and the Company (the “Stock Purchase
Agreement”™). Pursuant to the Stock Purchase Agreement, the Company undertook certain
indemnification obligations, including a general indemnification for breaches of representations
and warranties set forth in the Stock Purchase Agreement (the “Contract Indemnification) and a
special indemnification (the “Products Liability Indemnification™) related to products liability
claims arising from events that occurred during pre-closing periods, including the period of
Company ownership (the “Alleghany Period™).

The representations and warranties to which the Contract Indemnification applies survive for a
two-year period (with the exception of certain representations and warranties such as those
related to environmental, real estate and tax matters, which survive for periods longer than two
years) and generally, except for tax and certain other matters, apply only to aggregate losses in
excess of $2.5 million, up to a maximum of approximately $123.0 million. The Stock Purchase
Agreement provides that the Company has no responsibility for products liability claims arising
in respect of events occurring after the closing, and that any products liability claims involving
both pre-closing and post-closing periods will be apportioned on an equitable basis. Further
information concerning the Contract Indemnification and Products Liability Indemnification can
be found in Note 14 to the Consolidated Financial Statements contained in the 2005 10-K.

Based on the Company’s experience to date and other analyses, the Company established a
$600,000 reserve in connection with the Products Liability Indemnification for the Alleghany
Period. The reserve was $540,000 at September 30, 2006.

(e) Equity Holdings — The Company invests a portion of its investment portfolio in equity
securities which are subject to fluctuations in market value. As of September 30, 2006, the
Company’s equity portfolic had an investment concentration in the common stock of Burlington
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