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EXCHANGE OFFER FOR

Royal � Sun Alliance Insurance Group plc

$500�000�000

8�95% Subordinated Guaranteed Bonds due October 15� 2029

Irrevocably and Unconditionally

Guaranteed on a Subordinated Basis by

Royal � Sun Alliance Insurance plc

TERMS OF THE EXCHANGE OFFER

We are offering to exchange your original 8.95% Subordinated Guaranteed Bonds due October 15,
2029 for new 8.95% Subordinated Guaranteed Bonds due October 15, 2029.

� If you decide to participate in the exchange offer, the exchange bonds will be issued to you in
the same principal amount as your original bonds. The exchange bonds will have substantially
the same terms as your original bonds, except that the exchange bonds will be registered and
will be able to be resold without complying with the registration requirements of the
Securities Act of 1933. Any original bonds not exchanged will continue to have restrictions
on their transfer.

� There is no existing public market for your original bonds, and we do not intend to apply for
their listing on any securities exchange other than the London Stock Exchange.

� Your original bonds can be traded in the PORTAL market.

� We will exchange all of the original bonds that you validly tender and do not withdraw.

� You may withdraw tenders of your original bonds at any time before the expiration of the
exchange offer.

� The exchange offer expires at 5:00 p.m., New York City time, on November 8, 2000, unless
we extend the offer.

� We will not receive any proceeds from the exchange offer.

� The exchange of your original bonds into exchange bonds will not be a taxable exchange for
U.S. federal income tax purposes.

Neither the Securities and Exchange Commission nor any state securities commission has
approved the exchange bonds or determined that this prospectus is accurate or complete. Any
representation to the contrary is a criminal offense.

This investment involves risks. We urge you to read the ‘‘Risk Factors’’ section of this
prospectus beginning on page 19 which describes specific risks associated with the exchange offer.

The date of this prospectus is October 12, 2000.
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You should rely only on the information contained in this prospectus or to which we have
referred you. We have not authorized anyone to provide you with information that is different. This
prospectus may only be used where it is legal to participate in the exchange offer. The information in this
prospectus may only be accurate on the date of this prospectus.

In this prospectus, unless the context otherwise requires, ‘‘Royal & SunAlliance,’’ ‘‘Group,’’ ‘‘we,’’
‘‘us’’ and ‘‘our’’ refer to Royal & Sun Alliance Insurance Group plc and its consolidated subsidiaries. Please
refer to the glossary beginning on page G-1 for definitions of selected insurance terms.

This prospectus incorporates important business and financial information about Royal & Sun
Alliance Insurance Group plc and Royal & Sun Alliance Insurance plc that is not included in or
delivered with this prospectus. We will provide these documents without charge to each person to whom
this prospectus is delivered upon the written or oral request of such person to: Company Secretary,
Royal & Sun Alliance Insurance Group plc, 30 Berkeley Square, London W1J 6EW, telephone: 44-20-
7636-3450. In order to ensure timely delivery of documents, any request should be made no less than five
days prior to the expiration of the exchange offer.
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WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement with the Securities and Exchange Commission under the
Securities Act of 1933. This registration statement covers the bonds that we will issue to you if you exchange
your original bonds for exchange bonds in this exchange offer. This prospectus, which is a part of the
registration statement, does not contain all of the information included in the registration statement and you
should refer to the registration statement and its exhibits to read the additional information not included in this
prospectus. This prospectus is a summary of information and any statements made in this prospectus as to the
contents of any contract, agreement or other document are not necessarily complete. If we have filed such
contract, agreement or other document as an exhibit to the registration statement, we urge you to read the
exhibit carefully for a more complete understanding of the document or the matter involved. We qualify all of
our statements by reference to the complete documents. The registration statement and its exhibits and
schedules, together with other reports and materials we file with the Commission, may be read at no cost to you
and copied at the public reference section of the Commission at Room 1024, 450 Fifth Street, N.W.,
Washington, D.C. 20549. You may call the Commission at 1-800-SEC-0330 for further information on its
public reference room.

We will furnish to holders of the original bonds and the exchange bonds, upon request, annual reports
on Form 20-F, which will include a description of our business and annual audited consolidated financial
statements, and interim reports, which will include unaudited interim consolidated financial information. These
financial statements and financial information will be prepared in conformity with U.K. GAAP and the annual
financial statements will contain a reconciliation of consolidated net income and consolidated shareholders’
equity to U.S. GAAP.
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SUMMARY

This summary highlights information contained elsewhere in this prospectus. This summary does not
contain all the information that you should consider before making your decision to participate in the exchange
offer. You should read the entire prospectus carefully, especially the risks discussed under ‘‘Risk Factors’’
beginning on page 19. Unless we indicate otherwise, we have translated British pound amounts into U.S.
dollars at the rate of £1.00 per $1.51, the noon buying rate as certified by the Federal Reserve Bank of New
York on June 30, 2000.

Royal & Sun Alliance Insurance Group plc

General

We are one of the world’s leading global insurers. We have operations in over 50 countries and cover
risks in over 130 countries, thus possessing one of the few truly global networks in the industry. We offer a broad
range of property and casualty insurance, life insurance, asset accumulation products (such as pension products,
annuities and mutual funds) and related services (such as risk management and claims administration) to both
businesses and individuals. Because our primary focus is on customers rather than products, we sell our products
and services through multiple distribution channels, reaching the consumer the way the consumer chooses to trade.
Our business is geographically diverse with operations in Europe, the Americas and Asia Pacific.

For 1999 we reported:

� property and casualty net premiums written (gross premiums written less premiums reinsured)
of £7,159 million, or $10,810 million;

� life and asset accumulation net premiums written of £3,284 million, or $4,959 million;

� total investments of £49,291 million, or $74,429 million; and

� shareholders’ funds of £6,484 million, or $9,791 million.

We are the product of the 1996 merger of two of the then largest U.K. insurers writing both life and
property and casualty business, Royal Insurance Holdings plc and Sun Alliance Group plc. We can trace our
history back almost 300 years to the Sun Insurance Office, which is one of the world’s oldest insurance
companies still writing business today. We also have a long international history, having operated in continental
Europe since the early 1800s, in Asia Pacific since 1825 and in the United States and Canada since 1851.

The merger enabled us to significantly increase our operating and distribution capabilities in the U.K.
market and provided a strong base for global expansion and participation in the consolidating global insurance
market. Since the merger, we have taken and continue to take significant steps to transform ourselves from a
U.K. insurer with overseas operations into a global enterprise headquartered in the United Kingdom.

Multi-channel distribution

We market our products and services through multiple channels, including brokers and other
intermediaries, corporate partnerships and affinity marketing programs, as well as direct to the customer. In
1999, of our consolidated personal lines property and casualty net premiums written:

� brokers and other intermediaries accounted for 33%;

� corporate partnerships and affinity marketing programs accounted for 26%; and

� direct marketing and direct sales, including exclusive agents, accounted for 41%.
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Organization

We organize our business into four time-zone-based regions:

� United Kingdom. The United Kingdom region is comprised of our businesses in the United
Kingdom and accounted for 48.7% of our total net premiums written and 55.9% of Group
operating result (based on longer term investment return).

� Other Europe. The Other Europe region is comprised of our businesses in Continental
Europe, the Middle East and Africa, and accounted for 23.0% of our total net premiums
written and 8.0% of Group operating result (based on longer term investment return).

� Americas. The Americas region is comprised of our businesses in the United States,
Canada, Latin America and the Caribbean, and accounted for 18.6% of our total net
premiums written and 33.7% of Group operating result (based on longer term investment
return).

� Asia Pacific. The Asia Pacific region is comprised of our businesses in Asia, Australia and
New Zealand, and accounted for 9.7% of our total net premiums written and 0.5% of Group
operating result (based on longer term investment return).

We established this time-zone-based structure because we believe that our clients’ needs are best
served by people who understand local conditions and customer needs. This structure, which has transferred
business decision making from a centralized London-based model to a regional and national delegated model,
allows local management to offer products and services for their customers based on localized knowledge. At
the same time, our regional managers have access to our underwriting capacity and global knowledge base
through a network of technical and functional practice groups and support teams which function across regional
management lines. In 1998, we established our Worldwide Group Office in London, which is our centralized
source for strategic direction, capital allocation, risk analysis and facilitating the transfer of expertise around the
Group.

The following chart shows in simplified form our corporate structure:

Royal Insurance Holdings plc

Royal & Sun Alliance
Insurance plc

Principal operating
subsidiaries

Royal & Sun Alliance
Insurance Group plc
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Strategy

Previously, Royal Insurance and Sun Alliance were perceived as U.K.-based composite insurers with
overseas operations, primarily within the areas of historic influence of the British Empire. While we had
extensive overseas networks, we did not manage our businesses on a truly global basis. In a number of
countries we were poorly positioned. We did not manage our capital actively. Accordingly, our long term return
on capital was satisfactory but volatile. Our businesses were largely product rather than customer focused. We
designed the integration process following the merger to bring both companies together as quickly as possible
while developing a strategy for the future. We introduced this strategy in January 1998.

Our strategic objective is to deliver superior returns to our shareholders by capitalizing on our
extensive global capabilities with a view to achieving a leading position in the markets in which we operate.
We seek to achieve that through an intense focus on operating excellence in three areas:

� Customers—customer needs and our ability to meet them through a multi-channel
distribution strategy;

� Core competencies—in underwriting, claims management, loss control and investment
management; and

� Capital management—using a risk-based capital model to actively manage our capital and
operations.

Our customer focus has led us to adopt separate strategies to meet the distinct needs of commercial
and personal customers. In the case of commercial customers, we have adopted a global approach based on the
business proposition that our broad geographic capabilities and technical competencies are intended to enable
us to meet their needs wherever they operate. For personal customers, our strategy is to deliver personal
financial services products, including property and casualty insurance and life insurance and asset accumulation
products, using a multi-local approach. This means that we focus on the individual circumstances of our
operations and of the particular market in which each of them operates. Both approaches are supported by
operational initiatives which seek to deliver superior returns through excellence in our core competencies of
underwriting, claims management, loss control and investment management.

To implement our strategic objective, we introduced a risk-based capital assessment model in 1998 as
our core measure of financial performance. This approach allows us to measure better the relative profitability
of our component businesses and to set clear performance targets across our operations, better identifying those
operations that we should expand and those that we should review or contract. In addition to evaluating the
overall direction of our business, our risk-based capital model also enables us to make specific underwriting
and investment management decisions based on returns on capital.

In summary, our strategic goal is to deliver superior returns by allocating capital appropriately and to
achieve superior execution through our focus on customer needs and operational excellence.

Royal & Sun Alliance Insurance Group plc’s principal executive office is located at 30 Berkeley
Square, London W1J 6EW, England (telephone: 44-20-7636-3450). Royal & Sun Alliance Insurance plc’s
principal executive office is located at St. Mark’s Court, Horsham, Sussex RH12 1XL, England (telephone: 44-
1403-232323).
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The Exchange Offer

You are entitled to exchange your bonds for exchange bonds which have been registered under the
Securities Act of 1933. The exchange bonds will have substantially the same terms as the bonds you currently
hold, except that the exchange bonds will be registered under the Securities Act of 1933 and will not have
registration rights. As a result of this registration, and only if you participate in the exchange offer and
exchange your bonds for exchange bonds, we believe that you may resell the exchange bonds without
complying with the registration and prospectus delivery provisions of the Securities Act of 1933. Following the
exchange offer, any bonds held by you that are not exchanged will continue to have the existing restrictions on
their transfer and, except in certain circumstances, we will have no further obligation to register your bonds
under the Securities Act of 1933. You should be aware that your bonds are fully and unconditionally
guaranteed by our subsidiary, Royal & Sun Alliance Insurance plc (the ‘‘Guarantor’’). The exchange bonds will
also have the benefit of this guarantee.

Royal & Sun Alliance Insurance Group plc and the Guarantor entered into a registration rights
agreement dated October 1, 1999 with Goldman, Sachs & Co., Merrill Lynch, Pierce, Fenner & Smith
Incorporated, Banc of America Securities LLC, Chase Securities Inc. and Salomon Smith Barney Inc., the
initial purchasers of the original bonds. Under this agreement, we must deliver this prospectus to you and file a
registration statement with the Commission to register the exchange bonds. You should read the discussion
under ‘‘Summary—Summary of the Exchange Offer’’ for further information regarding the exchange offer and
resales of the exchange bonds. You should also read the discussions under ‘‘Summary—Summary of the Terms
of the Exchange Bonds’’ and ‘‘Description of the Exchange Bonds and the Guarantee’’ for further information
regarding the exchange bonds.
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Summary Of The Exchange Offer

In this summary and the summary of the exchange bonds, references to ‘‘we,’’ ‘‘us,’’ ‘‘our’’ and
‘‘ours’’ mean Royal & Sun Alliance Insurance Group plc only and not any of its subsidiaries.

Securities Offered . . . . . . . . . . . . . . . . . We are offering $500,000,000 in principal amount of our 8.95%
Subordinated Guaranteed Bonds due October 15, 2029 in exchange
for an equal aggregate principal amount of our original 8.95%
Subordinated Guaranteed Bonds due October 15, 2029, on a one
for one basis. These exchange bonds have substantially the same
terms as the original bonds you hold, except that these exchange
bonds have been registered under the Securities Act of 1933 and
will be freely tradeable.

Registration Rights Agreement . . . . . . . At the time we sold investors the original bonds, we entered into a
registration rights agreement which requires us to make this
exchange offer.

After the exchange offer is complete, you will no longer be entitled
to exchange your original bonds for registered bonds. We may, in
limited circumstances, be required to file a shelf registration
statement under the Securities Act of 1933 with respect to your
original bonds if you do not accept our exchange offer. We do not
currently expect to have to file a shelf registration statement.

If either an exchange offer registration statement or a shelf
registration statement, if required, is not completed within certain
time periods, we will be required to pay penalty interest on the
original bonds.

The Exchange Offer . . . . . . . . . . . . . . . We are offering to exchange $1,000 principal amount of exchange
bonds for each $1,000 principal amount of your original bonds. In
order to be exchanged, your bonds must be properly tendered and
accepted. All original bonds that are validly tendered and not
withdrawn will be exchanged.

Ability to Resell Exchange Bonds . . . . . We believe that exchange bonds issued in the exchange offer may
be offered for resale, resold and otherwise transferred by you
without compliance with the registration and prospectus delivery
provisions of the Securities Act of 1933 if:

� the exchange bonds issued in the exchange offer are being
acquired in the ordinary course of your business;

� you are not participating, do not intend to participate and have
no arrangement or understanding with any person to participate
in the distribution of exchange bonds issued to you in the
exchange offer; and

� you are not our ‘‘affiliate’’ (as defined under the Securities Act
of 1933) or an affiliate of the Guarantor.
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If this belief is inaccurate and you transfer any exchange bonds
issued to you in the exchange offer without delivering a prospectus
which meets the requirements of the Securities Act of 1933 or
without an exemption from these requirements, you may incur
liability under the Securities Act of 1933. We do not assume any
liability if you do and we will not indemnify you.

If you are a broker-dealer and wish to exchange original bonds that
you received as a result of market-making or other trading
activities, you must agree to deliver a prospectus which meets the
requirements of the Securities Act of 1933 in connection with the
sale of exchange bonds you receive in this exchange offer. Under
the registration rights agreement, our obligation to make available a
prospectus for use by broker-dealers for this type of resale of the
exchange bonds you receive in the exchange offer ends on October
31, 2000. The exchange offer will not be completed until after
October 31, 2000. Accordingly, unless we notify you, broker-
dealers are not authorized to use this prospectus in connection with
the resale of exchange bonds that broker-dealers receive in the
exchange offer and may only resell exchange bonds pursuant to an
exemption from, or in a transaction not subject to, the registration
and prospectus delivery requirements of the Securities Act of 1933.

People Excluded from the Exchange
Offer . . . . . . . . . . . . . . . . . . . . . . . . You may not participate in the exchange offer if you are:

� a holder of original bonds in any jurisdiction in which the
exchange offer is not, or your acceptance will not be, legal
under the applicable securities or blue sky laws of that
jurisdiction; or

� a holder of original bonds who is an affiliate of Royal & Sun
Alliance Insurance Group plc or Royal & Sun Alliance
Insurance plc.

Consequences of Failure to Exchange
Your Bonds . . . . . . . . . . . . . . . . . . . If you do not exchange your original bonds for exchange bonds in

the exchange offer, your original bonds will continue to have
restrictions on transfer contained in the original bonds and in the
indenture governing the original bonds. In general, your original
bonds may not be offered or sold unless registered under the
Securities Act of 1933 or pursuant to an exemption from, or in a
transaction not governed by, the Securities Act of 1933 and
applicable state securities laws. We have no current plans to
register your original bonds under the Securities Act of 1933
(except for the requirement to file a shelf registration statement in
limited circumstances).

Expiration Date . . . . . . . . . . . . . . . . . . The exchange offer expires at 5:00 p.m., New York City time, on
November 8, 2000, the expiration date, unless we extend the offer.
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Conditions to the Exchange Offer . . . . . The exchange offer has certain customary conditions that may be
waived by us. There is no minimum amount of original bonds that
must be tendered to complete the exchange offer.

Procedures for Tendering Your Bonds . . We issued the original bonds as global securities. When we issued
the original bonds, we deposited them with Citibank, N.A., as
custodian. Citibank, N.A. issued a certificateless depositary interest
in the original bond, which represents a 100% interest in the original
bonds, to The Depositary Trust Company, or DTC. Beneficial
interests in the original bonds, which direct or indirect participants in
DTC hold through the certificateless depositary interest, are shown
on records that DTC maintains in book-entry form.

To tender original bonds in the exchange offer, the registered
holder must transfer your outstanding bonds in accordance with
DTC’s Automated Tender Offer Program, or ATOP, system. In lieu
of delivering a letter of transmittal to the exchange agent, a
computer-generated message, in which the holder of the original
bonds acknowledges and agrees to be bound by the terms of the
letter of transmittal, must be transmitted by DTC on behalf of a
holder and received by the exchange agent before 5:00 p.m., New
York City time, on the expiration date.

Bonds can be held indirectly at Euroclear and Clearstream.
Participants holding securities via Euroclear and Clearstream
should abide by the procedures set by these systems.

Withdrawal Rights . . . . . . . . . . . . . . . . You may withdraw the tender of your original bonds at any time
prior to 5:00 p.m., New York City time, on the expiration date.

Special Procedures for Beneficial
Owners . . . . . . . . . . . . . . . . . . . . . . . If:

� you beneficially own original bonds,

� these bonds are registered in the name of a broker, dealer,
commercial bank, trust company or other nominee, and

� you wish to tender your original bonds in the exchange offer,

please contact the registered holder as soon as possible and instruct
it to tender on your behalf and comply with our instructions set
forth elsewhere in this prospectus.

Guaranteed Delivery Procedures . . . . . . If you wish to tender your original bonds and the procedure for
book-entry transfer cannot be completed on a timely basis, you
must tender your bonds according to the guaranteed delivery
procedures described in this prospectus under the heading ‘‘The
Exchange Offers—Guaranteed Delivery Procedures.’’
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U.S. Tax Considerations . . . . . . . . . . . . The exchange of bonds is not a taxable exchange for U.S. federal
income tax purposes. You will not recognize any taxable gain or
loss or any interest income as a result of the exchange. For
additional information regarding federal income tax considerations,
you should read the discussion under the heading ‘‘Taxation’’.

Use of Proceeds . . . . . . . . . . . . . . . . . . We will not receive any proceeds from the issuance of the
exchange bonds in the exchange offer. We will pay all expenses
incidental to the exchange offer.

Exchange Agent . . . . . . . . . . . . . . . . . . Citibank, N.A. is serving as the exchange agent. Its address,
telephone number and facsimile number are:

By Mail:
Citibank, N.A.
Attention: Global Agency and Trust Services
Reference: Royal & Sun Alliance Exchange Offer
P.O. Box 18055
5 Carmelite Street
London EC4Y 0PA
Fax: (44-20) 7508-3866

By Overnight Mail or Courier:
Citibank, N.A.
Attention: Global Agency and Trust Services
Reference: Royal & Sun Alliance Exchange Offer
P.O. Box 18055
5 Carmelite Street
London EC4Y 0PA
Confirm by Telephone: (44-20) 7508-3867

By Hand:
Citibank, N.A.
Attention: Global Agency and Trust Services
Reference: Royal & Sun Alliance Exchange Offer
P.O. Box 18055
5 Carmelite Street
London EC4Y 0PA

Please review the information contained under the heading ‘‘The Exchange Offer’’ for more detailed
information concerning the exchange offer.
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SUMMARY OF THE TERMS OF THE EXCHANGE BONDS

The exchange bonds to be issued to you in the exchange offer will evidence the same obligations as
the bonds you currently hold. The indenture that currently governs your original bonds is the same indenture
that will govern the exchange bonds. The terms of the exchange bonds will be substantially the same as the
original bonds, except that there will be no legends on the exchange bonds restricting their transfer and the
exchange bonds will be registered under the Securities Act of 1933 instead of having registration rights. A more
detailed description of the indenture can be found under the section headed ‘‘Description of Exchange Bonds
and the Guarantee’’.

Exchange Bonds . . . . . . . . . . . . . . . . . . $500,000,000 in principal amount of exchange bonds due October
15, 2029. The terms of the exchange bonds will be identical in all
material respects to the original bonds, except that the exchange
bonds will not contain transfer restrictions, will not have
registration rights and will not provide for increased interest for
certain future periods.

Issuer . . . . . . . . . . . . . . . . . . . . . . . . . . Royal & Sun Alliance Insurance Group plc, a public company
incorporated under the Companies Act 1985 (as amended) with
limited liability in England and Wales.

Guarantor . . . . . . . . . . . . . . . . . . . . . . . Royal & Sun Alliance Insurance plc, a public company
incorporated under the Companies Acts 1862-1900 with limited
liability in England and Wales. The Guarantor is the principal
operating company of Royal & SunAlliance.

Interest Rate . . . . . . . . . . . . . . . . . . . . . 8.95% per annum. Interest on the exchange bonds will accrue
cumulatively and will be payable semi-annually in arrears on April
15 and October 15 of each year, commencing on April 15, 2000.

Deferral of Interest . . . . . . . . . . . . . . . . We may defer at any time or from time to time during the term of
the exchange bonds the payment of interest for a period not
exceeding 10 consecutive semi-annual periods with respect to each
deferral period, provided that no deferral period may extend
beyond the stated maturity of the exchange bonds. There may be
multiple deferral periods, provided that at the end of a deferral
period, we must pay all interest then accrued and unpaid. Arrears
of interest will not themselves bear interest. Upon the termination
of any such deferral period and the payments for all amounts due,
we may select a new deferral period.

Guarantee . . . . . . . . . . . . . . . . . . . . . . . Our obligations pursuant to the exchange bonds, including the
payment of principal and interest, will be irrevocably and
unconditionally guaranteed, on a direct, unsecured and
subordinated basis by the Guarantor, subordinate to all Claims of
Senior Creditors of the Guarantor.

Optional Tax Redemption . . . . . . . . . . . We may redeem the exchange bonds, in whole but not in part, at a
redemption price equal to 100 percent of the principal amount,
together with interest thereon to the date fixed for redemption,
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including interest in arrears, if any, in certain circumstances in
which we or the Guarantor have been or would be required to pay
certain additional amounts with respect to the exchange bonds. See
‘‘Description of the Exchange Bonds and the Guarantee—
Redemption and Purchase’’.

Ranking . . . . . . . . . . . . . . . . . . . . . . . . The exchange bonds:

� are our direct, unsecured and subordinated obligations;

� will rank equally in the event of our winding up with our €500
million subordinated guaranteed Euro Bonds due October 15,
2019;

� will be subordinated in right of payment to all of our existing
and future debt other than subordinated debt that is expressed
to rank equally with or junior to the exchange bonds; and

� will effectively be subordinated to all debt for money
borrowed by our subsidiaries other than the Guarantor and
policyholder liabilities of our subsidiaries.

The guarantee:

� is a direct, unsecured and subordinated obligation of the
Guarantor; and

� will be subordinated in right of payment to all existing and
future debt of the Guarantor other than subordinated debt that
is expressed to rank equally with or junior to the guarantee.

Additional Amounts . . . . . . . . . . . . . . . Subject to certain exceptions and limitations, we or the Guarantor,
as the case may be, will pay such additional amounts on the
exchange bonds or the guarantee, as the case may be, as are
necessary in order that the net payment of the principal and interest
on the exchange bonds or on the guarantee, after deduction for any
present or future tax, duties, assessments or other governmental
charges of the United Kingdom or any political subdivision or
taxing authority thereof or therein, imposed by withholding or
deduction with respect to such payment will not be less than the
amount the holder would have received if such taxes or charges
had not been withheld or deducted. See ‘‘Description of the
Exchange Bonds and the Guarantee—Payment of Additional
Amounts’’.

Listing . . . . . . . . . . . . . . . . . . . . . . . . . We have applied to list the exchange bonds on the Official List of
the U.K. Listing Authority and to trade the exchange bonds on the
London Stock Exchange.

Delivery and Form . . . . . . . . . . . . . . . . The exchange bonds will be issued in global bearer form and
deposited and held by Citibank, N.A., as book-entry depositary.
Beneficial interests in the global bonds are referred to as ‘‘Book-
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Entry Interests’’. The Book-Entry Interests will be shown on, and
transfers thereof will be effected only through, records maintained
in book-entry form by DTC and its participants. Ownership of the
Book-Entry Interests is limited to participants that have accounts
with DTC, including Morgan Guaranty Trust Company of New
York, Brussels Office, as operator of Euroclear and Clearstream, or
indirect participants that may hold interests through participants.
Except as set forth under ‘‘Description of the Exchange Bonds and
the Guarantee—Description of Book-Entry System’’, participants
and indirect participants are not entitled to receive physical
delivery of exchange bonds in definitive form or to have exchange
bonds issued and registered in their names and are not considered
holders of exchange bonds under the indenture. Definitive
securities in bearer form will not be issued. See ‘‘Description of the
Exchange Bonds and the Guarantee—Description of Book-Entry
System’’.

Ratings . . . . . . . . . . . . . . . . . . . . . . . . The exchange bonds have been assigned ratings of A by Standards
& Poor’s Ratings Group and A1 by Moody’s Investors Service,
Inc. We understand that S&P and Moody’s will continue to monitor
our credit rating and will make future adjustments to the extent
warranted. A rating reflects only the views of S&P or Moody’s, as
the case may be, and is not a recommendation to buy, sell or hold
the exchange bonds. There is no assurance that any such rating will
be retained for any given period of time or that it will not be
revised downward or withdrawn entirely by S&P or Moody’s, as
the case may be, if, in their respective judgments, circumstances so
warrant.

Governing Law . . . . . . . . . . . . . . . . . . The exchange bonds and the guarantee will be governed by, and
construed in accordance with, the laws of the State of New York.
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SUMMARY FINANCIAL INFORMATION OF ROYAL & SUNALLIANCE

Consolidated Profit and Loss Account Data

Year Ended December 31,

1999 1999 1998 1997 1996 1995

$ £ £ £ £ £
(in millions, except per ordinary share amounts)

Amounts in accordance with U.K. GAAP (1)
Net premiums written—general (property and casualty) business . . . . . . . . . . . . . . 10,810 7,159 6,867 6,634 6,814 7,112
Net premiums written—long term (life) business (2) . . . . . . . . . . . . . . . . . . . . . . . 4,959 3,284 2,856 2,591 2,546 2,291
Net investment income—general (property and casualty/shareholder)

business (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,374 1,572 1,500 1,084 1,125 1,072
Net unrealized (losses) gains on investments—general (property and

casualty/shareholder) business (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (974) (645) (139) 965 136 1,100
Net investment income—long term (life) business (4) . . . . . . . . . . . . . . . . . . . . . . 5,715 3,785 3,713 2,608 2,348 1,996
Net unrealized gains (losses) on investments—long term (life) business . . . . . . . . . 630 417 850 1,942 438 2,100
Long term (life) business result gross of tax (5) . . . . . . . . . . . . . . . . . . . . . . . . . . 355 235 230 231 223 195
General (property and casualty) business result (5) . . . . . . . . . . . . . . . . . . . . . . . . 365 242 288 535 310 869
Profit (loss) on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . 571 378 864 1,810 747 2,102
Tax on profit on ordinary activities (6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (408) (270) (374) (354) (245) (211)
(Profit) loss attributable to minority interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (32) (21) (33) (40) (44) (50)
Profit (loss) attributable to shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 87 457 1,416 458 1,841
Earnings (loss) per ordinary share, basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.0c 5.3p 28.7p 91.0p 29.3p 121.3p
Dividends per ordinary share (7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109.8c 72.7p 23.0p 21.0p 19.0p 16.3p

Amounts in accordance with U.S. GAAP
Net premiums written and policy fees (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,419 8,887 8,507 8,379
Net investment income (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,251 4,802 4,775 3,429
Net unrealized gains (losses) on investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . (711) (471) 543 1,219
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,409 933 660 688
Net income per ordinary share, basic:

Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93.6c 62.0p 55.9p 48.3p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4c 2.9p (10.0)p —
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98.0c 64.9p 45.9p 48.3p

Net income per ordinary share, diluted:
Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.6c 61.3p 55.1p 46.9p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4c 2.9p (9.9)p —
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 96.9c 64.2p 45.2p 46.9p

(1) The following information has been extracted without adjustment from the accounts of Royal & Sun
Alliance Insurance Group plc.

(2) Premiums from life investment products attributable to unit-linked (separate account) business are
recorded as premium income under U.K. GAAP. Under U.S. GAAP these premiums are reported as life
investment product deposits, and revenue on this business comprises only the related policy fees for cost
of insurance, administration, investment management and surrenders during the period.

(3) Under U.K. GAAP, the investment income less investment expenses and charges recognized in both the
property and casualty and shareholder operations includes related realized gains (losses) on investments.
The investment return reflected in the general (property and casualty) business technical account is based
upon the expected longer term rate of return. See ‘‘Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Longer Term Investment Return’’.

(4) Includes realized gains and losses.
(5) Represents the result transferred from the general (property and casualty) business technical account and

the long term (life) business technical account to the non-technical account. The general (property and
casualty) business result transferred to the non-technical account includes the investment return based on
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longer term investment return and not the actual net investment income and realized and unrealized gains
and losses on related investments. The long term (life) business result transferred to the non-technical
account represents the actuarially determined surplus released in the year after considering investment,
mortality and morbidity margins in respect of non-participating companies and the shareholders’ share of
bonuses declared to with-profit (participating) policyholders.

(6) Investment income net of expenses and charges has been reduced and tax on profit on ordinary activities
reduced by an equal amount to reflect the change in accounting policy arising from the adoption of
Financial Reporting Standard 16 ‘‘Current Tax’’.

(7) The dividends per ordinary share, in accordance with U.K. GAAP, include a final dividend for each year
proposed by our Board subsequent to year end which is not paid until approved by our shareholders at our
annual general meeting held in May of the subsequent year. In 1999, we paid a special dividend of 48p per
share.

Year Ended December 31,

1999 1999 1998 1997 1996 1995

$ £ £ £ £ £
(in millions)

Additional information —segmental results
Group operating result (based on longer term investment return):

General (property and casualty) operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 471 312 352 683 582 871
Long term (life) business operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 367 243 230 231 233 195
Other activities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 11 20 74 (22) (90)

Group operating result (based on longer term investment return) . . . . . . . . . . . . . . . . . . . . . . . 855 566 602 988 793 976

(1) Other activities includes the operating result from non-insurance businesses such as real estate agency,
insurance broking operations and investment management business. In addition it includes the longer term
investment return applied to surplus capital, central expenses, income from associated undertakings,
expenses related to investment activities and short term loan interest expense.

Group operating result (based on longer term investment return) is a measure used for internal
purposes in the management of our business segments. It includes the pre-tax profits of our life and asset
accumulation business, our property and casualty business and other activities including the Group’s share of
the results of investments accounted for under the equity method. Both the property and casualty profit and the
profit from other activities are determined using a longer term investment return to remove the effect of short
term fluctuations in our investment portfolio. Group operating result (based on longer term investment return) is
the same as group operating profit (based on long-term investment return) determined in accordance with the
Association of British Insurers’ SORP, but before charging the following unallocated corporate items: the
change in equalization provisions, amortization of goodwill (including goodwill in acquired claims provisions),
amortization of the value of long term (life) business, premium paid on the redemption of our convertible
bonds, long term subordinated debt interest and reorganization costs and other movements in investments. It
also excludes the profit on disposal of subsidiaries and branches. This is the result we use to measure the
financial performance of our segments. It is not necessarily directly comparable to similar measurements used
by other U.K. insurers. This measure differs from the profit on ordinary activities before tax, which includes
each of the above items.

Group operating result (based on the longer term investment return) may not be comparable from one
U.K. company to another as the method of calculation of the longer term investment return and the elements of
the result that are included and excluded may differ between companies. For a discussion of longer term
investment return, see ‘‘Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Longer Term Investment Return’’.
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Consolidated Balance Sheet Data

Year Ended December 31,

1999 1999 1998 1997 1996 1995

$ £ £ £ £ £
(in millions, except per ordinary share amounts)

Amounts in accordance with U.K. GAAP (1)
Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74,429 49,291 48,113 44,655 41,893 41,336
Unit-linked (separate account) assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,539 8,304 6,675 5,645 4,980 4,723
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106,011 70,206 64,779 60,496 55,673 55,441
Total technical provisions (excluding linked liabilities) . . . . . . . . . . . . . . . . . . 68,448 45,330 42,473 39,268 36,622 36,971
Technical provisions for linked liabilities (separate account liabilities) (2) . . . . 12,560 8,318 6,687 5,656 4,980 4,733
Total technical provisions (gross of reinsurance) . . . . . . . . . . . . . . . . . . . . . . . 81,008 53,648 49,160 44,924 41,602 41,704
Fund for Future Appropriations (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,308 4,840 3,785 3,737 3,553 3,235
Long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 921 610 — — — —
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,021 676 449 551 761 838
Shareholders’ funds (excluding minority interest) . . . . . . . . . . . . . . . . . . . . . . 9,791 6,484 7,269 7,333 6,341 6,160
Net assets per ordinary share (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 672c 445p 457p 464p 399p 397p

Amounts in accordance with U.S. GAAP
Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67,293 44,565 43,642
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104,705 69,341 63,646
Property and casualty liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28,512 18,882 15,918
Life and asset accumulation liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,695 28,937 28,237
Separate account liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,409 8,218 6,602
Shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,941 5,921 6,515
Net asset value per ordinary share (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 627c 415p 417p

(1) The following information has been extracted without adjustment from the accounts of Royal & Sun
Alliance Insurance Group plc.

(2) Technical provisions for linked liabilities (separate account liabilities) are stated gross of reinsurance.
(3) Under U.K. GAAP, certain long term (life) funds include either policyholder participating, or both

policyholder participating and non-participating life and asset accumulation contracts, where policyholders
have a contingent interest in the excess of assets over liabilities in the fund. Accordingly the excess of
assets over liabilities within these funds is not allocated between policyholders and shareholders and is
recorded in the fund for future appropriations.

(4) Net assets per share is calculated on shareholders’ funds (after excluding minority interest) and the number
of ordinary shares issued at the end of the year.
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RATIO OF EARNINGS TO FIXED CHARGES
OF ROYAL & SUN ALLIANCE

The following table sets forth our consolidated ratios of U.K. GAAP earnings to fixed charges for each
of the periods indicated below:

Six Months
Ended

June 30, 2000

Year Ended December 31,

1999 1998 (3) 1997 1996 (4) 1995

Ratio of Earnings to Fixed Charges (1)(2) . . . . . . . . . . . . . . . . 1.1 1.5 2.2 4.2 2.2 4.8

The following table sets forth our consolidated ratios of U.S. GAAP earnings to fixed charges for each
of the years indicated below:

Year Ended December 31,

1999 1998 1997

Ratio of Earnings to Fixed Charges before extraordinary item (5) . . . . . . . . . . . . . . . 3.5 3.7 3.3

(1) For this ratio, earnings consist of profit (loss) on ordinary activities before taxation, minority interests and
undistributed income from equity investments plus fixed charges. Fixed charges consist of interest expense
on indebtedness, interest credited to policyholders, plus the portion of rent expense under operating leases
deemed by us to be a reasonable approximation of the interest factor, plus dividends to our preferred
shareholders on a pretax basis. Under U.K. GAAP, we include unrealized investment gains and losses in
profit (loss) on ordinary activities before taxation. Accordingly, the ratio of earnings to fixed charges
reflects fluctuations that are largely due to the fluctuations in unrealized gains and losses on our
investments.

(2) For the purposes of the above presentation of ratio of earnings to fixed charges preference dividends have
been grossed up for the effective rate of tax in the respective years.

(3) Included in fixed charges for 1998 was a premium paid on the repurchase of our convertible bonds on
early extinguishment of debt. If this premium paid of £142 million is excluded from fixed charges, the
ratio of earnings to fixed charges is 2.5.

(4) Included in earnings for 1996 was an expense of £201 million associated with the reorganization following
the merger of Royal Insurance Holdings plc and Sun Alliance Group plc. If this cost is excluded from
earnings, the ratio of earnings to fixed charges is 2.6.

(5) The ratio of earnings to fixed charges under U.S. GAAP would decrease to 3.2 in 1998 if calculated after
the extraordinary item being the premium paid on the repurchase of our convertible bonds.
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RISK FACTORS

You should carefully consider the following risk factors and the other information in this prospectus
before deciding to tender your original bonds in the exchange offer.

Risks Relating to Our Business

Our results are subject to fluctuations in both the fixed income and equity markets.

Investment returns are an important part of our overall profitability, and fluctuations in the fixed
income or equity markets could have a material adverse effect on our consolidated financial condition, results
of operations and cash flows. Fluctuations in interest rates affect our returns on fixed income investments, as
well as the market values of, and corresponding levels of capital gains or losses on, the fixed income securities
in our investment portfolio. Generally, investment income will be reduced during sustained periods of lower
interest rates as higher yielding fixed income securities are called, mature or are sold and the proceeds
reinvested at lower rates. During periods of rising interest rates, prices of fixed income securities tend to fall
and realized gains upon their sale are reduced. The sharp rise in world stock markets over the past few years
has generated positive returns on our equity investments, but this favorable environment may not continue
indefinitely.

Our investment returns are also susceptible to changes in general economic conditions, including
changes that impact the general creditworthiness of the issuers of debt securities held in our portfolio or the
value of equity securities held in the portfolio. For a discussion of the specific factors affecting net investment
results for each of 1999, 1998 and 1997, see ‘‘Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Insurance Investments’’.

We offer a number of insurance and asset accumulation products which expose us to certain risks
associated with fluctuations in interest rates and securities prices. Such products include with-profits policies
offered in the United Kingdom where bonuses declared by management after consideration of a number of
factors, including competition, and paid to policyholders in recent years on maturing contracts may exceed
notional investment performance of the assets underlying such contracts, and interest sensitive products such as
guaranteed annuities which have crediting or other guaranteed rates not related to market interest rates or
investment return on underlying assets. For a fuller discussion of these products, see ‘‘Business—United
Kingdom Life and Asset Accumulation Business’’.

Fluctuations in interest rates and returns from equity markets also impact consumer behavior,
especially in the life and asset accumulation businesses, where demand for fixed income products, such as
fixed-return pension products, may decline when interest rates fall and equity markets are performing well.

Catastrophes and weather-related events may adversely affect us.

Property and casualty insurance companies frequently experience losses from catastrophes.
Catastrophes may have a material adverse effect on our consolidated financial condition, results of operations
and cash flows. Catastrophes include windstorms, hurricanes, earthquakes, tornadoes, severe hail, severe winter
weather, floods and fires. The incidence and severity of these catastrophes are inherently unpredictable. The
extent of our losses from catastrophes is a function of the total amount of losses our clients incur, the number
of our clients affected, the frequency of the events and the severity of the particular catastrophe. Most
catastrophes occur in small geographic areas. However, windstorms, hurricanes, floods and earthquakes may
produce significant damage in large, heavily populated areas. Our efforts to protect ourselves against
catastrophe losses, such as the use of selective underwriting practices, the purchasing of reinsurance and the
monitoring of risk accumulations, may not be adequate.
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Our claims and benefits reserves may not adequately cover actual losses and benefits.

Our claims and benefits reserves may prove to be inadequate to cover our actual losses and benefits
experience. We maintain claims reserves in our property and casualty lines to cover our estimated ultimate
liability for losses and loss adjustment expenses for reported and unreported losses incurred as of the end of
each accounting period. We also maintain claims and benefits reserves for future policy benefits for our life and
asset accumulation lines. Claims reserves do not represent an exact calculation of liability, but rather are
estimates of the expected cost of the ultimate settlement of losses. These estimates are based on actuarial and
statistical projections, at a given time, of facts and circumstances known at that time and estimates of trends in
loss severity and other variable factors, including new bases of liability and general economic conditions.
Changes in these trends or other variable factors could result in claims in excess of claims and benefits
reserves. For example, our assumptions concerning future loss cost inflation could prove to be insufficient at a
time of rising interest rates, resulting in higher losses combined with a reduction in asset values in our
investment portfolio to meet these losses. For some types of losses, most significantly asbestos-related and
environmental pollution, it has been necessary, and may over time continue to be necessary, to revise estimated
potential loss exposure and, therefore, the related claims reserves. Consequently, actual losses, benefits and
related expenses paid may differ from estimates reflected in the claims and benefits reserves in our financial
statements.

To the extent claims and benefits reserves are insufficient to cover actual losses, loss adjustment
expenses or future policy benefits, we would have to add to these claims reserves and incur a charge to our
earnings. Additional losses, including losses arising from changes in the legal environment, the type or
magnitude of which we cannot foresee, may emerge in the future. These insufficiencies in claims reserves for
future claims could have material adverse effects on our future consolidated financial condition, results of
operations and cash flows.

The cyclical nature of the property and casualty insurance industry may cause fluctuations in our results.

Historically, the property and casualty insurance industry has been cyclical and operating results of
insurers have fluctuated significantly because of volatile and sometimes unpredictable developments, many of
which are beyond the direct control of any insurer. We expect to experience the effects of this cyclical nature,
including changes in premium levels, which could have a material adverse effect on our results of operations.
Over the last several years, the industry has been in a downturn which resulted in a decline in premium rates.
The decline in premium rates adversely affected our underwriting results. Furthermore, unpredictable
developments affect the industry’s profitability. These developments include:

� price competition;

� frequency or occurrence of natural disasters;

� levels of capacity in the industry;

� fluctuations in interest rates and other changes in the investment environment that affect
returns on our investments;

� inflationary pressures that affect the size of losses; and

� judicial decisions that affect insurers’ liabilities.

The demand for property and casualty insurance, particularly commercial lines, can also vary with the overall
level of economic activity.

The unpredictability and competitive nature of the property and casualty insurance business
historically has contributed to significant quarter-to-quarter and year-to-year fluctuations in underwriting results
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and net earnings in the property and casualty insurance industry. In addition, unanticipated underwriting losses
and claims reserve adjustments suffered by our property and casualty insurance subsidiaries could have an
adverse impact on our financial condition and operating results.

We face significant competition from other global, national and local insurance companies and from self-
insurance and new market entrants.

We compete with global, national and local insurance companies, including direct writers of insurance
coverage as well as non-insurance financial services companies, such as banks, broker-dealers and mutual funds,
many of which have greater financial resources, offer alternative products or more competitive pricing. Some of
these competitors are larger than we are and have greater financial, technical and operating resources. The
property and casualty insurance industry is highly competitive on the basis of both price and service. There are
many companies competing for the same insurance customers in the geographic areas in which we operate. If our
competitors price their premiums more aggressively and we meet their pricing, this may adversely affect our
underwriting results. In addition, because our insurance products are marketed through independent insurance
agencies, which represent more than one insurance company, we face competition within each agency.

We also face competition from the implementation of self-insurance in the commercial insurance area.
Many of our customers and potential customers are examining the risks of self-insuring as an alternative to
traditional insurance. With the adoption of the Financial Services Modernization Act of 1999 (the ‘‘Act’’), we
also face competition in the United States from banks. Prior to the adoption of the Act, laws and regulations
limited banks’ ability to engage in non-banking financial services businesses such as the sale and underwriting
of insurance. Banks in the United States are now permitted to sell insurance products and may underwrite
certain ‘‘authorized products’’. Therefore, banks may compete directly with us by selling insurance through
their own insurance agencies.

Life insurance in the United Kingdom is a mature industry. In recent years, the industry has
experienced virtually no growth in life insurance sales, though the aging population has increased the demand
for retirement savings products. Insurance is a highly competitive industry and we encounter significant
competition in all lines of business from other insurance companies, as well as competition from other
providers of financial services.

Our results may be impacted by the inability of our reinsurers to meet their obligations.

We transfer our exposure to certain risks to others through reinsurance arrangements. Under these
arrangements, other insurers assume a portion of our losses and expenses associated with reported and
unreported losses in exchange for a portion of policy premiums. The availability, amount and cost of
reinsurance depend on general market conditions and may vary significantly. Any decrease in the amount of our
reinsurance will increase our risk of loss.

When we obtain reinsurance, we are still liable for those transferred risks if the reinsurer cannot meet
its obligations. Therefore, the inability of our reinsurers’ to meet their financial obligations could materially
affect our operations.

Although we conduct periodic reviews of the financial statements and reputations of our reinsurers, our
reinsurers may become financially unsound by the time they are called upon to pay amounts due, including as a
result of the Year 2000 issue, which may not occur for many years. For a discussion of the Year 2000 issue, see
‘‘—Year 2000 compatibility problems may impact our business systems and may result in unexpected insurance
claims’’. In addition, reinsurance may prove inadequate to protect against losses or may become unavailable in
the future at commercially reasonable rates.
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Regulatory changes could adversely affect our business.

Our insurance subsidiaries are subject to government regulation in each of the jurisdictions in which
they conduct business. Regulatory agencies have broad administrative power over many aspects of the
insurance business, which may include premium rates, marketing and selling practices, advertising, licensing
agents, policy forms, capital adequacy and permitted investments. Government regulators are concerned
primarily with the protection of policyholders rather than our shareholders or creditors. Insurance laws,
regulations and policies currently affecting us and our subsidiaries may change at any time having an adverse
effect on our business. Furthermore, we cannot predict the timing or form of any future regulatory initiatives.

Regulation includes compliance with applicable laws covering training competencies, selling practices,
operating and reporting requirements, monitoring of solvency and claims reserves, and asset valuation. Since
1994 the regulator of the U.K. financial services industry has required insurers to review all past business sold
through their representatives (exclusive agencies and direct sales forces) involving transfers from employer-
sponsored pension plans into personal pension products offered by the insurer. An insurer must provide
compensation when it is determined that an individual was inappropriately advised to transfer pension funds by
a representative of the insurer. U.K. insurers, including our U.K. life insurance companies, have established
provisions for future review and compensation costs; however, it is not yet possible to definitively assess the
cost to the U.K. insurance industry or to our U.K. life companies of such review and compensation.

Changes in our ratings may adversely affect us.

Ratings are an important factor in our competitive position. Rating organizations periodically review
the financial performance and condition of insurers, including our insurance subsidiaries. A downgrade in the
ratings of our insurance subsidiaries could adversely affect their ability to sell their products and their ability to
compete for attractive acquisition opportunities. Any lowering of our ratings could have a material adverse
effect on our ability to market our products and retain our current policyholders. These consequences could,
depending upon the extent thereof, have a material adverse effect on our liquidity and, under certain
circumstances, net income.

Rating organizations assign ratings based upon several factors. While most of the considered factors
relate to the rated company, some of the factors relate to general economic conditions and circumstances outside
the rated company’s control. For the past several years rating downgrades in the industry have exceeded upgrades.

Changes in foreign exchange rates may impact our results.

We publish our consolidated financial statements in British pounds. Therefore, fluctuations in exchange
rates used to translate other currencies, particularly other European currencies and the U.S. dollar, into British
pounds will impact our reported consolidated financial condition, results of operations and cash flows from year
to year. These fluctuations in exchange rates will also impact the British pound value of our investments and
the return on our investments. For a discussion of the impact of changes in foreign exchange rates on our
results of operations for each of 1999, 1998 and 1997, see ‘‘Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Qualitative and Quantitative Disclosures on Market Risk’’.

Year 2000 compatibility problems may result in unexpected insurance claims.

The Year 2000 issue refers to the inability of many computer systems and microprocessors to
accurately process dates subsequent to December 31, 1999. The Year 2000 issue may affect our underlying
business. Individuals or companies that experience business disruption, increased costs or other problems
associated with the Year 2000 issue may assert claims to recover these costs under our insurance policies or
under policies issued by or reinsured by our reinsurers. These individuals or companies could also assert claims
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for damages against others, who in turn might assert that these damages are covered under our insurance
policies or under policies issued by or reinsured by our reinsurers.

For a further discussion of the Year 2000 issue, see ‘‘Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Year 2000 Position’’.

Risks Relating to the Exchange Bonds

Our ability to pay principal and/or interest on the exchange bonds is limited by the amounts our subsidiaries
may pay to us.

As an insurance holding company, our principal assets consist of the shares of our insurance
subsidiaries. Our ability to pay principal and interest on the exchange bonds is affected by the ability of our
insurance company subsidiaries, our principal sources of cash flow, to declare and distribute dividends on their
shares held by us. Our insurance company subsidiaries are subject to various statutory and regulatory
restrictions, applicable to insurance companies generally, that limit the amount of cash dividends, loans and
advances that those subsidiaries may pay to us. For example, under certain insurance laws, an insurance
company generally may pay dividends only out of its unassigned surplus as reflected in its statutory financial
statements filed in that jurisdiction.

We can give no assurance that more stringent restrictions will not be adopted from time to time by
jurisdictions in which our insurance subsidiaries are domiciled, which could have the effect, under certain
circumstances, of significantly reducing dividends or other amounts payable to us by such subsidiaries without
affirmative prior approval by insurance regulatory authorities.

Additional indebtedness incurred by our subsidiaries may restrict the ability of our subsidiaries to pay
dividends or make other similar payments to us.

Our results may vary from year to year on account of fluctuations in policy claims received by us. A
significant increase in policy claims could adversely impact our business and the ability of our insurance
subsidiaries to declare and distribute dividends.

In the event of the insolvency, liquidation, reorganization, dissolution or other winding up of one of
our insurance subsidiaries, all creditors of such subsidiary, including holders of policies, would be entitled to
payment in full out of the assets of such subsidiary before we, as a shareholder, would be entitled to any
payments. Creditors of subsidiaries would have to be paid in full before our creditors, including holders of our
debt securities, and would be entitled to receive any payment from the assets of such subsidiary.

Your right to receive payment of principal, interest and other amounts in respect of the exchange bonds will be
subordinated to certain of our and the Guarantor’s obligations.

Senior Debt

Your right to receive payment of principal of, interest on, and any other amounts owing in respect of,
the exchange bonds will be junior to the prior payment in full of all Claims of Senior Creditors. As of
December 31, 1999, together with the Guarantor, we would have had approximately £10.5 billion of
indebtedness that would constitute Claims of Senior Creditors. The terms of the indenture will permit us to
incur additional indebtedness that would constitute Claims of Senior Creditors. If the Guarantor were to
undergo a liquidation, dissolution, reorganization or any similar proceeding, its assets would be available to pay
obligations in respect of the exchange bonds only after all of the Claims of Senior Creditors have been paid in
full, and there may not be sufficient assets to pay amounts due on all or any of the exchange bonds.
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Secured Debt

The exchange bonds and the guarantee will effectively rank junior to all of our and the Guarantor’s
secured debt to the extent of the value of the assets securing such debt. The terms of the indenture will permit
the Guarantor and us to incur additional secured debt.

English insolvency law differs from U.S. bankruptcy laws and may affect your ability to recover on the
exchange bonds or the guarantee in the event of the bankruptcy of us or the Guarantor.

As an English company, any insolvency proceedings by or against us in England would be based on
English insolvency law (the Insolvency Act 1986). The procedural and substantive provisions of English
insolvency laws generally are more favorable to secured creditors than comparable provisions of U.S. law.
These provisions afford debtors only limited protection from the claims of secured creditors. Due to the nature
of English insolvency laws, the ability of holders of the exchange bonds to protect their interest in Royal &
SunAlliance or the Guarantor may be more limited than would be the case under U.S. bankruptcy laws. In
addition, under English insolvency law, the liabilities of Royal & SunAlliance or the Guarantor in respect of the
exchange bonds will be paid in the event of a winding up after certain debts of Royal & SunAlliance or the
Guarantor which are entitled to priority under English law. Such preferential debts include:

� money owed to the U.K. Inland Revenue in respect of income tax deducted at source;

� value added tax and certain other taxes and duties owed to the U.K. Customs and Excise;

� social security contributions;

� occupational pension scheme contributions; and

� remuneration owed to employees.

Under English insolvency law, the liquidator or administrator of a company may, among other things,
apply to the court to rescind a transaction entered into by such company if such company was technically
insolvent at the time of, or immediately after, the transaction and enters into a formal insolvency process within
two years of the date of the transaction. Similarly, the liquidator or administrator may apply to the court to
rescind a transaction entered into by a company if the company was or thereby became insolvent as a
consequence of entering into the transaction and enters into a formal insolvency process within two years of the
date of the transaction. A transaction might be rescinded in this way if it involved a gift by a company or if a
company received significantly less than it gave. A court generally will not intervene, however, if a company
entered into the transaction in good faith for the purpose of carrying on its business and at the time it did so
there were reasonable grounds for believing the transaction would benefit it. We believe that the exchange bonds
will not be issued on terms that would amount to a transaction below market value. We further believe that the
offering is in good faith for the purposes of carrying on our business and that we have reasonable grounds for
believing that the transaction will benefit us. We cannot assure you, however, that the issuance of the exchange
bonds will not be challenged by a liquidator or administrator or that a court would support our analysis.

In the event of an insolvency of Royal & SunAlliance or the Guarantor in England, you may be
subject to exchange rate risk between any date that Royal & SunAlliance or the Guarantor went into liquidation
and your receipt of any amounts to which you may become entitled. This is because, under English insolvency
law any debt payable in a currency other than British pounds (such as U.S. dollars in the case of the exchange
bonds) must be converted into British pounds at the ‘‘official exchange rate’’ prevailing on the date when the
debtor went into liquidation for the purpose of proving in the liquidation. The ‘‘official exchange rate’’ for
these purposes is the middle market rate at the Bank of England as published for the date in question or, if no
such rate is published, a rate determined by the court.
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There may be adverse U.K. tax consequences if we issue definitive bonds or fail to maintain a listing on a
‘‘recognized stock exchange’’.

In certain cases, holders of Book-Entry Interests will be entitled to receive definitive registered bonds.
Under current U.K. tax law, upon the issuance of such definitive registered bonds interest thereafter payable in
respect of the exchange bonds will be subject to U.K. withholding tax (currently at the rate of 20%), subject to
the terms of any applicable double tax treaty (or other available relief). In addition, for us to avoid the payment
of Additional Amounts in respect of the exchange bonds under current law (for so long as they are in bearer
form), we will need to maintain a listing of the exchange bonds on a ‘‘recognized stock exchange’’ within the
meaning of Section 841 of the U.K. Income and Corporation Taxes Act 1988. We have applied for listing of
the exchange bonds on the Official List of the U.K. Listing Authority and trading of the exchange bonds on the
London Stock Exchange, which is currently designated as a ‘‘recognized stock exchange’’. While we have
agreed to use our best efforts to obtain and maintain such a listing, as needed, we cannot guarantee that we will
be successful. See ‘‘Description of the Exchange Bonds and the Guarantee—Payment of Additional Amounts’’
and ‘‘Taxation—Certain U.K. Tax Considerations’’.

Your rights as a holder of Book-Entry Interests are in certain respects dependent upon intermediaries.

Unless and until definitive registered bonds are issued in exchange for the Book-Entry Interests,
holders of the Book-Entry Interests will not be considered the owners or holders of the exchange bonds under
the indenture. After payment to the Book-Entry Depositary (as holder of the global bonds), Royal &
Sun Alliance and the Guarantor will have no responsibility or liability for the payment of interest, principal or
other amounts to DTC or to holders of Book-Entry Interests. The Book-Entry Depositary, or its nominee, will
be the sole holder of the exchange bonds in the form of the global bonds. Accordingly, each person owning a
Book-Entry Interest must rely on the procedures of the Book-Entry Depositary and DTC and, if such person is
not a participant in DTC, on the procedures of the participant in DTC (including Euroclear and Clearstream)
through which such person owns its interest, to exercise any rights of a holder under the indenture.

Payments of any amounts owing in respect of the global bonds will be made through a paying agent
(the ‘‘Paying Agent’’) appointed under the indenture (which initially will include the Trustee) to the Book-
Entry Depositary, as the holder of the global bonds. Upon receipt of any such amounts, the Book-Entry
Depositary will pay such amounts in respect of Exchange bonds in U.S. dollars to DTC, which should
distribute such payments to its participants (including Euroclear and Clearstream). We expect that payments by
participants (including Euroclear and Clearstream) or indirect participants to owners of interests in Book-Entry
Interests held through such participants or indirect participants will be governed by standing customer
instructions and customary practices, as is now the case with the securities held for the accounts of customers
in bearer form or registered in ‘‘street name’’, and will be the responsibility of such participants or indirect
participants. None of Royal & Sun Alliance, the Guarantor, the Trustee, the Book-Entry Depositary, the initial
purchasers or any Paying Agent will have any responsibility or liability for any aspect of the records relating
to, or payments made on account of, the Book-Entry Interests or for maintaining, supervising or reviewing any
records relating to such Book-Entry Interests.

Unlike holders of the exchange bonds themselves, holders of the Book-Entry Interests will not have
the direct right under the indenture to act upon any solicitation by Royal & Sun Alliance or the Guarantor of
consents or requests by Royal & Sun Alliance or the Guarantor for waivers or other actions from the holders of
the exchange bonds. Instead, a holder of Book-Entry Interests will be permitted to act only to the extent it has
received appropriate proxies to do so from the Book-Entry Depositary, DTC and, if applicable, participants
(including Euroclear and Clearstream). There can be no assurance that procedures implemented for the granting
of such proxies will be sufficient to enable holders of Book-Entry Interests to vote on any requested actions on
a timely basis. Similarly, upon the occurrence of an Event of Default (as defined under the indenture), holders
of the applicable Book-Entry Interests will be restricted to acting through DTC, participants (including
Euroclear and Clearstream) and the Book-Entry Depositary if and until such holders request definitive
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registered bonds to be issued. There can be no assurance that the procedures to be implemented by DTC,
participants (including Euroclear and Clearstream) and the Book-Entry Depositary under such circumstances
will be adequate to ensure the timely exercise of remedies under the indenture. See ‘‘Description of the
Exchange Bonds and the Guarantee—Form of Exchange Bonds’’.

If you do not elect to exchange your original bonds for exchange bonds, you will hold securities that are not
registered and that contain restrictions on transfer.

The original bonds if not tendered and exchanged will remain restricted securities. That means that if
you wish to resell, pledge or otherwise transfer your original bonds at some future time, they may be resold,
pledged or transferred only:

� to a person whom you reasonably believe is a qualified institutional buyer (as defined in Rule
144A under the Securities Act of 1933) in a transaction meeting the requirements of Rule
144A;

� in a transaction meeting the requirements of Rule 144 under the Securities Act of 1933;

� in accordance with another exemption from the registration requirements of the Securities Act
of 1933 (and based upon an opinion of your counsel if we so request);

� in an offshore transaction in accordance with Regulation S under the Securities Act of 1933;

� to us; or

� under an effective registration statement.

In addition, your sale, pledge or transfer of the original bonds must be made in accordance with any
applicable securities law of any state of the U.S. or other local jurisdiction.

If you do not participate in the exchange offer, you will only be entitled to certain shelf registration
rights and we do not currently expect to have to file a shelf registration statement. For a description of these
shelf registration rights, see ‘‘The Exchange Offer—Purpose and Effect.’’

There is currently no public market for the exchange bonds.

We cannot guarantee the future development of a market for the exchange bonds or the ability of
holders of the exchange bonds to sell their exchange bonds or the price at which such holders may be able to
sell their exchange bonds. If such a market were to develop, the exchange bonds could trade at prices that may
be higher or lower than the initial offering price depending on many factors, including prevailing interest rates,
our operating results and the market for similar securities.
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FORWARD-LOOKING STATEMENTS

The following cautionary statements identify important factors that could cause our actual results to
differ materially from those projected in forward-looking statements made in this prospectus. Any statements
about expectations, beliefs, plans, objectives, assumptions or future events or performance are not historical
facts and may be forward-looking. These statements are often, but not always, made through use of words or
phrases such as ‘‘will likely result,’’ ‘‘are expected to,’’ ‘‘will continue,’’ ‘‘believe,’’ ‘‘is anticipated,’’
‘‘estimated,’’ ‘‘intends,’’ ‘‘plans,’’ ‘‘seek,’’ ‘‘projection’’ and ‘‘outlook.’’ Forward-looking statements are based
on management’s current views and assumptions and involve known and unknown risks and uncertainties that
could cause actual results, performance or events to differ materially from those expressed. Any forward-
looking statements are qualified in their entirety by reference to the factors discussed throughout this
prospectus. Among the key factors that have a direct bearing on our results of operations are:

� general economic conditions, including in particular economic conditions in the United
Kingdom;

� the frequency, severity and development of insured loss events, including claims arising out
of Year 2000 compatibility problems as well as catastrophes;

� mortality and morbidity experience and trends;

� policy renewal and lapse rates;

� fluctuations in interest rates;

� returns on and fluctuations in the value of fixed income investments, equity investments and
properties;

� fluctuations in foreign currency exchange rates;

� changes in laws and regulations; and

� general competitive factors.

These and other factors are discussed in ‘‘Risk Factors’’ and elsewhere in this prospectus.

We undertake no obligation to publicly update or revise any forward-looking statements, whether as a
result of new information, future events or otherwise. In light of these risks, uncertainties and assumptions, the
forward-looking events discussed in this prospectus might not occur.
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USE OF PROCEEDS

We will not receive any proceeds from the issuance of the exchange bonds in the exchange offer. We
will pay all expenses in connection with the exchange offer. The net proceeds to us from the sale of the original
bonds was approximately $486 million, after deduction of the underwriting discount and other expenses
payable by us in connection with the offering. We used the net proceeds from the sale of the original bonds to
finance a portion of the acquisition of Orion Capital Corporation and the balance for general corporate
purposes.

EXCHANGE RATE INFORMATION

The following table sets forth, for the periods indicated, certain information concerning the Noon
Buying Rate in New York City for cable transfers in British pounds as certified for customs purposes by the
Federal Reserve Bank of New York, expressed in U.S. dollars per £1.00.

Year Ended December 31, High Low Average (1)
End of
Period

(U.S. dollars per British pound)
2000 (through September 15, 2000) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.65 1.40 1.54 1.40
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.62 1.61 1.62 1.61
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.72 1.61 1.66 1.66
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.70 1.58 1.64 1.64
1996 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.71 1.49 1.57 1.71
1995 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.64 1.53 1.58 1.55

(1) The average of the Noon Buying Rate on the last business day of each month during the relevant period.

We publish our financial statements in British pounds. Because a substantial portion of our revenues
and expenses is denominated in U.S. dollars and other currencies, we have a financial reporting translation
exposure attributable to fluctuations in the value of these currencies against the British pound. The rates used in
the preparation of our consolidated financial statements differed from the Noon Buying Rates shown above.
Refer to note 6 to our consolidated financial statements which presents the year end rates used in the
preparation of our consolidated financial statements. See also ‘‘Management’s Discussion and Analysis of
Financial Condition and Results of Operations’’ for information regarding the effects of currency fluctuation on
our financial results.
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CAPITALIZATION AND INDEBTEDNESS

Capitalization and Indebtedness of Royal & SunAlliance

The following table sets forth the unaudited consolidated capitalization and indebtedness of Royal &
SunAlliance and its subsidiaries as of June 30, 2000 in accordance with U.K. GAAP. The shareholders’ funds
and borrowings are based on unaudited consolidated figures as of June 30, 2000.

As of
June 30, 2000

£ $ (1)

(in millions)

Borrowings:

5.77% – 6.61% unsecured commercial paper—guaranteed . . . . . . . . . . . . . . . . . . . . . . . . . . . . 277 418
9.625% unsecured subordinated bonds due 2003—not guaranteed . . . . . . . . . . . . . . . . . . . . . . 100 151
5% – 10.47% secured mortgage loans—not guaranteed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 27
5.75% – 6.10% secured gilt repurchase agreements—not guaranteed . . . . . . . . . . . . . . . . . . . . 114 172
Amounts owed to credit institutions—not guaranteed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58 88

567 856

US$ 8.95% subordinated bonds due 2029—guaranteed (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . 314 474
Euro subordinated bonds due 2019—guaranteed (2)(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 323 488
Japanese yen 5.14% subordinated loan due 2030—guaranteed (2)(4) . . . . . . . . . . . . . . . . . . . . 145 219

Total borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,349 2,037

Shareholders’ Funds:

Share capital (5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 518 782
Share premium account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 175 264
Retained profits and reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,759 8,696

Total shareholders’ funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,452 9,742

(1) The British pound amounts have been translated into U.S. dollar amounts at the rate of £1.00 per $1.51,
the Noon Buying Rate on June 30, 2000.

(2) Borrowings that are identified as being guaranteed are guaranteed by one or more of our subsidiaries.
There are no borrowings guaranteed by third parties.

(3) €200 million of the Euro bonds bear interest at a fixed rate of 6.875% until October 15, 2009 and a
floating rate thereafter.

(4) The loan is denominated in Japanese yen with a U.S. dollar coupon.
(5) The shareholders’ funds and borrowings are based on unaudited figures as of June 30, 2000. As of June

30, 2000, our authorized capital consisted of 2,000,000,000 ordinary shares of 27.5p each and 300,000,000
cumulative irredeemable preference shares of £1 each, of which 1,430,206,531 of the ordinary shares and
125,000,000 of the cumulative irredeemable preference shares were issued and fully paid.

Royal & SunAlliance and its subsidiaries had as of June 30, 2000 no material contingent liabilities
other than policyholder liabilities in the ordinary course of business.

Except as disclosed above, Royal & SunAlliance and its subsidiaries had as of June 30, 2000 no
material borrowings and indebtedness in the nature of borrowings, including bank overdrafts, liabilities under

29



acceptances (other than normal trade bills) or acceptance credits, hire purchase commitments and obligations
under finance leases.

Save as required to be disclosed in respect of the Guarantor, there has been no material change to the
consolidated capitalization and indebtedness and material contingent liabilities other than policyholder liabilities in
the ordinary course of business or guarantees of Royal & SunAlliance and its subsidiaries since June 30, 2000.

Capitalization and Indebtedness of the Guarantor

The following table sets forth the unaudited consolidated capitalization and indebtedness of the
Guarantor and its subsidiaries as of June 30, 2000 in accordance with U.K. GAAP. The shareholders’ funds and
borrowings are based on unaudited consolidated figures as of June 30, 2000.

As of
June 30, 2000

£ $ (1)

(in millions)

Borrowings:

5.77% – 6.61% unsecured commercial paper—guaranteed (2) . . . . . . . . . . . . . . . . . . . . . . . . . 277 418
5% – 10.47% secured mortgage loans—not guaranteed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 27
5.75% – 6.10% secured gilt repurchase agreements—not guaranteed . . . . . . . . . . . . . . . . . . . . 114 172
Amounts owed to credit institutions—not guaranteed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 72

Total borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 457 689

Shareholders’ Funds:

Share capital (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153 231
Share premium account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,531 2,312
Retained profits and reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,900 7,399

Total shareholders’ funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,584 9,942

(1) The British pound amounts have been translated into U.S. dollar amounts at the rate of £1.00 per $1.51,
the Noon Buying Rate on June 30, 2000.

(2) Borrowings that are identified as being guaranteed are guaranteed by Royal & Sun Alliance Group
companies. There are no borrowings guaranteed by third parties.

(3) The shareholders’ funds and borrowings are based on unaudited figures as of June 30, 2000. The
authorized share capital of the Guarantor consisted of 620,000,000 ordinary Class A shares of 25p each
and 10 ordinary Class B shares of US$1.00 each. As of June 30, 2000, 611,081,326 of the ordinary Class
A shares and one of the Ordinary Class B shares were issued and fully paid.

Except for:

� the issue of the €500 million subordinated guaranteed Euro bonds due October 15, 2019;

� the $500 million 8.95% subordinated guaranteed bonds due October 15, 2029;

� the ¥25 billion subordinated loan due February 18, 2030; and

� an £800 million syndicated loan facility which remains undrawn as of the date of this
prospectus;
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all of which are guaranteed by the Guarantor, the Guarantor and its subsidiaries had as of June 30, 2000 no
material contingent liabilities other than policyholder liabilities in the ordinary course of business. The bonds
listed in the first three bullet points above have an aggregate principal amount of £782 million.

Except as disclosed above, the Guarantor and its subsidiaries had as of June 30, 2000 no material
borrowings and indebtedness in the nature of borrowings, including bank overdrafts, liabilities under
acceptances (other than normal trade bills) or acceptance credits, hire purchase commitments and obligations
under finance leases.
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SELECTED FINANCIAL DATA

Selected Financial Information

The U.K. GAAP consolidated financial statements as of and for the year ended December 31, 1995 for
Sun Alliance Group plc and Royal Insurance Holdings plc and the U.K. GAAP consolidated financial
statements as of and for the years ended December 31, 1996 and 1997 for Royal & SunAlliance were audited
by Coopers & Lybrand, independent chartered accountants. Our auditors, Coopers & Lybrand merged with
Price Waterhouse on July 1, 1998, following which time Coopers & Lybrand resigned and we appointed the
new firm PricewaterhouseCoopers as auditors. Our U.K. GAAP consolidated financial statements included
herein as of December 31, 1999, 1998 and 1997 and for the years ended December 31, 1999, 1998 and 1997
have been audited by PricewaterhouseCoopers, independent chartered accountants. The following selected
consolidated financial data are derived from and should be read in conjunction with our audited U.K. GAAP
consolidated financial statements, including the notes thereto contained elsewhere in this registration statement.
As described below, the financial information presented herein for the years ended December 31, 1998, 1997,
1996 and 1995 has been restated from the original audited financial statements to conform to the accounting
policies applied in 1999. Other than such restatement, the U.K. GAAP financial information for the years ended
December 31, 1999, 1998, 1997, 1996 and 1995 has been extracted without adjustment from our audited U.K.
GAAP consolidated financial statements, including the notes thereto contained elsewhere in this prospectus.
U.S. GAAP differs significantly from U.K. GAAP. A description of the significant differences between U.K.
GAAP and U.S. GAAP and reconciliations of our shareholders’ equity to U.S. GAAP as of December 31, 1999
and 1998, and of net income for the three years ended December 31, 1999, is included in note 48 to our
consolidated financial statements included herein. We have included a translation of the data for the year ended
December 31, 1999 from British pounds into U.S. dollars solely for your convenience. The translation rate is at
the rate of £1.00 per $1.51, the Noon Buying Rate on June 30, 2000.

Changes in Accounting Presentation

Our consolidated financial information for the year ended December 31, 1995, including the dividends
per ordinary share, has been restated following the merger of Royal Insurance Holdings plc and Sun Alliance
Group plc in 1996 to arrive at aggregate financial information that is comparable with the financial information
presented in respect of 1996, 1997, 1998 and 1999. The merger was accounted for as a merger under U.K.
GAAP and as a pooling of interests under U.S. GAAP. Accordingly, our consolidated financial information has
been restated as if the merger had occurred at the beginning of the earliest period presented.

In 1999, we adopted the requirements of Financial Reporting Standard 16 ‘‘Current Tax’’. Under this
standard, dividends, interest and other income receivable includes any withholding tax but excludes any other
taxes, such as attributable credits, not payable wholly on our behalf. Previously, attributable tax credits were
included in our investment income and the tax on ordinary activities is reduced by an equal amount. All prior
years have been restated accordingly.

Following the publication of the SORP by the Association of British Insurers in the United Kingdom
in December 1998, unrealized gains and losses on investments not attributable to our life and asset
accumulation business are reflected in the non-technical account of the consolidated profit and loss account.
Additionally, investment return based on the longer term rate of return has been transferred from the non-
technical account to the general business technical account. Previously, no such transfers were made and
unrealized gains and losses were included in the revaluation reserve (a separate component of shareholders’
equity). All prior years have been restated accordingly.
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Consolidated Profit and Loss Account Data

Year Ended December 31,

1999 1999 1998 1997 1996 1995

$ £ £ £ £ £
(in millions, except per ordinary share amounts)

Amounts in accordance with U.K. GAAP
Net premiums written—general (property and casualty) business . . . . . . . . . . . . . . . . 10,810 7,159 6,867 6,634 6,814 7,112
Net premiums written—long term (life) business (1) . . . . . . . . . . . . . . . . . . . . . . . . . 4,959 3,284 2,856 2,591 2,546 2,291
Net investment income—general (property and casualty/shareholder) business (2) . . . . 2,374 1,572 1,500 1,084 1,125 1,072
Net unrealized (losses) gains on investments—general (property and

casualty/shareholder) business (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (974) (645) (139) 965 136 1,100
Net investment income—long term (life) business (3) . . . . . . . . . . . . . . . . . . . . . . . . 5,715 3,785 3,713 2,608 2,348 1,996
Net unrealized gains (losses) on investments—long term (life) business . . . . . . . . . . . 630 417 850 1,942 438 2,100
Long term (life) business result gross of tax (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 355 235 230 231 223 195
General (property and casualty) business result (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . 365 242 288 535 310 869
Profit (loss) on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 571 378 864 1,810 747 2,102
Tax on profit on ordinary activities (6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (408) (270) (374) (354) (245) (211)
(Profit) loss attributable to minority interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (32) (21) (33) (40) (44) (50)
Profit (loss) attributable to shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 87 457 1,416 458 1,841
Earnings (loss) per ordinary share, basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.0c 5.3p 28.7p 91.0p 29.3p 121.3p
Dividends per ordinary share (5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109.8c 72.7p 23.0p 21.0p 19.0p 16.3p

Amounts in accordance with U.S. GAAP
Net premiums written and policy fees (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,419 8,887 8,507 8,379
Net investment income (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,251 4,802 4,775 3,429
Net unrealized gains (losses) on investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (711) (471) 543 1,219
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,409 933 660 688
Net income per ordinary share, basic:

Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93.6c 62.0p 55.9p 48.3p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4c 2.9p (10.0)p —
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98.0c 64.9p 45.9p 48.3p

Net income per ordinary share, diluted:
Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92.6c 61.3p 55.1p 46.9p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4c 2.9p (9.9)p —
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 96.9c 64.2p 45.2p 46.9p

(1) Premiums from life investment products attributable to unit-linked (separate account) business are
recorded as premium income under U.K. GAAP. Under U.S. GAAP these premiums are reported as life
investment product deposits, and revenue on this business comprises only the related policy fees for cost
of insurance, administration, investment management and surrenders during the period.

(2) Under U.K. GAAP, the investment income less investment expenses and charges recognized in both the
property and casualty and shareholder operations includes related realized gains (losses) on investments.
The investment return reflected in the general (property and casualty) business technical account is based
upon the expected longer term rate of return. See ‘‘Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Longer Term Investment Return’’.

(3) Includes realized gains and losses.
(4) Represents the result transferred from the general (property and casualty) business technical account and

the long term (life) business technical account to the non-technical account. The general (property and
casualty) business result transferred to the non-technical account includes the investment return based on
longer term investment return and not the actual net investment income and realized and unrealized gains
and losses on related investments. The long term (life) business result transferred to the non-technical
account represents the actuarially determined surplus released in the year after considering investment,
mortality and morbidity margins in respect of non-participating companies and the shareholders’ share of
bonuses declared to with-profit (participating) policyholders.

(5) The dividends per ordinary share, in accordance with U.K. GAAP, include a final dividend for each year
proposed by our Board subsequent to year end which is not paid until approved by our shareholders at our
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annual general meeting held in May of the subsequent year. In 1999, we paid a special dividend of 48p per
share. See ‘‘—Dividends’’.

(6) Investment income net of expenses and charges has been reduced and tax on profit on ordinary activities
reduced by an equal amount to reflect the change in accounting policy arising from the adoption of
Financial Reporting Standard 16 ‘‘Current Tax’’.

Year Ended December 31,

1999 1999 1998 1997 1996 1995

$ £ £ £ £ £
(in millions)

Additional information —segmental results
Group operating result (based on longer term investment return):

General (property and casualty) operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 471 312 352 683 582 871
Long term (life) business operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 367 243 230 231 233 195
Other activities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 11 20 74 (22) (90)

Group operating result (based on longer term investment return) . . . . . . . . . . . . . . . . . . . . 855 566 602 988 793 976

(1) Other activities includes the operating result from non-insurance businesses such as real estate agency,
insurance broking operations and investment management business. In addition it includes the longer term
investment return applied to surplus capital, central expenses, income from associated undertakings,
expenses related to investment activities and short term loan interest expense.

Group operating result (based on longer term investment return) is a measure used for internal
purposes in the management of our business segments. It includes the pre-tax profits of our life and asset
accumulation business, our property and casualty business and other activities including the Group’s share of
the results of investments accounted for under the equity method. Both the property and casualty profit and the
profit from other activities are determined using a longer term investment return to remove the effect of short
term fluctuations in our investment portfolio. Group operating result (based on longer term investment return) is
the same as group operating profit (based on long-term investment return) determined in accordance with the
Association of British Insurers’ SORP, but before charging the following unallocated corporate items: the
change in equalization provisions, amortization of goodwill (including goodwill in acquired claims provisions),
amortization of the value of long term (life) business, premium paid on the redemption of our convertible
bonds, long term subordinated debt interest and reorganization costs and other movements in investments. It
also excludes the profit on disposal of subsidiaries and branches. This is the result we use to measure the
financial performance of our segments. It is not necessarily directly comparable to similar measurements used
by other U.K. insurers. This measure differs from the profit on ordinary activities before tax, which includes
each of the above items.

Group operating result (based on the longer term investment return) may not be comparable from one
U.K. company to another as the method of calculation of the longer term investment return and the elements of
the result that are included and excluded may differ between companies. For a discussion of longer term
investment return, see ‘‘Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Longer Term Investment Return’’.
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Consolidated Balance Sheet Data

Year Ended December 31,

1999 1999 1998 1997 1996 1995

$ £ £ £ £ £
(in millions, except per ordinary share amounts)

Amounts in accordance with U.K. GAAP
Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74,429 49,291 48,113 44,655 41,893 41,336
Unit-linked (separate account) assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,539 8,304 6,675 5,645 4,980 4,723
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106,011 70,206 64,779 60,496 55,673 55,441
Total technical provisions (excluding linked liabilities) . . . . . . . . . . . . . . . . . . 68,448 45,330 42,473 39,268 36,622 36,971
Technical provisions for linked liabilities (separate account liabilities) (1) . . . . 12,560 8,318 6,687 5,656 4,980 4,733
Total technical provisions (gross of reinsurance) . . . . . . . . . . . . . . . . . . . . . . . 81,008 53,648 49,160 44,924 41,602 41,704
Fund for Future Appropriations (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,308 4,840 3,785 3,737 3,553 3,235
Long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 921 610 — — — —
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,021 676 449 551 761 838
Shareholders’ funds (excluding minority interest) . . . . . . . . . . . . . . . . . . . . . . 9,791 6,484 7,269 7,333 6,341 6,160
Net assets per ordinary share (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 672c 445p 457p 464p 399p 397p

Amounts in accordance with U.S. GAAP
Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67,293 44,565 43,642
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104,705 69,341 63,646
Property and casualty liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28,512 18,882 15,918
Life and asset accumulation liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,695 28,937 28,237
Separate account liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,409 8,218 6,602
Shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,941 5,921 6,515
Net asset value per ordinary share (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 627c 415p 417p

(1) Technical provisions for linked liabilities (separate account liabilities) are stated gross of reinsurance.
(2) Under U.K. GAAP, certain long term (life) funds include either policyholder participating, or both

policyholder participating and non-participating life and asset accumulation contracts, where policyholders
have a contingent interest in the excess of assets over liabilities in the fund. Accordingly the excess of
assets over liabilities within these funds is not allocated between policyholders and shareholders and is
recorded in the fund for future appropriations.

(3) Net assets per share is calculated on shareholders’ funds (after excluding minority interest) and the number
of ordinary shares issued at the end of the year.
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Recent Operating Results

On August 3, 2000, we announced our operating results for the six months ended June 30, 2000. The
table below presents our U.K. GAAP results of operations for the six months ended June 30, 1999 and 2000.
For a description of material variations in the accounting principles, practices and methods used in preparing
our U.K. GAAP financial statements from U.S. GAAP, see note 48 to our consolidated financial statements and
‘‘Management’s Discussion and Analysis of Financial Condition and Results of Operations—Summary of
Significant Differences between U.K. GAAP and U.S. GAAP’’. The nature of our reconciling items to U.S.
GAAP has not changed significantly from our 1999 consolidated financial statements.

Six Months Ended June 30,

2000 1999

(£ in millions, except ratios
and per ordinary share

amounts)
Consolidated profit and loss account data—U.K. GAAP basis
Net premiums written:

Property and casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,293 3,686

Life and asset accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,750 1,561

Segmental results:
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 163 168
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 39
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 94
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 342 301
Other activities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (22) 14

Group operating result (based on longer term investment return) . . . . . . . . . . . . 320 315
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . (27) —
Changes in equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 (5)
Amortization of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (2)
Amortization of goodwill in acquired claims provisions . . . . . . . . . . . . . . . . . . (29) —
Reorganization/additional integration costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . (31) —
Amortization of present value of acquired in force business . . . . . . . . . . . . . . . . (4) (2)
Profit on disposal of subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 —

Group operating profit (based on longer term investment return) . . . . . . . . . . . . 215 306
Other movements in investments (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (199) 123

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 429
Tax on profit on ordinary activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (66) (220)

Profit/(loss) on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . (50) 209
Loss attributable to equity minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) (21)

Profit/(loss) for the period attributable to shareholders . . . . . . . . . . . . . . . . . . . . (57) 188

Earnings per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4)p 11.9p
Diluted earnings per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4)p 11.7p
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As of June 30, 2000

(£ in millions, except per
ordinary share amounts)

Consolidated balance sheet data—U.K. GAAP basis
Shareholders’ funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,452
Net asset value per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 460p
Interim dividend per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.8p

(1) Other activities includes the operating result from non-insurance businesses such as real estate agency and
insurance broking operations and investment management business. In addition, it includes the longer term
investment return applied to the surplus capital, central expenses, income from associated undertakings,
expenses related to investment activities and short term loan interest expense.

(2) Reflects the difference between the actual investment return and the longer term investment return.
See ‘‘—Longer Term Investment Return’’.

Dividends

The payment of dividends on outstanding ordinary shares is subject to the recommendation of our
Board and, with respect to the final dividend, the approval of our shareholders at a general meeting. The
interim dividend is generally paid in December of each year. The declaration of the interim dividend is subject
to the discretion of our Board. The final dividend is proposed by our Board after the end of the year and is
reflected in our consolidated financial statements for that year in accordance with U.K. GAAP. The final
dividend is generally approved at and paid after our annual general meeting held generally in May of the
following year.

The table below presents dividends per ordinary share in each year indicated. The dividend
information below has not been increased by the tax credit relating to the U.K. Advance Corporation Tax.

Year Ended December 31,

1999 1998 1997 1996 1995

Pence
Special dividend (paid) . . . . . . . . . . . . . . . . . . . . . . 48.00p — — — —
Interim (paid) (1) . . . . . . . . . . . . . . . . . . . . . . . . . . 8.40 7.80p 7.15p 6.50p 5.40p
Final (proposed) (2) . . . . . . . . . . . . . . . . . . . . . . . . 16.30 15.20 13.85 12.50 10.90

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72.70p 23.00p 21.00p 19.00p 16.30p

Cents (3)
Special dividend (paid) . . . . . . . . . . . . . . . . . . . . . . 77.28c — — — —
Interim (paid) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.52 12.90c 12.03c 10.95c 8.29c
Final (proposed) . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.24 25.27 22.75 21.40 16.93

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 117.04c 38.17c 34.78c 32.35c 25.22c

(1) For the 1997, 1996 and 1995 interim dividend, a scrip dividend alternative (a dividend reinvestment plan)
was in place. The actual amount paid depended on acceptances of the scrip dividend offer. The amount
over-provided in respect of acceptances received is subsequently added back to shareholders’ funds. The
scrip amount added back to shareholders’ funds was £47 million in 1997, £15 million in 1996 and
£10 million in 1995.

(2) The dividends presented above are reported in accordance with U.K. GAAP. Under U.K. GAAP dividends
are recorded when proposed by the Board but prior to the approval by the shareholders, at which time the
dividends are declared and subsequently paid.

(3) Solely for the convenience of U.S. investors, we have translated the historical interim dividend amounts
per ordinary share into U.S. dollars at the Noon Buying Rates on the respective dividend payment dates,
or on the following business day if such date was not a business day in the United Kingdom or the United
States. Final (proposed) dividends have been translated at the Noon Buying Rates on December 31 of each
year.
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MANAGEMENT ’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis in conjunction with our consolidated financial
statements and the related notes to those financial statements. Our consolidated financial statements have been
prepared in accordance with U.K. GAAP, which differs significantly from U.S. GAAP. A summary of significant
differences between U.K. GAAP and U.S. GAAP is included in note 48 to our consolidated financial statements.
You should read the information under ‘‘Forward-Looking Statements’’ for information about our presentation
of forward-looking information.

Overview

We are one of the world’s leading global insurers. We have operations in over 50 countries and cover
risks in over 130 countries, thus possessing one of the few truly global networks in the industry. We offer a
broad range of property and casualty insurance, life insurance, asset accumulation products and related services
to both businesses and individuals.

We are the product of the 1996 merger of two of the then largest U.K. insurers writing both life and
property and casualty business, Royal Insurance Holdings plc and Sun Alliance Group plc. Following the
merger, we began the major task of integrating our operations and other fundamental business objectives such
as growth strategy, approach to risk, investment policies, capital management, reserving policies and methods
of accounting and reporting. The merger enabled us to significantly increase our operating and distribution
capabilities in the U.K. market and provided a strong base for global expansion and participation in the
consolidating global insurance market. Since the merger, we have built on our size, underwriting and
investment management expertise, product strength and capital base to transform ourselves from a U.K. insurer
with overseas operations into a global enterprise headquartered in the United Kingdom.

Expense reduction was one rationale for the merger in 1996, and having achieved our targeted cost
savings we are now reviewing our businesses to obtain additional ongoing operational efficiencies. In particular,
we believe that our ongoing review of our operations in the United Kingdom and the commercial business
reorganization implemented in the United States in 2000 will produce further cost savings.

To assist us in evaluating our current businesses and strategic opportunities, we introduced a risk-based
capital assessment model in 1998 as our core measure of financial performance. This approach allows us to
measure better the relative profitability of our component businesses and to set clear performance targets across
our operations, better identifying those operations that we should expand and those that we should review or
contract. In addition to evaluating the overall direction of our business, our risk-based capital model also
enables us to make specific underwriting and investment management decisions based on returns on capital.

One feature of this approach that gives particular benefit to the worldwide Group is the advantage that
is gained through having a diversified risk portfolio. The diversification of risk that arises from having
operations in over 50 countries and writing both personal and commercial lines is that less capital is required to
support these risks than if they were all concentrated in a limited number of territories or classes of business.
We believe that as a consequence of diversification, we can achieve better returns on risk-based capital.

Industry Conditions

A variety of factors continue to affect the insurance industry’s outlook and profitability, including:

� fluctuations in interest rates and other changes in the economic environment that affect market
prices of investments and investment returns on those investments;
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� competitive pricing pressures affecting the property and casualty operations;

� consolidation of the industry;

� the frequency, severity, and development of insured loss events, including natural and other
disasters (such as hurricanes, windstorms, earthquakes, floods, fires and explosions and other
catastrophic events), the frequency and severity of which are inherently unpredictable;

� changes in demographics, particularly the aging of the population;

� thinning of profit margins in life and asset accumulation business; and

� the regulatory and tax environment.

Interest rate and equity market fluctuations

Over the past several years, movements in both short and long term interest rates have affected the
level of gains and losses on securities. Generally, a sustained period of lower interest rates will reduce the
investment income yield of our investment portfolio over time as higher-yielding investments are called, mature
or sold and proceeds are reinvested at lower rates. However, declining interest rates will generally increase
unrealized gains, as well as realized gains to the extent securities are sold. Conversely, a sustained period of
rising interest rates will increase the investment income yield on the portfolio over time but will generally lead
to a reduction in unrealized gains.

The various equity markets around the world can produce highly volatile and significantly varied
results. Over the last several years, stock market conditions have been buoyant, with most stock exchanges
world-wide achieving record highs, due in part to the decline in interest rates in principal markets, lower
inflation levels and the convergence of European economies in preparation for the introduction of the euro.
Although equity markets in the United Kingdom and the United States have fluctuated significantly, particularly
in 2000, they have produced strong results overall over the last several years. In certain emerging markets of
the world, there have been substantial declines in the value of equity markets over the past several years.
Equity securities make up a significant portion of our investment portfolios, although we have limited exposure
to equity securities in emerging markets. The volatility of the investment markets impacts our investment
performance. We seek to minimize interest rate and equity market fluctuations through the diversification of our
investment portfolio, developed as a result of the geographic spread of our insurance businesses and the
corresponding strategy of matching assets and liabilities to the extent possible by currency and maturity.

Fluctuations in interest rates and returns from equity markets also impact consumer behavior,
especially in the life and asset accumulation businesses, where demand for fixed income products, such as
fixed-return pension products, may decline when interest rates fall and equity markets are performing well.

Property and casualty pricing conditions

The property and casualty insurance industry historically has been cyclical, characterized by periods of
price competition due to excessive underwriting capacity as well as periods where shortages of underwriting
capacity have permitted favorable price levels. The property and casualty insurance industry is highly
competitive in the areas of price, service, product offerings, agent relationships and, in the case of personal
lines property and casualty business, method of distribution. In addition, an increasing level of commercial risk
is now covered by large deductibles, risk purchasing groups, risk-retention groups and captive companies (in-
house self-insurance programs). Partially offsetting the negative impact on pricing, the low inflation rates of
recent years have had a favorable impact on claims costs and the development of loss reserves.

Our property and casualty business operations generate operating results that may vary significantly
from year to year depending on the occurrence of natural and other disasters (such as hurricanes, windstorms,
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earthquakes, floods, fires and explosions and other catastrophic events), the frequency and severity of which are
inherently unpredictable. Therefore, we have established risk management procedures to manage and reduce
our risk from potential significant fluctuations in operating results due to natural and other disasters.

Recently, the property and casualty insurance market has experienced depressed returns due to
increased weather claims and other losses. Historically, such conditions have prompted a return to more
adequate pricing levels. As an example, we have seen price firming in U.K. personal automobile lines in the
second half of 1998, which has continued into 1999 and 2000. In the commercial lines market, we have seen a
slowing rate of decline in those areas where prices are still in decline, and increases taking hold for selective
classes of business in the United Kingdom and United States in 1999, such as commercial automobile.

Consolidation

The consolidation trend observed in recent years among the world’s insurers is expected to continue
for the foreseeable future. Consolidation is occurring for many reasons, including:

� achieving market expansion;

� increasing revenues and achieving critical mass;

� diversifying lines of business;

� expanding distribution channels; and

� securing cost and other operational synergies.

The result of this consolidation trend is increasing pressures on companies to reduce costs and increase
brand recognition. In addition to the consolidation trend, new competitors have entered the market, such as
banks selling personal lines, primarily automobile and household insurance and investment and savings
vehicles.

Changes in demographics

Demographic studies suggest that over the next decade there will be growth in the number of
individuals who enter the age group that we believe is most likely to purchase retirement-oriented life insurance
products in many of our life insurance markets. Additionally, in a number of European and other markets
retirement, medical and other social benefits previously provided by state governments have been, or are
expected in the coming years to be, curtailed or limited. We believe these factors will increase opportunities for
private sector providers of life insurance, health, pension and other social benefits-related insurance products.
We believe that our insurance distribution networks, the quality and diversity of our products and our
management expertise in many of these markets place our businesses in the position to benefit from these
demographic developments.

Profit margins in life and asset accumulation business

The life industry has seen a significant change in the mix of business and, more particularly, the profit
margins it is able to achieve. This is attributable to a number of factors. In the United Kingdom, increased
requirements to disclose the charges against premium and accumulated funds for commissions and other costs
have highlighted the similarities between savings-related life products and unit trust/mutual funds. This in turn
has applied pressure on the life industry to reduce its margins to bring them more into line with the unit
trust/mutual funds market. Increased scrutiny by consumers and regulators of disclosure and advice given to
customers has increased the costs of distribution. In the market for life insurance risk products such as term
insurance, improving mortality experience has encouraged new entrants into the market which has also led to
increased price competition.
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The above factors are particularly relevant to the profitability of new business. The profit arising from
the U.K. life operations that is included in the operating result for the current year is principally comprised of
profits emerging on existing business from prior years together with the investment return earned on the
shareholders’ capital committed to the life business. The reduced level of new business profit margin will not
have an immediate impact on our reported life profits, but will affect these profits over time. The reported life
operating result will more immediately be affected by a decline in interest rates and the consequent reduction in
investment returns.

A significant element of the emerging profit relates to with-profits policies. The profit represents the
shareholders’ share of the bonuses (or dividends) allocated to policyholders. The bonuses are determined by an
actuarial valuation and generally accrue over the policy period.

Regulatory and tax environment

Our insurance business is subject to detailed regulation in all the jurisdictions in which we do
business. Regulation includes compliance with applicable laws covering training competencies, selling
practices, operating and reporting requirements, monitoring of solvency and reserves, and asset valuation.

Since 1994, the regulator of the U.K. financial services industry has required insurers to review certain
past business sold through their representatives (exclusive agencies and direct sales forces) involving personal
pension products offered by the insurer. An insurer must provide compensation when it is determined that an
individual was inappropriately advised by a representative of the insurer, to transfer pension funds from an
employer sponsored scheme to a personal pension plan, or when inappropriately advised to purchase a personal
pension plan instead of joining an employer sponsored scheme. U.K. insurers, including our U.K. life insurance
companies, have established provisions for future review and compensation costs; however, it is not yet
possible to definitely assess the cost to the U.K. insurance industry or to our U.K. life companies of such
review and compensation. This review, including a similar one related to additional voluntary contributions, has
been scheduled for completion by the regulator by June 2002. Our U.K. Life operation is currently on schedule
to meet this target.

The regulator of the U.K. financial services industry has asked all U.K. insurers to contact
policyholders who effected mortgage endowment policies to cover the repayment of an interest-only mortgage.
A significant proportion of these policies were sold in the late 1980s and early 1990s, when inflation and
investment returns were higher than today’s environment. In the course of this exercise, U.K. insurers will
provide policyholders with projections of the range of likely maturity proceeds from their policies, assuming a
continuation of the current level of inflation and investment returns. This exercise is due to be completed by
June 2001, in line with the timetable set down by the regulator.

The Finance Act 2000 introduced the discounting of claims reserves for U.K. tax purposes,
commencing with reserve balances as of December 31, 2000. Detailed regulations have yet to be published and
it is not possible at this stage to quantify the effect of the new legislation although the legislation is likely to
increase the amount of our current tax payable.

The Finance Act 2000 also introduced changes to the methodology of claiming relief for foreign tax
against U.K. corporation tax. The impact of these changes is likely to be additional U.K. tax of £4 million
annually.

The Australian federal government is introducing changes to the existing tax arrangements for life
insurers. Under these changes, the first part of which is effective from July 1, 2000, the tax-advantaged
treatment of life insurance and savings products has been removed on a transitional basis. Like many in the
Australian life industry, we are still assessing the impact of these changes on our life insurance, superannuation
and retail funds management businesses. These tax reforms will increase the tax burden of life insurers in
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Australia and may have a consequential negative impact on our embedded values and future sales of life and
asset accumulation products.

Exchange Rate Fluctuations

We publish our consolidated financial statements in British pounds. A large portion of our consolidated
revenues and expenses are denominated in currencies other than the British pound, primarily the U.S. dollar,
Australian dollar, Canadian dollar, and Danish kroner. Fluctuations in the exchange rates used to translate these
currencies into British pounds have had, and can be expected in the future to have, an impact on our reported
results from year to year. We seek to mitigate this impact by investing in assets denominated in the same
currencies and maturities as our corresponding insurance liabilities.

In preparing our consolidated financial statements, we use year-end exchange rates to translate balance
sheet and profit and loss account items not denominated in British pounds. See note 6 to our consolidated
financial statements for the rates of exchange into British pounds used in translating amounts in our
consolidated financial statements.

Capital Management

The capital requirements of an insurance company are determined by its exposure to risk and the
solvency criteria established by management and statutory requirements. During 1998, we adopted a new risk-
based capital model for:

� determining our capital requirements;

� setting return targets for our regional operations; and

� establishing incentive plans for management.

Our risk-based capital model is designed to produce different capital requirements depending on the
policies applied to the business, particularly investment and reinsurance policy. In employing our risk-based
capital model, we used our present reinsurance and investment policies. For property and casualty business our
policy is to invest 100% of capital and 5% of insurance reserves in equity securities, with the remaining 95%
of insurance reserves invested in fixed income securities after funding working capital. Modeling the various
policy scenarios indicates that this investment mix, combined with our current reinsurance program, maximizes
our expected Return on Capital Employed. However, this requires more capital than other possible investment
policies. Accordingly, we may, over time reduce our exposure to equities and change the reinsurance program
to eliminate volatility in the underwriting result and thus lower our capital requirements.

Our risk-based capital methodology has been applied to individual lines of business as well as
territories and regions. It has also been applied retrospectively to 1998, 1997 and 1996 to determine notional
capital allocations for internal comparisons.

The risk-based capital for each of our time-zone-based regions has been calculated using the same
methodology as for the Group. However, the sum of the capital requirements for each region, calculated as if
each was a separate entity, and based on the same solvency criteria (99% confidence of solvency not falling
below 25% of net premiums written over a prospective five year period) is greater than that required for the
Group as a whole. The difference between the two is the diversification benefit generated by the additional
spread of risk in the Group.
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The table below presents the capital allocated to our property and casualty businesses as of
December 31, 1999.

Allocation of Capital

Risk-Based
Capital Requirement

(£ in millions)

United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,301
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 782
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 886
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 396

For the with-profit life and asset accumulation business in the United Kingdom, capital is in effect
provided jointly by policyholders and shareholders. The combined surplus is, therefore, not available for other
purposes and will only be released to policyholders and shareholders through the declaration of bonuses.
Therefore, we treat actual capital employed by the operations as our capital requirement for this business. For
those life businesses that do not have policyholder participation, notably our U.K. unit-linked insurance
subsidiary as well as other non-insurance businesses, the capital employed in the business is generally based on
the local statutory capital requirement and is therefore reasonable to use as a risk-based capital measure.

The aggregate risk-based capital requirement for the Group as of December 31, 1999 was estimated to
be £6,141 million. The total actual capital, after deducting goodwill including goodwill in claims acquired,
deferred tax and after adding back the equalization provisions, was £6,275 million. The actual capital includes
£610 million of long term subordinated debt.

Our post-tax nominal return on equity for 1999 was 9%. Despite this reduced return the annual
average post-tax nominal return over the past five years was 19%. The annual average post-tax nominal return
is calculated after adding back all dividends and capital movements such as the issuance or redemption of our
share capital and providing in full for deferred tax liabilities on unrealized gains. The return is expressed as a
percentage of our shareholders’ funds at the beginning of the period.

Longer Term Investment Return

The Association of British Insurers (the U.K. insurance industry trade association) Statement of
Recommended Practice on Accounting for Insurance Business (‘‘SORP’’) published in December 1998
introduced major changes in insurance accounting particularly in respect of investments. The SORP requires all
investment capital gains and losses on assets backing property and casualty business and shareholder funds to
be reflected in the consolidated profit and loss account. To avoid the distortions of short term market value
movements, the SORP also recommends that U.K. insurers present a calculation of operating result including
an allocated investment return which we refer to as longer term investment return. We use this method as the
basis on which we monitor the performance of our business segments.

We have adopted this measure of Group operating result (based on longer term investment return) to
bring the reporting of our property and casualty business into line with our risk-based capital measure of
financial performance. Accordingly, we measure the performance of our operations by adding:

� underwriting result, excluding the change in the equalization provision; plus

� longer term investment return on assets backing property and casualty insurance liabilities; plus

� longer term investment return on risk-based capital supporting the property and casualty
business; less
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� certain corporate operating expenses not allocated to our segments.

The difference between Group operating result (based on longer term investment return) and profit
before tax is principally attributable to:

� the balance of the movement in investments between that generated by the longer term
investment return and actual investment income and investment gains and losses, both
realized and unrealized on a market value basis;

� the change in the claims equalization provisions;

� reorganization costs, amortization of goodwill (including goodwill in acquired claims
provisions), amortization of the value of long term business and long term subordinated debt
interest; and

� profit on disposal of subsidiaries and branches.

See ‘‘—Consolidated Results of Operations’’ for a detailed analysis of the items and amounts
comprising the differences between Group operating result (based on longer term investment return) and profit
before tax.

A consequence of this approach is that the property and casualty Group operating result (based on
longer term investment return) will represent the pre-tax return on risk-based capital for this part of the
business. We estimated the longer term investment return by reviewing investment market performance since
1918. Based on this analysis, we set the longer term investment return assuming a risk free rate of 3%, equity
risk premium of 3% and inflation of 3% per year. We believe this rate reflects the aggregate actual return on
our investments over the longer term and our expectations for investment returns.

The longer term rate of return is set taking into account the investment policy of the Group reflecting a
combination of historical experience and current market expectations for each geographical area and category
of investments along with other political and economic factors. The longer term rate is set with an anticipation
that longer term returns credited to operating results will not consistently exceed or fall below actual returns
being earned. Rates will be reviewed annually and any downturns in our expectations of the longer term returns
will be recognized immediately by reducing the assumed rate of return.

The following measures our actual investment returns as compared to longer term investment returns
for the years ended December 31, 1994 through December 31, 1999. Over the last six years the aggregate of
the actual movements has exceeded those calculated using the longer term rate of return however the longer
term return in 1994 and 1999 exceeded actual returns.

Total Investment Return

Actual
Longer
Term

(£ in billions)

1994 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 1.0
1995 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3 1.1
1996 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.4 1.1
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.1
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.6 1.1
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.0 1.1

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.4 6.5
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Total actual investment return includes investment income less investment expenses and related
charges, realized gains and losses and unrealized gains and losses. The excess of actual over longer term over
the last six years reflects the favorable investment climate that has generally prevailed during that period.

A similar basis of calculation has been applied to both the shareholders’ funds attributable to our life
business and any capital that is not required to support our property and casualty and life operations on a risk-
based approach. The income resulting from the longer term rate of investment return applied to the balance of
capital is included in Other Activities. In calculating this return, the pre-tax long term investment returns above
are applied to the adjusted average values of the various categories of investment. The investment values taken
are market prices, adjusted in situations where unusual market conditions existed during the valuation period.
Thus at the end of 1999, 1998 and 1997, the actual market values were reduced in the calculation of the long
term return to reflect the disparity between the market yields at that time and the longer term yields. This
normalization adjustment is based on longer term yield assumptions and produces an effective return as
follows:

Stated long
term return Effective return

Equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9% 6.8%
Fixed interest . . . . . . . . . . . . . . . . . . . . . . . . . . . 6% 6.0%

Comparability of Results

The following section contains financial information prepared using the longer term investment return
measure of Group operating result. See ‘‘—Longer Term Investment Return’’. In addition, certain financial
information has been further segmented by region and between personal and commercial business lines
reflecting how we currently present our financial performance. These bases of presentation were introduced in
1998. We have restated our 1997 and 1996 financial information on a similar basis in order to provide you with
a basis for meaningful comparison. The product segment results and geographic segment results contained in
the ‘‘Description of Business’’ and ‘‘Management’s Discussion and Analysis of Financial Condition and Results
of Operations’’ sections, including the tables therein, contain certain information that is not extracted from or
derived from audited financial statements and is derived from our books and records based upon our best
estimates and overall knowledge of our business, and include adjustments that we believe are appropriate to
reflect a true and fair view of the product segment results and geographic segment results for the periods
indicated.
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Recent operating results

On August 3, 2000, we announced our operating results for the six months ended June 30, 2000. The
table below presents our U.K. GAAP results of operations for the six months ended June 30, 1999 and 2000.
For a description of material variations in the accounting principles, practices and methods used in preparing
our U.K. GAAP financial statements from U.S. GAAP, see note 48 to our consolidated financial statements and
‘‘—Summary of Significant Differences between U.K. GAAP and U.S. GAAP’’. The nature of our reconciling
items to U.S. GAAP has not changed significantly from our 1999 consolidated financial statements.

Six Months Ended
June 30,

2000 1999

(£ in millions, except
ratios and per ordinary

share amounts)

Consolidated profit and loss account data—U.K. GAAP basis
Net premiums written:

Property and casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,293 3,686

Life and asset accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,750 1,561

Segmental results:
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 163 168
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 39
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 94
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 342 301
Other activities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (22) 14

Group operating result (based on longer term investment return) . . . . . . . . . . . . . . 320 315
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (27) —
Changes in equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 (5)
Amortization of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (2)
Amortization of goodwill in acquired claims provisions . . . . . . . . . . . . . . . . . . . . . (29) —
Reorganization/additional integration costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (31) —
Amortization of present value of acquired in force business . . . . . . . . . . . . . . . . . . (4) (2)
Profit on disposal of subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 —

Group operating profit (based on longer term investment return) . . . . . . . . . . . . . . 215 306
Other movements in investments (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (199) 123

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 429
Tax on profit on ordinary activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (66) (220)

Profit/(loss) on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (50) 209
Loss attributable to equity minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) (21)

Profit/(loss) for the period attributable to shareholders . . . . . . . . . . . . . . . . . . . . . . (57) 188

Earnings per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4)p 11.9p
Diluted earnings per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4)p 11.7p

(1) Other activities includes the operating result from non-insurance businesses such as real estate agency and
insurance broking operations and investment management business. In addition, it includes the longer term
investment return applied to the surplus capital, central expenses, income from associated undertakings,
expenses related to investment activities and short term loan interest expense.

(2) Reflects the difference between the actual investment return and the longer term investment return. See
‘‘—Longer Term Investment Return’’.
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Six months ended June 30, 2000 compared to six months ended June 30, 1999

United Kingdom

Our United Kingdom region accounted for £163 million, or 50.9%, of our Group operating result
(based on longer term investment return) in the first six months of 2000 as compared to £168 million, or
53.3%, in the first six months of 1999. The decrease in the United Kingdom segment operating result (based on
longer term investment return) reflects the combined effect of a £5 million increase in property and casualty
business operating result (based on longer term investment return) and a £10 million decrease in life and asset
accumulation operating result.

The property and casualty business operating result (based on longer term investment return) was
negatively impacted by £18 million due largely to the strengthening of the Group reinsurance protection
program the results of which are included in our United Kingdom segment. This strengthening is designed to
protect against catastrophe losses in 2000. Excluding the impact of the strengthening of the Group reinsurance
protection program, property and casualty business operating result (based on longer term investment return)
increased by £23 million. This was due to an improvement in the U.K. property and casualty business arising
particularly from improved results in personal automobile and household business and from commercial
property business.

Our life and asset accumulation operating result for the interim period is estimated based on the
expected profit for the year, as bonuses are declared once a year. The profit at June 30, 1999 was £10 million
more than half the annual 1999 profit and this accounts for the reduction in profit for the 2000 interim period
compared to the 1999 interim period.

Other Europe

Our Other Europe region accounted for £33 million, or 10.3%, of our Group operating result (based on
longer term investment return) in the first six months of 2000 as compared to £39 million, or 12.4%, in the first
six months of 1999. The decrease in Other Europe segment operating result (based on longer term investment
return) reflects the combined effect of a £8 million decrease in property and casualty business operating result
(based on longer term investment return) and a £2 million increase in life and asset accumulation operating result.

Our Other Europe property and casualty business operating result (based on longer term investment
return) decreased to £18 million from £26 million. Claims inflation in Scandinavia, as a result of December
1999 storms, adversely affected the result. In both Spain and Italy, our automobile business showed positive
signs in response to increased prices and stricter underwriting controls. As a result, our underwriting losses in
Italy declined £7 million to £15 million and our underwriting losses in Spain declined £4 million to £10 million
in the first six months of 2000 as compared to the comparable period in 1999. However, further rate increases
in Italy may be limited by recent legislation that freezes Italian automobile rates until May 31, 2001.

Americas

Our Americas region accounted for £108 million, or 33.8%, of our Group operating result (based on
longer term investment return) in the first six months of 2000 as compared to £94 million, or 29.8%, in the first
six months of 1999. The increase in Americas segment operating result (based on longer term investment return)
reflects the combined effect of a £25 million increase in property and casualty business operating result (based on
longer term investment return) and a £11 million decrease in life and asset accumulation operating result.

The improvement in the property and casualty business operating result (based on longer term
investment return) was due primarily to the contribution of £31 million from Orion. The results from Orion
were first included in December 1999. There was also an improvement in Latin America and the Caribbean of
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£7 million due to reduced catastrophe losses compared with 1999. In the United States, excluding Orion, our
property and casualty underwriting result reduced by £12 million primarily due to a deterioration in the result
in workers’ compensation and auto lines.

The decrease in life and asset accumulation operating result was due to the disposal of our U.S. life
operations in 1999, which accounted for a £10 million reduction. In addition, the acquisition of La
Construcción in Chile made a positive contribution of £7 million offsetting a reduction of £8 million in the
result from Canada. The result for Canada for the first six months of 1999 included a £6 million nonrecurring
benefit from the release of participating fund assets that was approved by the Canadian regulators.

Asia Pacific

Our Asia Pacific region accounted for £38 million, or 11.9%, of our Group operating result (based on
longer term investment return) in the first six months of 2000 as compared to nil in the first six months of
1999. The increase in Asia Pacific segment operating result (based on longer term investment return) reflects
the combined effect of a £28 million increase in property and casualty business operating result (based on
longer term investment return) and a £10 million increase in life and asset accumulation operating result.

The improvement in the property and casualty business operating result (based on longer term
investment return) is made up of £20 million improvement in the Australian result with a strong recovery in
both personal and commercial business partly supported by the absence of catastrophe costs suffered in 1999
from the Sydney hailstorm.

The improvement in life and asset accumulation operating result was supported by the contribution of
£5 million from Tyndall which we acquired in 1999.

Net premiums written

Property and casualty net premiums written increased by £607 million, or 16%, to £4,293 million in
the first six months of 2000 from £3,686 million in the first six months of 1999. On a constant exchange rate
basis, net premiums written increased by 17%. This increase is due primarily to our acquisitions of Orion and
Trygg-Hansa in 1999. Premium rates have increased significantly across many lines, such as our commercial
lines in the United States and Australia, but this has been offset by the loss of premiums resulting from
remedial action that continues to be undertaken on our under-performing lines. Property and casualty net
premiums written in the United Kingdom, for example, decreased £104 million, or 6%, due to double digit rate
increases in our automobile and risk managed accounts that resulted in a loss of some business.

Life and asset accumulation net premiums written increased by £189 million, or 12%, to £1,750
million in the first six months of 2000 from £1,561 million in the first six months of 1999. On a constant
exchange rate basis, net premiums written increased by 13%. The impact of our withdrawal from the exclusive
agency and direct sales channels in the United Kingdom and the sale of our U.S. life business in 1999 have
been offset by growth in U.K. sales through IFAs and the acquisitions of Tyndall in Australia and La
Construcción in Chile.

On a constant exchange rate basis, new business annual premium equivalent increased 3% reflecting a
15% decrease in periodic premium and 25% increase in single premium business. The increase was primarily
due to the inclusion of Canadian investment sales within single premium sales reflecting the insurance element
within the contracts.
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Group operating result (based on longer term investment return)

Group operating result (based on longer term investment return) increased by £5 million, or 2%, to
£320 million in the first six months of 2000 from £315 million in the first six months of 1999. This increase
was due to a £50 million increase in our property and casualty operating result (based on longer term
investment return) partly offset by a £9 million decrease in our life operating result (based on longer term
investment return) and a £36 million worsening in the results of other activities. Our property and casualty
operating result (based on longer term investment return) increased due to improved combined ratios in the
United Kingdom, the Americas and Asia Pacific that were partly offset by deterioration in Other Europe and
costs associated with the strengthening of our group reinsurance protection program described above.

Our life and asset accumulation operating result declined primarily due to the disposal of our U.S. life
operations which contributed £10 million to profit in the first half of 1999 as well as a one-time release of
profit in Canada in our life fund in 1999 and a decline in Canadian realized investment gains. These declines
were partly offset by the acquisitions of Tyndall and La Construcción which contributed £9 million to our life
operating result in the first six months of 2000. In 1999, the other activities result included investment returns
of £39 million on surplus capital. Due to the acquisition of Orion and Trygg-Hansa, we now allocate this
capital to our property and casualty operations. Accordingly, the investment return on this capital in the first six
months of 2000 is reported in our property and casualty operating result (based on longer term investment
return) rather than in other activities, thereby reducing our other activities result.

Profit on ordinary activities before tax

Profit on ordinary activities before tax decreased £413 million to £16 million in the first six months of
2000 from £429 million in the first six months of 1999. The Group operating result (based on longer term
investment return) increased by £5 million as discussed above. The decrease in profit on ordinary activities
before tax was due to other movements in investments, interest on long term subordinated liabilities, changes in
equalization provisions, and other items described below. During 1999, we issued subordinated U.S. Dollar and
Euro bonds to provide additional capital to assist in the financing of the acquisitions of Orion and Trygg-Hansa.
We treat long term subordinated liabilities as part of our capital base. Accordingly, we treat interest on these
subordinated liabilities of £27 million as a financing item and do not deduct it in arriving at Group operating
result (based on longer term investment return). The change in equalization provisions was a reduction of £10
million in the first six months to 2000 compared to an increase of £5 million in the first six months of 1999
bringing the total equalization provision to £249 million. Claims equalization provisions are established in a
number of countries in accordance with local regulatory requirements. They represent a provision over and
above the liability for outstanding claims and accordingly are excluded from operating result (based on longer
term investment return).

Other items affecting profit on ordinary activities before tax include amortization of goodwill of £26
million attributable mainly to our acquisition of Orion, Trygg-Hansa and Tyndall during 1999. In addition,
under U.K. GAAP the fair value of general (property and casualty) business claims provision relating to
businesses acquired is established after making allowance for future investment income and the resulting
discount is amortized to the profit and loss account over the expected run-off period of the related claims. The
charge of £29 million relates to Orion and Trygg-Hansa.

Reorganization costs were £31 million in the first six months of 2000. These costs principally arose in
America and Scandinavia. The present value of in-force business existing at acquisition is amortized in the long
term technical account over the anticipated periods of the related contracts in the portfolios in arriving at profit
on ordinary activities before tax. Profit on disposal of subsidiaries, which we exclude from Group operating
results (based on longer term investment return) was £2 million in the first six months of 2000 compared with
nil in the first six months of 1999.
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Other movements in investments represents the difference between the total actual investment return
and longer term investment return. See ‘‘—Longer Term Investment Return’’ for a description of total actual
investment return and longer term investment return. In the first six months of 2000 total actual investment
return of £369 million was below the first six months 2000 longer term investment return of £568 million
resulting in a deficit in other movements of £199 million. The deficit in other movements in investments is due
primarily to the fall in the value of equities during the first six moths of 2000 which resulted in actual returns
being less than those assumed on a longer term investment return basis.

Profit attributable to shareholders

Taxation on profit on ordinary activities decreased £154 million, or 70%, to £66 million in the first six
months of 2000 from £220 million in the first six months of 1999. This represents an effective tax rate of 412%
compared with the prevailing U.K. corporation tax rate for 2000 of 30%. Under U.K. GAAP full deferred tax
provision is not made for unrealized gains. The difference in tax charge is due primarily to the high level of
realized investment gains from sales of equities not covered by deferred tax provisions in prior years. Under
U.K. accounting principles, the tax arising on an investment gain is only recognized either when the gain is
realized or when realizations giving rise to a taxation liability are anticipated in the foreseeable future.

Loss attributable to shareholders in the first six months of 2000 was £57 million, a decrease of £245
million from the profit of £188 million in the first six months of 1999 due to the factors described above.
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Consolidated Results of Operations

The table below presents our U.K. GAAP consolidated results of operations for 1999, 1998 and 1997.
U.K. GAAP differs significantly from U.S. GAAP. A reconciliation of the differences between U.K. GAAP and
U.S. GAAP consolidated net income is included in note 48 of the consolidated financial statements.

Year Ended December 31,

1999 1998 1997

(£ in millions, except ratios)

Net premiums written:
Property and casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,159 6,867 6,634

Life and asset accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,284 2,856 2,591

Segmental results:
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 316 371 592
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45 (12) 4
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191 211 251
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 12 67

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 555 582 914
Other activities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 20 74

Group operating result (based on longer term investment return) . . . . . . . . . . . . 566 602 988
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . (10) — —
Changes in equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (51) (84)
Amortization of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) — —
Amortization of goodwill in acquired claims provisions . . . . . . . . . . . . . . . . . . (12) — —
Premium on redemption of long term subordinated liabilities and convertible

bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (142) —
Reorganization/additional integration costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . (52) (13) (64)
Amortization of present value of acquired in force business . . . . . . . . . . . . . . . (4) — —
Profit on disposal of subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 5 3

Group operating profit (based on longer term investment return) . . . . . . . . . . . . 458 401 843
Other movements in investments (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (80) 463 967

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378 864 1,810
Tax on profit on ordinary activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (270) (374) (354)

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 490 1,456
Profit attributable to equity minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . (21) (33) (40)

Profit for the year attributable to shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . 87 457 1,416

(1) Other activities includes the operating result from non-insurance businesses such as real estate agency and
insurance broking operations and investment management business. In addition it includes the longer term
investment return applied to the surplus capital, central expenses, income from associated undertakings,
expenses related to investment activities and short term loan interest expense.

(2) Reflects the difference between the actual investment return and the longer term investment return. See
‘‘—Longer Term Investment Return’’.
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Year ended December 31, 1999 compared to year ended December 31, 1998

United Kingdom

Our United Kingdom region accounted for £316 million, or 55.9%, of our Group operating result
(based on longer term investment return) in l999 as compared to £371 million, or 61.6%, in 1998. The decrease
in the United Kingdom segment operating result (based on longer term investment return) reflects the combined
effect of a £48 million, or 24.1%, decrease in property and casualty business operating result (based on longer
term investment return) and a £7 million, or 4.1%, decrease in life and asset accumulation operating result.

Other Europe

Our Other Europe region accounted for £45 million, or 8.0%, of our Group operating result (based on
longer term investment return) in l999 as compared to a £12 million loss in 1998. The increase in Other Europe
segment operating result (based on longer term investment return) reflects the combined effect of a £64 million,
increase in property and casualty business operating result (based on longer term investment return) offset by a
£7 million, or 26.9%, decrease in life and asset accumulation operating result.

Americas

Our Americas region accounted for £191 million, or 33.7%, of our Group operating result (based on
longer term investment return) in 1999 as compared to £211 million, or 35.0%, in 1998. The decrease in
Americas segment operating result (based on longer term investment return) reflects the combined effect of a
£28 million, or 15.2%, decrease in property and casualty business operating result (based on longer term
investment return) and a £8 million, or 29.6%, increase in life and asset accumulation operating result.

Asia Pacific

Our Asia Pacific region accounted for £3 million, or 0.5%, of our Group operating result (based on
longer term investment return) in 1999 as compared to £12 million, or 2.0%, in 1998. The decrease in Asia
Pacific segment operating result (based on longer term investment return) reflects the combined effect of a £28
million decrease in property and casualty business operating result (based on longer term investment return)
and a £19 million increase in life and asset accumulation operating result.

Net premiums written

Property and casualty net premiums written increased by £292 million, or 4.3%, to £7,159 million in
1999 from £6,867 million in 1998. On a constant exchange rate basis, net premiums written increased £334
million, or 5.0%. This increase was primarily due to increases in net premiums written in Americas of £273
million, or 17.7%, to £1,817 million in 1999 from £1,544 million in 1998, Asia Pacific of £187 million, or
32.6%, to £761 million in 1999 from £574 million in 1998 and Other Europe of £44 million, or 3.2%, to
£1,440 million in 1999 from £1,396 million in 1998. These increases in net premiums written were mainly due
to the acquisitions of Trygg-Hansa and Orion during the year. However, they were partially offset by a decrease
in net premiums written in the United Kingdom of £212 million, or 6.3%, to £3,141 million in 1999 from
£3,353 million in 1998.

Life and asset accumulation net premiums written increased by £428 million, or 15.0%, to £3,284
million in 1999 from £2,856 million in 1998. This increase was primarily due to an increase in single premium
business of £447 million.

On a constant exchange rate basis, new business annual premium equivalent increased 22.6%
reflecting a 13.8% increase in periodic premium and 38.5% increase in single premium business. The increase
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was primarily in the United Kingdom and Other Europe and was attributable to increased sales of single
premium products, which increased by 34.4% in the United Kingdom and 50.4% in Other Europe over the
period. Volume increases were concentrated in investment based products, which have lower margins than with-
profits products.

Group operating result (based on longer term investment return)

Group operating result (based on longer term investment return) decreased £36 million, or 6%, to £566
million in 1999 from £602 million in 1998. This decline was principally due to increases in property and
casualty underwriting losses in our U.K., Americas and Asia Pacific regions, as a result of significant
worldwide weather and commercial claims in 1999. The majority of the increased underwriting losses occurred
in the Americas, where our operating result (based on longer term investment return) decreased by £20 million,
which was largely attributable to property and casualty business. The decrease in the Americas represented
55.6% of the decrease in our Group operating result (based on longer term investment return). In addition, our
segment operating result in the United Kingdom decreased £55 million primarily due to a decline in our
allocated investment return, which represents the longer term investment return on capital allocated to the U.K.
property and casualty business. These decreases were partly offset by an improvement in our Other Europe
underwriting result. Life and asset accumulation operating result increased by £13 million, or 5.7%, to £243
million in 1999 from £230 million in 1998 due to increases in our Asia Pacific and Americas regions that were
partly offset by declines in the United Kingdom and Other Europe. See ‘‘—Results of Operations by Operating
Segment’’.

Profit on ordinary activities before tax

Profit on ordinary activities before tax decreased £486 million, or 56.3% to £378 million in 1999 from
£864 million in 1998, due in part to the decrease in Group operating result (based on longer term investment
return) discussed above. In addition, the profit on ordinary activities before tax is affected by other movements
in investments, interest on long term subordinated liabilities, changes in equalization provisions, and other
items described below.

During 1999, we issued subordinated U.S. dollar and Euro bonds to provide additional capital to assist
in the financing of the acquisitions of Orion and Trygg-Hansa. We treat long term subordinated liabilities as
part of our capital base. Accordingly, we treat interest on these subordinated liabilities of £10 million as a
financing item and do not deduct it in arriving at Group operating result (based on longer term investment
return).

The change in the equalization provisions was £12 million in 1999 as compared to £51 million in 1998
bringing the total equalization provision to £259 million. Claims equalization provisions are established in a
number of countries in accordance with local regulatory requirements. They represent a provision over and
above the liability for outstanding claims and accordingly are excluded from operating result (based on longer
term investment return).

Other items affecting profit on ordinary activities before tax include amortization of goodwill of £14
million attributable to our acquisition of Orion, Trygg-Hansa and Tyndall during the year. In addition, under
U.K. GAAP the fair value of general (property and casualty) business claims provisions relating to businesses
acquired is established after making allowance for future investment income and the resulting discount is
amortized to the profit and loss account over the expected run-off period of the related claims. The charge of
£12 million relates to Orion and Trygg-Hansa. In 1999, the £14 million premium on redemption of long term
subordinated liabilities and convertible bonds was attributable to the repayment of long term subordinated
liabilities of Orion. Reorganization costs increased to £52 million from £13 million in 1998. The reorganization
costs principally arose in the United Kingdom, America, Scandinavia and Japan. The present value of in-force
business existing at acquisition is amortized in the long term technical account over the anticipated periods of
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the related contracts in the portfolios in arriving at profit on ordinary activities before tax. Profit on disposal of
subsidiaries, which we exclude from Group operating result (based on longer term investment return) was £10
million in 1999 as compared to £5 million in 1998.

Other movements in investments represents the difference between the total actual investment return
and longer term investment return. See ‘‘—Longer Term Investment Return’’ for a description of total actual
investment return and longer term investment return. In 1999, total actual investment return of £996 million
was below 1999 longer term investment return of £1,076 million, resulting in deficit in other movements in
investments of £80 million. The deficit in other movements in investments is due primarily to the high level of
unrealized losses on the worldwide fixed interest investment portfolio during 1999 which resulted in actual
returns being less than those assumed on a longer term investment return basis.

Profit attributable to shareholders

Taxation on profit on ordinary activities decreased £104 million, or 27.8%, to £270 million in 1999
from £374 million in 1998. This represents an effective tax rate of 71% which is higher than the prevailing
U.K. corporation tax rate for 1999 of 30%. Under U.K. GAAP full deferred tax provision is not made for
unrealized gains. The 40 percentage point difference is due primarily to the high level of realized investment
gains from sales of equities not covered by deferred tax provisions in prior years. Under U.K. accounting
principles, the tax arising on an investment gain is only recognized when the gain is realized.

Profit attributable to shareholders decreased by £370 million, or 81.0%, to £87 million in 1999 from
£457 million in 1998 due to the factors described above.

Year ended December 31, 1998 compared to year ended December 31, 1997

United Kingdom

The United Kingdom region accounted for £371 million, or 61.6%, of our group operating result
(based on longer term investment return) in 1998 as compared to £592 million in 1997. The decrease in the
United Kingdom segment operating result (based on longer term investment return) reflects £222 million, or
52.7%, decrease in property and casualty business operating result (based on longer term investment return)
and a £1 million, or 0.6%, increase in life and asset accumulation operating result.

Other Europe

Our Other Europe region accounted for a £12 million loss in our Group operating result (based on
longer term investment return) in l998 as compared to a £4 million gain in 1997. The decrease in Other Europe
segment operating result (based on longer term investment return) was due to a £16 million, or 72.7%, decrease
in property and casualty business operating result (based on longer term investment return). Life and asset
accumulation operating result based on longer term investment return remained constant.

Americas

Our Americas region accounted for £211 million, or 35.0%, of our Group operating result (based on
longer term investment return) in 1998 as compared to £251 million, or 25.4%, in 1997. The decrease in
Americas segment operating result (based on longer term investment return) reflects the combined effect of a
£44 million, or 19.3%, decrease in property and casualty business operating result (based on longer term
investment return) and a £4 million, or 17.4%, increase in life and asset accumulation operating result.
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Asia Pacific

Our Asia Pacific region accounted for £12 million, or 2.0%, of our Group operating result (based on
longer term investment return) in 1998 as compared to £67 million, or 6.8%, in 1997. The decrease in Asia
Pacific segment operating result (based on longer term investment return) reflects the combined effect of a £49
million, or 87.5%, decrease in property and casualty business operating result (based on longer term investment
return) and a £6 million, or 54.5%, decrease in life and asset accumulation operating result. The decrease in the
property and casualty business was due to the competitive market in Australia and New Zealand and the
increase in storm, flood and large property claims.

Net premiums written

Property and casualty net premiums written increased by £233 million, or 3.5%, to £6,867 million in
1998 from £6,634 million in 1997. On a constant exchange rate basis, net premiums written increased £261
million, or 4.0%. This increase was primarily due to an increase in net premiums written in Other Europe of
£172 million, or 14.1%, to £1,396 million in 1998 from £1,224 million in 1997. On a constant exchange rate
basis, net premiums written in Other Europe increased by 9%, principally due to the acquisition of AMEV
General Insurance Company Ltd., Ireland (‘‘AMEV’’) in September 1997 that was fully reflected in our 1998
results and strong growth in our Italian businesses.

Life and asset accumulation net premiums written increased by £265 million, or 10.2%, to £2,856
million in 1998 from £2,591 million in 1997. This increase was primarily due to an increase in single premium
business of £118 million in the United Kingdom and increases in periodic and single premium business in
Denmark and Italy. In addition, the acquisition of Norwich Union Life Insurance in New Zealand added £25
million of net premiums written in 1998.

On a constant exchange rate basis, new business annual premium equivalent increased 8% reflecting a
6% increase in periodic premium and 14% increase in single premium business. The increase was primarily in
the United Kingdom and Other Europe and was attributable to increased sales of U.K. single premium
products, which increased 19% over the period. Volume increases were concentrated in investment-based
products, which have lower margins than with-profits products.

Group operating result (based on longer term investment return)

Group operating result (based on longer term investment return) decreased £386 million, or 39%, to
£602 million in 1998 from £988 million in 1997. This decline was principally due to increases in property and
casualty underwriting losses in each of our Europe, Americas and Asia Pacific regions, as a result of significant
worldwide weather and commercial claims in 1998. The majority of the increased underwriting losses occurred
in the United Kingdom, where our operating result (based on longer term investment return) decreased by £221
million, all of which was attributable to property and casualty business. The decrease in the United Kingdom
represented 57% of the decrease in our Group operating result (based on longer term investment return). Life
and asset accumulation operating result in each of our Europe, Americas and Asia Pacific regions remained
relatively stable at £230 million in 1998 compared to £231 million in 1997. See ‘‘—Results of Operations by
Operating Segment’’.

Profit on ordinary activities before tax

Profit on ordinary activities before tax decreased £946 million, or 52%, to £864 million in 1998 from
£1,810 million in 1997, due in part to the decreases in Group operating result (based on longer term investment
return) discussed above. In addition, other movements in investments, changes in equalization provisions, and
other items affect the profit on ordinary activities before tax.
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Other movements in investments represents the difference between the total actual investment return
and longer term investment return. See ‘‘—Longer Term Investment Return’’ for a description of total actual
investment return and longer term investment return. In 1998, total actual investment return of £1,569 million
exceeded 1998 longer term investment return of £1,106 million, resulting in other movements in investments
surplus of £463 million. In 1997, total actual investment return of £2,107 million exceeded 1997 longer term
investment return of £1,140 million, resulting in other movements in investments of £967 million. The decrease
in other movements in investments is due primarily to the high level of unrealized gains reflected in total actual
investment return in 1997. Since our portfolio is heavily weighted in equities, we benefited in 1997 from the
strong performance of equity markets worldwide.

The change in the equalization provisions was £51 million in 1998 as compared to £84 million in 1997
bringing the total equalization provisions to £250 million. Claims equalization provisions are established in a
number of countries in accordance with local regulatory requirements. They represent a provision over and
above the liability for outstanding claims and accordingly are excluded from operating result (based on longer
term investment return).

Other items include a charge of £142 million representing the premium paid on the repurchase of the
remainder of our outstanding 7.25% subordinated convertible bonds due 2008 in 1998. The reorganization
charge of £13 million in 1998 relates to the reorganization of our operations in Germany and Italy. The charge
of £64 million in 1997 represents an addition to the integration provision made in 1996 relating to the merger.

Profit attributable to shareholders

Tax on profit on ordinary activities increased £20 million, or 5.6%, to £374 million in 1998 from £354
million in 1997. This represents an effective tax rate of 44% which is higher than the prevailing U.K.
corporation tax rate for 1998 of 31%. Under U.K. GAAP full deferred tax provision is not made for unrealized
gains. The 13 percentage point difference is due primarily to the high level of realized investment gains from
sales of equities not covered by deferred tax provisions in prior years coupled with the nonrecognition of tax
relief on the convertible bond repayment premium.

Profit attributable to shareholders decreased by £959 million, or 68%, to £457 million in 1998 from
£1,416 million in 1997 due to the factors described above.

Results of Operations by Operating Segment

Our operating segments have been defined based on our management structure which is organized into
four time-zone-based regions. Our operating segments are:

� United Kingdom. This region is comprised of our businesses in the United Kingdom.

� Other Europe. This region is comprised of our businesses in Continental Europe, and
Middle East and Africa.

� Americas. This region is comprised of our businesses in the United States, Canada, Latin
America and the Caribbean.

� Asia Pacific. This region is comprised of our businesses in Asia, Australia and New
Zealand.

Each region formulates its own strategic, commercial and financial policy in conformity with our
overall strategy and performance targets. To measure segment profit, we allocate portions of our longer term
investment return to our segment underwriting results. See ‘‘—Capital Management’’ and ‘‘—Longer Term
Investment Return’’.
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The table below presents summarized results of our operations by segment as well as a reconciliation
of segment operating result (based on longer term investment return) to our consolidated profit on ordinary
activities before tax.

Total
Property and casualty

business
Life and asset

accumulation business

1999 1998 1997 1999 1998 1997 1999 1998 1997

(£ in millions) (£ in millions) (£ in millions)
Net premiums written
United Kingdom (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,091 5,063 4,872 3,141 3,353 3,315 1,950 1,710 1,557
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,401 2,208 1,928 1,440 1,396 1,224 961 812 704
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,943 1,749 1,768 1,817 1,544 1,525 126 205 243
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,008 703 657 761 574 570 247 129 87

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,443 9,723 9,225 7,159 6,867 6,634 3,284 2,856 2,591

Underwriting result/long term (life) business result (2)(3)
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (126) (118) 110 (291) (290) (61) 165 172 171
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (140) (176) (138) (159) (202) (164) 19 26 26
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (106) (74) (40) (141) (101) (63) 35 27 23
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (70) (49) (1) (94) (54) (12) 24 5 11

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (442) (417) (69) (685) (647) (300) 243 230 231

Group operating result (based on longer term investment
return)

United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 316 371 592 151 199 421 165 172 171
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45 (12) 4 26 (38) (22) 19 26 26
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191 211 251 156 184 228 35 27 23
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 12 67 (21) 7 56 24 5 11

Total segmental results . . . . . . . . . . . . . . . . . . . . . . . . 555 582 914 312 352 683 243 230 231

Other activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 20 74

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 566 602 988

Amounts not allocated to operating segments:
Interest on long term subordinated liabilities . . . . . . . . . . . . (10) — —
Changes in equalization provisions . . . . . . . . . . . . . . . . . . . (12) (51) (84)
Amortization of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . (14) — —
Amortization of goodwill in acquired claims provisions . . . . (12) — —
Premium on redemption of long term subordinated liabilities

and convertible bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (142) —
Reorganization/additional integration costs . . . . . . . . . . . . . (52) (13) (64)
Amortization of present value of acquired in force

business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) — —
Profit on disposal of subsidiaries . . . . . . . . . . . . . . . . . . . . . 10 5 3

Group operating profit (based on longer term investment
return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 458 401 843

Other movements in investments (4) . . . . . . . . . . . . . . . . . . (80) 463 967

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . 378 864 1,810

(1) Property and casualty net premiums written in 1997 are shown after giving effect to a premium portfolio
transfer in connection with the termination of a reinsurance agreement with The Chubb Corporation which
resulted in the transfer to Chubb of £49 million of premiums in 1997.

(2) Amounts are shown gross of tax.
(3) The underwriting result/long term (life) business result presented above differs from that included in our

consolidated financial statements because it excludes certain reorganization costs and integration costs,
amortization of goodwill (including goodwill in acquired claims provisions) and amortization of acquired
present value of long term business and merger-related expenditures not considered to be part of Group
operating result (based on longer term investment return).

(4) Reflects the difference between the actual investment return and the longer term investment return. See
‘‘—Longer Term Investment Return’’.
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United Kingdom

The table below presents information regarding the United Kingdom segment’s results of operations
for the years indicated.

Year Ended December 31,

1999 1998 1997

(£ in millions, except ratios)

Net premiums written:
Property and casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,141 3,353 3,315

Life and asset accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,950 1,710 1,557

Property and casualty underwriting result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (291) (290) (61)
Allocated investment return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 442 489 482

Property and casualty operating result (based on longer term investment
return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151 199 421

Life and asset accumulation result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 172 171

Segment operating result (based on longer term investment return) . . . . . . . . . . 316 371 592

Property and casualty loss ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76.2% 77.3% 71.5%
Property and casualty expense ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33.2% 30.7% 30.4%

Property and casualty combined ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109.4% 108.0% 101.9%

Life new business annual premium equivalent . . . . . . . . . . . . . . . . . . . . . . . . . 215 188 168

Year ended December 31, 1999 compared to year ended December 31, 1998

United Kingdom net premiums written

Property and casualty net premiums written decreased by £212 million, or 6.3%, to £3,141 million
from £3,353 million in 1998. Of this decrease, £48 million was attributable to an internal business
reorganization which resulted in the transfer of multinational commercial business to the region to which the
coverage relates, plus the inclusion of the costs relating to the purchase of a stop loss reinsurance treaty
covering our U.K. commercial business. In personal business, net premiums written increased £5 million, or
0.3%, to £1,734 million from £1,729 million in 1998. This moderate increase reflects a combination of growth
in the health business during 1999, combined with the impact of rating increases in personal automobile
policies sold through broker channels. These increases have however been largely offset by a decrease in the
amount of property business sold through third party corporate clients, as a number of corporate partnerships
were not renewed.

In commercial business, we experienced a £217 million, or 13.4%, decrease in net premiums written,
to £1,407 million from £1,624 million in 1998. This reduction was largely due to the transfer of multinational
business and the purchase of reinsurance discussed above. The remainder of the decrease is due to price
competition, our more stringent underwriting stance and actions being taken to limit potential exposure to Year
2000 risks. As a result of these actions, we experienced volume declines in our risk managed business (large
U.K. multinational companies) and our commercial automobile portfolio after initiating a review of
underwriting and pricing in these markets.

Life and asset accumulation net premiums written increased £240 million, or 14.0%, to £1,950 million
in 1999 from £1,710 million in 1998. On an annual premium equivalent basis, sales increased by 14.4%, to
£215 million in 1999 from £188 million in 1998, with particularly strong growth in business through
independent financial advisers. New periodic premiums written increased by £2 million, or 1.7%, to £118
million in 1999 from £116 million in 1998 due to small increases in protection and group risk products. New
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single premiums increased by £249 million, or 34.4%, to £973 million in 1999 from £724 million in 1998,
principally due to higher sales of with-profit bond investment products through independent financial advisors.
During the year, a decision was taken to concentrate on sales from IFAs and to close distribution through tied
agents and the direct sales force.

United Kingdom segment operating result (based on longer term investment return)

United Kingdom segment operating result (based on longer term investment return) decreased by £55
million, or 14.8%, to £316 million in 1999 from £371 million in 1998 due to a decrease in our property and
casualty operating result. Our life and asset accumulation result remained relatively stable over the period.

The principal reduction in operating result was associated with the allocated investment return, which
represents the longer term investment return on capital allocated to U.K. property and casualty business, which
decreased £47 million, or 9.6%, to £442 million in 1999 from £489 million in 1998. See ‘‘—Longer Term
Investment Return’’ for a discussion of how we allocate capital to our segments for purposes of measuring
financial performance.

Our property and casualty operating result for 1999 of £151 million continued to be adversely affected
by increased severity and frequency of claims, particularly in the automobile and risk managed books. The
combined ratio deteriorated from 108.0% in 1998 to 109.4% in 1999, due to deterioration in our expense ratio
which increased to 33.2% from 30.7%. The increase in our expense ratio was in part a result of expenditures on
systems development to migrate from legacy systems, plus exceptional expenditures to ensure Year 2000
compliance. In addition, expenses in our commercial business have not fallen in proportion to our decline in net
premiums written.

In commercial business, our operating result decreased by £3 million to £102 million in 1999. The
commercial automobile combined ratio of 118.7% continued to reflect the high frequency and severity of
underlying claims. The remedial action we introduced throughout 1999 on the fleet automobile account has
resulted in improvements in the profitability of the book of business, while at the same time achieving a 13%
increase in premium. Performance in the fourth quarter 1999 had already shown a substantial improvement in
the third quarter, with our commercial automobile combined ratio improving from 126.3% in the third quarter
of 1999 to 120.3% in the fourth quarter.

We also experienced an increase in underlying claims in the risk managed book during 1999. We took
remedial actions throughout 1999 to improve our results in this business via ratings and strict underwriting
review. The commercial result was also adversely affected by our group reinsurance result, which was impacted
by the abnormally high level of natural disasters in 1999, as well as the costs associated with the purchase of
worldwide catastrophe reinsurance. As a result our combined ratio for commercial business deteriorated to
112.2% from 111.2%. These adverse developments were partly offset by the lower frequency and severity of
large property claims compared to 1998 and a net recovery of £50 million under the whole account reinsurance
treaty described above.

In personal business, our underwriting result was adversely affected by underpricing and increased
claims costs. In addition, personal automobile claims were adversely affected by the increase in average claims
cost. This is, in part, attributable to changes in legislation that have increased the bodily injury element of our
claims cost. We have made adjustments to the pricing on automobile products in order to return profitability to
acceptable levels. While claims have been the primary driver in increasing our personal automobile combined
ratio to 115.2% in 1999 from 106.5% in 1998, the impact of the pricing changes is now beginning to improve
our automobile combined ratios. Primarily as a result of losses on personal automobile business, the overall
combined ratio for personal business declined from 104.4% in 1998 to 107.1% in 1999. However, the losses in
personal automobile were offset by improved results in our household business where our combined ratio
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improved to 104.5% in 1999 from 105.7% in 1998 due to improved subsidence experience and relatively
benign U.K. weather conditions.

Our life and asset accumulation result fell by £7 million to £165 million in 1999 from £172 million in
1998 as a result of reduced bond values. The relatively stable result reflects the fact that the profit under U.K.
GAAP is strongly influenced by the declaration of bonuses to with-profits policyholders. The level of bonuses
does not generally vary significantly from year to year, however, with-profits rates have been reduced
significantly during 1999 compared to 1998 as a result of lower investment returns. The underlying driver of
the life profit is primarily investment conditions. Strong equity performance is reflected in both of the key
elements of the life profit, terminal bonuses and the return on shareholders’ capital. The two main with-profits
life operations maintained their levels of profitability over the three years as a consequence of both the
investment conditions and the level of policy maturities. However, the number of policies maturing will begin
to decline in the next few years which would lead to downward pressure on the profit.

In May 2000 new valuation regulations became effective for U.K. life insurance companies that
effectively increased the level of reserves required to be held. To mitigate the effects of these new regulations
we have taken out a financial reinsurance contract in one of our life companies, Sun Alliance Life Assurance
Company Limited.

Year ended December 31, 1998 compared to year ended December 31, 1997

United Kingdom net premiums written

Property and casualty net premiums written increased by £38 million, or 1%, to £3,353 million in
1998 from £3,315 million in 1997. After allowing for the premium portfolio transfer in connection with the
termination of a reinsurance agreement with The Chubb Corporation in 1997, which resulted in a transfer to
Chubb of £49 million of premiums, there was an underlying decline in premiums of £11 million. Market
conditions for property and casualty business remained very competitive.

In commercial business, we experienced a £151 million, or 9%, decrease in net premiums written due
to price competition and our more stringent underwriting stance, particularly on potential exposures to Year
2000 risks. In addition, we experienced volume declines in our risk managed business (large U.K. multinational
companies) after initiating a review of underwriting and pricing in that market.

In personal business, net premiums written increased £140 million, or 9%, reflecting a combination of
new marketing initiatives and premium growth in our personal automobile business. Personal automobile
accounted for £109 million of the increase in personal business. The increase in personal automobile resulted
from the introduction of a new automobile liability and physical damage product.

Life and asset accumulation net premiums written increased £153 million, or 10%, to £1,710 million
in 1998 from £1,557 million in 1997. On an annual premium equivalent basis, sales increased by 12%, with
particularly strong growth in business through independent financial advisers. New periodic premiums written
increased by £9 million, or 8%, to £116 million in 1998 from £107 million in 1997 with a strong performance
in group risk products where new periodic premiums increased £10 million. New single premiums increased by
£118 million, or 19%, to £724 million in 1998 from £606 million in 1997, principally due to higher sales of
with-profit bond savings products.

United Kingdom segment operating result (based on longer term investment return)

United Kingdom segment operating result (based on longer term investment return) decreased £221
million, or 37%, to £371 million in 1998 from £592 million in 1997 due to a decrease in our property and
casualty operating result as our life and asset accumulation result remained relatively stable over the period.
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Our property and casualty operating result for 1998 of £199 million was adversely impacted by an
increase in large property losses for both U.K. commercial and risk managed business. Our property and
casualty underwriting loss increased by £229 million to £290 million in 1998. Consequently, the loss ratio
increased from 71.5% to 77.3%. The expense ratio increased to 30.7% from 30.4% due to a combination of low
growth in net premiums written, expenditures related to our review of the costs of Year 2000 compliance, and
new systems development. In addition, our expenses have not declined proportionally with declines in net
premiums written in commercial business. The resulting combined ratio was 108.0% in 1998 compared to
101.9% in 1997.

In personal business, the combined ratio has deteriorated from 103.7% to 104.4%, mainly as a result
of a £33 million increase in subsidence losses and higher incidence of weather events on household business,
partly offset by a large improvement in the personal automobile business book. The personal automobile
combined ratio improved from 112.7% in 1997 to 106.5% in 1998, mainly as a result of price increases of 12%
and a reduction in claims frequency. The improvement in the ratio is also driven by an increase in net
premiums written, discussed above.

In commercial business, underwriting losses increased by £119 million in our property line and £37
million in our casualty line, primarily due to the competitive commercial insurance market, where excess
capacity from insurers and lower prices for reinsurance led to unfavorable pricing conditions. It also resulted
from a series of major claims events, resulting in an increase in weather losses and an unprecedented rise in the
number of large claims in property and casualty. A number of other U.K. companies experienced increased
underwriting losses due to increases in claims frequency and cost and unfavorable pricing conditions. As a
result, pricing levels in commercial business have shown a slower rate of decline in our property line and
casualty line and modest increases in commercial automobile, where vehicle numbers have contracted during
1998 due to a reluctance to write at unprofitable rates. As a result of these factors and the factors contributing
to the increase in our expense ratio, our combined ratio in commercial business deteriorated to 111.2% from
100.3% in 1997.

Allocated investment return, which represents the longer term investment return on capital allocated to
U.K. property and casualty business, increased £7 million, or 1%, to £489 million in 1998 from £482 million in
1997. See ‘‘—Longer Term Investment Return’’ for a discussion of how we allocate capital to our segments for
purposes of measuring financial performance.

Our life and asset accumulation result increased £1 million to £172 million in 1998 from £171 million
in 1997. The relatively stable result reflects the fact that the profit under U.K. GAAP is strongly influenced by
the declaration of bonuses to with-profits policyholders. The level of bonuses does not vary significantly from
year to year. The underlying driver of the life profit is primarily investment conditions. Strong equity
performance is reflected in both of the key elements of the life profit, terminal bonuses and the return on
shareholders’ capital. The two main with-profits life operations maintained their levels of profitability over the
three years as a consequence of both the investment conditions and the level of policy maturities. However, the
number of policies maturing will begin to decline in the next few years which would lead to downward
pressure on the profit.
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Other Europe

Other Europe includes our operations in Continental Europe, the Middle East and Africa. The table
below presents information regarding the Other Europe segment’s results of operations for the years indicated.

Year Ended December 31,

1999 1998 1997

(£ in millions, except ratios)

Net premiums written:
Property and casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,440 1,396 1,224

Life and asset accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 961 812 704

Property and casualty underwriting result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (159) (202) (164)
Allocated investment return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 185 164 142

Property and casualty operating result (based on longer term investment
return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 (38) (22)

Life and asset accumulation result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19 26 26

Segment operating result (based on longer term investment return) . . . . . . . . . . 45 (12) 4

Property and casualty loss ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83.3% 81.9% 81.1%
Property and casualty expense ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.9% 31.9% 32.2%

Property and casualty combined ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111.2% 113.8% 113.3%

Life new business annual premium equivalent . . . . . . . . . . . . . . . . . . . . . . . . . 156 122 111

Year ended December 31, 1999 compared to year ended December 31, 1998

Other Europe net premiums written

Property and casualty net premiums written increased £44 million, or 3.2%, to £1,440 million in 1999
from £1,396 million in 1998. On a constant exchange rate basis, net premiums written increased £206 million,
or 16.7%, primarily due to the acquisition of Trygg-Hansa in Sweden which took effect from August 31, 1999
and premium growth in Spain. Net premiums written increased in most of our principal markets in Other
Europe as follows on a constant exchange rate basis:

� 42% in Scandinavia to £465 million, including £107 million of premiums of Trygg-Hansa
from the date of acquisition;

� 7% in Italy to £285 million;

� 12% in Ireland to £163 million; and

� 23% in Spain to £179 million.

These increases were partly offset by a 3% decrease in Germany to £139 million of net premiums
written, primarily due to the sale of our direct writing business in Germany at the beginning of 1999.

In Spain, the strong growth in net premiums written was largely attributable to growth in personal
automobile business. In 1998 we instituted a recovery plan in Italy which had the objective of achieving our
financial return targets. In connection with that plan, we have reduced volumes in automobile business in Italy,
while increasing our rates. However, further rate increases in Italy may be limited by recent legislation that
freezes Italian automobile rates until May 31, 2000.
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Life and asset accumulation net premiums written increased £149 million, or 18.3%, to £961 million
in 1999 from £812 million in 1998, primarily due to higher sales of unit-linked (separate account) products in
the Isle of Man. On a constant exchange rate basis, net premiums written increased £212 million, or 28.3%. On
an annual premium equivalent basis, sales increased by 39.3% in local currency terms consisting of a 32.9%
increase in periodic premium business and a 49.9% increase in single premium business. This growth was
largely attributable to premium volume increases in the Isle of Man and Denmark.

Other Europe segment operating result (based on longer term investment return)

Other Europe segment operating result (based on longer term investment return) increased £57 million
to a profit of £45 million in 1999 from a loss of £12 million in 1998.

Our property and casualty operating result increased £64 million to a profit of £26 million due
primarily to significantly improved performance in Germany, Italy and Ireland and the sale of our direct
marketing operations in France and Germany during 1999. Our property and casualty underwriting loss
decreased £43 million, or 21.3%, to a loss of £159 million in 1999 from a loss of £202 million in 1998. Our
loss ratio increased to 83.3% in 1999 compared to 81.9% in 1998. Our expense ratio improved to 27.9%
compared to 31.9% in 1998. Our combined ratio was 111.2% in 1999 compared to 113.8% in 1998.

In Scandinavia, on a constant exchange rate basis, our underwriting loss decreased £37 million to a
loss of £39 million in 1999 which includes £19 million arising from the acquisitions of Trygg-Hansa in Sweden
and Lietuvos Draudimas in Lithuania. In personal business our combined ratio worsened to 109.3% in 1999
from 102.8% in 1998 following a strengthening of reserves for bodily injury claims and an increased frequency
of medium and large claims. There were also significant storm losses in December. In commercial business our
combined ratio worsened to 106.5% in 1999 from 94.6% in 1998 due to an increasing incidence of significant
commercial claims.

In Italy, on a constant exchange rate basis, our underwriting loss decreased £19 million to £43 million
in 1999. The major factor behind the improvement in underwriting loss was the improved automobile claims
experience in our Lloyd Italico operation. In personal business our combined ratio improved to 118.4% in 1999
from 123.4% in 1998. The improvement was also due to the continuing impact of our recovery plan initiated in
1998 which included the cancellation of certain of our agents and the application of premium rate increases
above the market level. We believe that the Lloyd Italico recovery plan will be adversely impacted by the
Italian government’s decision to freeze automobile rates in 2000 as discussed above. In commercial business
our combined ratio improved to 104.6% in 1999 from 115.9% in 1998.

In Spain, on a constant exchange rate basis, our underwriting loss increased £7 million to £32 million
in 1999. In personal business our combined ratio increased to 120.4% in 1999 from 116.9% in 1998. During
1999 significant under-rating in the Spanish automobile insurance market continued. In response to this
condition, we continued to raise prices in 1999, a program that we instituted at the end of 1998. We have begun
to see improvements in this business in the first quarter of 2000.

In Ireland, on a constant exchange rate basis, our underwriting loss decreased £25 million to a loss of
£3 million in 1999 due to absence of large losses and storm claims suffered in 1998 and our combined ratio for
commercial business decreased to 115.5% in 1999 from 135.9% in 1998.

Allocated investment return, which represents the longer term investment return on capital allocated to
Other Europe property and casualty business, increased £21 million, or 12.8%, to £185 million in 1999 from
£164 million in 1998. See ‘‘—Longer Term Investment Return’’ for a discussion of how we allocate capital to
our segments for purposes of measuring financial performance.

63



Our life and asset accumulation result in 1999 decreased by £7 million to £19 million from £26
million in 1998. This was primarily impacted by a change in the taxation legislation in Denmark. In addition,
development costs of £3 million in Poland were offset by an increase in the result of our Isle of Man
operations.

Year ended December 31, 1998 compared to year ended December 31, 1997

Other Europe net premiums written

Property and casualty net premiums written increased £172 million, or 14%, to £1,396 million in 1998
from £1,224 million in 1997. On a constant exchange rate basis, net premiums written increased £106 million,
or 9%, due to the acquisition of AMEV in Ireland in September 1997 and premium growth in Italy. Net
premiums written increased in all of our principal markets in Other Europe as follows:

� 3% in Denmark to £371 million;

� 19% in Italy to £302 million;

� 11% in Ireland to £165 million;

� 8% in Germany to £163 million; and

� 2% in Spain to £166 million.

In Italy, the strong growth in net premiums written was largely attributable to growth in personal
automobile business. However, our personal lines business in Italy had poor underwriting results and as part of
our recovery plan, we expect through pricing change and agency retrenchment to reduce volumes in automobile
business.

Life and asset accumulation net premiums written increased £108 million, or 15%, to £812 million in
1998 from £704 million in 1997, primarily due to higher sales of unit-linked (separate account) products, with-
profit bonds and single premium pensions products in Denmark, Italy and Spain. On a constant exchange rate
basis, net premiums written increased £98 million, or 14%. On an annual premium equivalent basis, sales
increased by 8% in local currency terms consisting of a 5% increase in periodic premium business and a 12%
increase in single premium business. This growth was largely attributable to premium volume increases in
Denmark, Italy and Spain.

Other Europe segment operating result (based on longer term investment return)

Other Europe segment operating result (based on longer term investment return) decreased £16 million
to a loss of £12 million in 1998 from a profit of £4 million in 1997 due to a decrease in our property and
casualty operating result as our life and asset accumulation result remained constant over the period.

Our property and casualty operating result decreased £16 million to a loss of £38 million due primarily
to substantial losses in automobile business in Italy and Spain and property losses in Ireland. Our property and
casualty underwriting loss increased £38 million, or 23%, to a loss of £202 million in 1998 from a loss of £164
million in 1997 as the losses in Italy and Spain in personal lines were offset by favorable results in Denmark.
In addition, £38 million of our underwriting loss in 1998 was attributable to our direct marketing operations in
France and Germany, which we agreed to sell in the first quarter of 1999. Our loss ratio increased to 81.9% in
1998 compared to 81.1% in 1997. Our expense ratio showed modest improvement at 31.9% compared to
32.2% in 1997. Our combined ratio was 113.8% in 1998 compared to 113.3% in 1997.
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In Denmark, on a constant exchange rate basis, our underwriting loss decreased £16 million to a loss
of £1 million in 1998. In personal business, our combined ratio improved to 102.8% in 1998 from 109.2% in
1997 as personal product lines benefited from the milder weather in 1998. In commercial business, our
combined ratio improved to 94.6% in 1998 from 99.5% in 1997 as our commercial lines benefited from a lower
level of property and marine cargo losses in 1998.

In Italy, on a constant exchange rate basis, our underwriting loss increased £2 million to £69 million in
1998. The major factor behind our underwriting loss was the adverse automobile claims experience in our
Lloyd Italico operation. In personal business, our combined ratio improved to 123.4% in 1998 from 125.0% in
1997. We have implemented a recovery plan which included the cancellation of 10% of our agents and the
application of 14% premium rate increases, representing double the market level. In commercial business, our
combined ratio improved to 115.9% in 1998 from 133.8% in 1997.

In Spain, on a constant exchange rate basis, our underwriting loss decreased £1 million to £28 million
in 1998. In personal business, our combined ratio increased to 116.9% in 1998 from 115.8% in 1997. During
1998 there was a significant worsening in the auto claims experience throughout the insurance market in Spain.
We applied rate increases in December 1998 with further increases in March 1999. Other lines of business
showed improvement.

In Ireland, our underwriting result, particularly in commercial business, was affected by a substantial
rise in the number of large fire claims of £18 million and a £10 million increase in weather losses. As a result,
on a constant exchange rate basis, our underwriting loss increased £23 million to a loss of £32 million in 1998
and our combined ratio for commercial business increased to 135.9% in 1998 from 105.3% in 1997.

Allocated investment return, which represents the longer term investment return on capital allocated to
Other Europe property and casualty business, increased £22 million, or 15%, to £164 million in 1998 from
£142 million in 1997. See ‘‘—Longer Term Investment Return’’ for a discussion of how we allocate capital to
our segments for purposes of measuring financial performance.

Our life and asset accumulation result in 1998 amounted to £26 million and was in line with the level
achieved in 1997. The result for our offshore market operation based in the Isle of Man was adversely affected
by a decrease in new business sales attributable to the Asian crises and worldwide stock market volatility.

Americas

The table below presents information regarding our Americas segment’s results of operations for the
years indicated. The information presented below includes the results of our U.S. life and asset accumulation
business, until we sold it in July 1999 for £235 million. Our U.S. life and asset accumulation business
accounted for:

� £76 million of our Americas life and asset accumulation net premiums written and £10
million of our life and asset accumulation result in 1999;

� £163 million of our Americas life and asset accumulation net premiums written and £22
million of our life and asset accumulation result in 1998; and

� £204 million of our Americas life and asset accumulation net premiums written and £20
million of our life and asset accumulation result in 1997.
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Year Ended December 31,

1999 1998 1997

(£ in millions, except ratios)

Net premiums written:
Property and casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,817 1,544 1,525

Life and asset accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126 205 243

Property and casualty underwriting result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (141) (101) (63)
Allocated investment return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 297 285 291

Property and casualty operating result (based on longer term investment
return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 156 184 228

Life and asset accumulation result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35 27 23

Segment operating result (based on longer term investment return) . . . . . . . . . . 191 211 251

Property and casualty loss ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73.4% 71.0% 68.6%
Property and casualty expense ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33.9% 35.6% 34.9%

Property and casualty combined ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107.3% 106.6% 103.5%

Life new business annual premium equivalent . . . . . . . . . . . . . . . . . . . . . . . . . 11 17 23

Year ended December 31, 1999 compared to year ended December 31, 1998

Americas net premiums written

Property and casualty net premiums written increased £273 million, or 17.7%, to £1,817 million in
1999 from £1,544 million in 1998. On a constant exchange rate basis, net premiums written increased £206
million, or 12.8%.

In personal business, net premiums written increased £97 million to £646 million in 1999 from £549
million in 1998 attributable to a £31 million increase in premiums in the United States, a £54 million increase
in Canada and a £12 million increase in Latin America and the Caribbean.

In the United States, on a constant exchange rate basis, personal lines net premiums written increased
by 10% to £255 million including £22 million of non-standard automobile premiums from the Orion
acquisition. Excluding Orion, premiums remained flat due to a 7% increase in voluntary automobile business, a
9% increase in household premiums and a 5% increase in automobile premiums offset by our decision to
outsource involuntary automobile business and the impact of increased reinsurance. In Canada, on a constant
exchange rate basis, personal lines net premiums written increased 11% despite a highly competitive market.
Brokers sought our operation in Canada as a new market in response to recent merger activity among the
leading Canadian insurance companies. A further contribution was made by our PFS Group, whose affinity
group business more than doubled in volume. In Latin America and the Caribbean, on a constant exchange rate
basis, personal lines net premiums written increased 20%, with strong growth in our Argentinean subsidiary.

In commercial business, net premiums written increased £176 million to £1,171 million in 1999 from
£995 million in 1998 attributable to a £168 million increase in premiums in the United States, a £9 million
increase in Canada and a £1 million decrease in Latin America and the Caribbean.

In the United States, on a constant exchange rate basis, commercial lines net premiums written
increased £145 million, or 20.4%, due to several factors. Of this increase, £54 million was attributable to the
inclusion of Orion net premiums written for the period November 16, 1999 to December 31, 1999. Growth in
our targeted high margin products, such as technology, Management Assurance� and World Assurance�, and
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targeted industry segments continued in 1999, as was also the case in our surplus lines operation. We also
sustained our growth efforts in our residual value and warranty coverage specialty products. In our core
commercial products, we continued to face competitive pressures throughout the majority of 1999; however, we
increased prices beginning in the second half of the year across a wide range of business lines. These increases
contributed to the growth in premiums written. Partially offsetting the above increases, we continued to contract
our writings in certain historically unprofitable industry segments.

In Canada, on a constant exchange rate basis, commercial lines net premiums written decreased 4.0%
primarily as a consequence of a firm underwriting position in select markets and an effort to rebalance our risk
managed accounts. The transactional managed business produced significant growth with the increase a result
of both additional business and rate increase.

In Latin America and the Caribbean, on a constant exchange rate basis, commercial lines net
premiums written increased £2 million.

Life and asset accumulation net premiums written decreased £79 million, or 38.5%, to £126 million in
1999 from £205 million in 1998. On an annual premium equivalent basis, sales of life and asset accumulation
business decreased by 35.3% to £11 million in 1999 from £17 million in 1998. The reductions were due mainly
to the sale of our U.S. life and assets accumulation business in July 1999. Life and asset accumulation net
premiums written in Canada increased 19.0% to £50 million from £42 million in 1998 and new business annual
premium equivalent remained constant at £7 million in 1998. On a constant exchange rate basis, net premiums
written increased £4 million.

Americas segment operating result (based on longer term investment return)

Americas segment operating result (based on longer term investment return) decreased £20 million, or
9.5%, to £191 million in 1999 from £211 million in 1998.

Our property and casualty operating result decreased £28 million to £156 million principally
attributable to the unusually high level of weather-related losses including Hurricane Floyd and Hurricane
Lenny and large property losses in commercial business. There were further large fire losses in Chile and the
Netherlands Antilles. Our total property and casualty underwriting loss increased £40 million, or 39.6%, to
£141 million from £101 million in 1998. The operating profit of the Americas in 1999 reflects a benefit of £32
million generated by recoveries on a stop loss reinsurance treaty. The high level of weather related claims and
large property losses in the United States commercial account were also responsible for the rise in the loss ratio
to 73.4% in 1999 from 71.0% in 1998. Our expense ratio decreased to 33.9% from 35.6% mainly arising in the
United States. Our combined ratio was 107.3% in 1999 compared with 106.6% in 1998.

In the United States, our 1999 combined ratio remained constant with the 1998 result of 106.4%. The
loss ratio, however, deteriorated by approximately two points to 73.4% in 1999 due to a high level of large
non-catastrophe property losses and a significant deterioration in our general liability line of business. Our
expense ratio in the United States continued its trend of improvement, decreasing to 33.0% in 1999 from 35.1%
in 1998. This reduction was a result of strong premium growth and our ongoing efforts to contain costs.

In personal business, both our United States and Canadian operations recorded underwriting profits in
1999 with combined ratios of 95.7% in the United States and 98.8% in Canada. In the United States, our
underwriting profit came from a 91.2% combined ratio performance in the automobile business. This offset a
deterioration in household business where our combined ratio increased to 109.9% in 1999 from 103.7% in
1998 due to the heavy impact of Hurricane Floyd. In Canada, we recorded a combined ratio of 98.8% in 1999
on the strength of our personal automobile results. Pricing conditions for automobile remained difficult
throughout the year however loss experience remained satisfactory producing a combined ratio of 96.7%.
Property results of 103.7% remained at 1998 levels due to a continuation of poor weather related losses.

67



In commercial business, underwriting losses increased by £21 million to £143 million in 1999 from
£122 million in 1998. In the United States, commercial business underwriting losses increased by £6 million
due primarily to the factors discussed above and losses of approximately £18.6 million associated with
Hurricane Floyd. The increase in the large property losses was primarily attributable to the multi-peril package
line of business rather than our monoline property coverages. Our combined ratio for multi-peril package line
of business increased to 114.5% in 1999 from 107.4% in 1998. The deterioration in underwriting result for the
general liability line of business resulted from an increased frequency and an increase in large losses in 1999.
In Canada, the commercial lines combined ratio deteriorated from 109.3% to 115.1% as a result of weakened
earned premiums and poorer automobile and liability results. Poor performance in commercial automobile was
attributable to long haul trucking accounts whose performance has been unsatisfactory. Beginning in March
1999, we instituted measures to reduce this exposure. Our commercial liability combined ratio was 141.7%.
Poor results in this line were primarily a result of reserve strengthening for social and environmental liabilities.

In Latin America and the Caribbean, our property and casualty underwriting result declined £2 million
to a loss of £34 million in 1999 from a loss of £32 million in 1998. The increased loss was primarily
attributable to the large losses and weather related losses in 1999. Hurricane Lenny caused losses of £9 million
and Hurricane Floyd caused losses of £7 million. In addition there was a single large loss of £5 million in the
Netherlands Antilles and an unusually high incidence of large losses in Chile.

Allocated investment return, which represents the longer term investment return on capital allocated to
Americas property and casualty business, increased £12 million, or 4.2%, to £297 million in 1999 from £285
million in 1998. See ‘‘—Longer Term Investment Return’’ for a discussion of how we allocate capital to our
segments for purposes of measuring financial performance.

Our life and asset accumulation result increased £8 million to £35 million in 1999 compared to £27
million in 1998 despite the sale of our U.S. life and asset accumulation business on July 31, 1999. This
increase was primarily due to increased profits contributed by Canada amounting to £23 million which arose
from a one time release of profit in the participating fund and realization of investment gains.

Year ended December 31, 1998 compared to year ended December 31, 1997

Americas net premiums written

Property and casualty net premiums written increased £19 million, or 1%, to £1,544 million in 1998
from £1,525 million in 1997. On a constant exchange rate basis, net premiums written increased £76 million, or
5%.

In personal business, net premiums written increased £4 million to £549 million in 1998 from £545
million in 1997 attributable to an £11 million increase in premiums in the United States offset by a £5 million
decrease in Canada and a £2 million decrease in Latin America/Caribbean.

In the United States, on a constant exchange rate basis, personal lines net premiums written increased
6% to £224 million due to an 8% increase in voluntary business which was offset to a small degree by a
decline in involuntary business. Household net premiums written increased 11% and automobile net premiums
written increased 3% due to increased volume. In Canada, on a constant exchange rate basis, personal lines net
premiums written increased 6%, reflecting a growth in volumes following the introduction of a non-standard
automobile product and improved renewal rates offset by deteriorating pricing considerations. We also
experienced volume increases in household business.

In commercial business, net premiums written increased £15 million to £995 million in 1998 from
£980 million in 1997 attributable to a £38 million increase in premiums in the United States offset by a
£23 million decrease in Canada. In the United States, on a constant exchange rate basis, commercial lines net
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premiums written increased 7% due to growth in our high margin products such as technology, Management
Assurance� and World Assurance�, our surplus lines operation as well as in niche markets that we are
aggressively developing. These areas have proven less susceptible to the continued severe competition in
standard commercial markets which have been subject to price decreases. The growth in these areas in 1998
was partially offset by business consisting of the continued runoff of unprofitable affinity group programs and
discontinued business, continued weakness in the marine market, and opportunistic reductions of exposures in
certain wholesale markets. In Canada, on a constant exchange rate basis, net premiums written decreased 3% as
the highly competitive commercial market continued to make it difficult to achieve real premium growth and
our stringent underwriting stance led to volume decreases as we reduced our writing of some unprofitable
specialty lines and risk managed business (large domestic and multinational companies). In Canadian casualty
business, our stringent stance on excluding Year 2000 related covers caused premiums to decrease.

Life and asset accumulation net premiums written decreased £38 million, or 16%, to £205 million in
1998 from £243 million in 1997. On an annual premium equivalent basis, sales of life and asset accumulation
business decreased by 26% to £17 million in 1998 from £23 million in 1997. Life and asset accumulation net
premiums written in Canada increased 8% to £42 million and new business annual premium equivalent
remained constant at £7 million in 1998. On a constant exchange rate basis, net premiums written increased £6
million due to premiums contributed by the portfolio of business we acquired from Gerling Global Life in
Canada in August 1997.

Americas segment operating result (based on longer term investment return)

Americas segment operating result (based on longer term investment return) decreased £40 million, or
16%, to £211 million in 1998 from £251 million in 1997. Excluding our U.S. life operations, Americas segment
operating result (based on longer term investment return) decreased by £42 million, or 18%, to £189 million in
1998 from £231 million in 1997 due to a decrease in our property and casualty operating result offset by a
modest increase in our life and asset accumulation result.

Our property and casualty operating result decreased £44 million to £184 million principally
attributable to the unusually high level of weather related losses including the Canadian ice storms, Peruvian
floods and Hurricane Georges. These losses were partially offset by increased underwriting profit in U.S. and
Canadian personal lines, specifically in personal automobile business where our combined ratio improved to
85.1% in 1998 from 97.6% in 1997 in the United States and held steady at 93.1% in Canada over the same
period. However, pricing conditions have deteriorated significantly in the personal automobile market and we
expect that margins will be thinner in 1999 as the pricing pressure is reflected in our underwriting results. Our
property and casualty underwriting loss increased £38 million, or 60%, to £101 million from £63 million in
1997.

The higher level of weather related claims was also responsible for the rise in the loss ratio to 71.0%
in 1998 from 68.6% in 1997. Our expense ratio increased to 35.6% from 34.9% due to higher information
technology costs associated with Year 2000 projects, new system development costs to support our Canadian
business, and an investment to launch our direct marketing company in Argentina. Our combined ratio was
106.6% in 1998 compared with 103.5% in 1997.

In the United States, our combined ratio increased to 106.4% in 1998 from 105.8% in 1997, with all
the deterioration concentrated in the loss ratio which increased to 71.3% in 1998 from 69.1% in 1997. The
increase in the loss ratio was the result of a return to more normal catastrophe losses after 1997’s
extraordinarily benign loss experience. Our expense ratio in the United States improved to 35.1% in 1998 from
36.7% in 1997 as a result of strong premium growth and our ongoing efforts to contain costs.

In personal business, both our U.S. and Canadian operations recorded underwriting profits in 1998
with combined ratios of 89.3% in the United States and 96.5% in Canada. In the United States, our improved
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underwriting result reflected an improvement in automobile business which more than offset the deterioration in
household business where our combined ratio increased to 103.7% in 1998 from 94.7% in 1997 due to higher
weather related losses. In Canada, the 1998 personal lines underwriting result for the year was affected by
losses of £16 million from the January ice storms, which was the largest insured loss in the history of the
Canadian insurance industry. Each of the subsequent quarters saw the achievement of underwriting profit, with
a particularly strong performance in automobile business.

In commercial business, underwriting losses in the United States increased by £25 million to £83
million in 1998, due primarily to the factors discussed above. In addition, our underwriting result was adversely
affected by a return to more normal weather related losses and poor results in workers’ compensation and
marine business primarily due to price competition. Our combined ratio for workers’ compensation deteriorated
to 112.2% in 1998 from 99.2% in 1997 and our combined ratio for marine business deteriorated to 113.2% in
1998 from 102.9% in 1997. In Canada, commercial lines underwriting losses attributable to the January ice
storm of £16 million were the major factor behind the deterioration in our Canadian underwriting result.

In Latin America and the Caribbean, our property and casualty underwriting result declined £17
million to a loss of £32 million in 1998 from a loss of £15 million in 1997. As a result, our combined ratio in
Latin America and the Caribbean increased to 118.6% in 1998 from 108.2% in 1997. The increased loss was
primarily attributable to the high level of weather related losses in 1998. El Nino flood losses of £5 million
adversely affected the Latin America result while the Caribbean suffered losses of £26 million from Hurricane
Georges.

Allocated investment return, which represents the longer term investment return on capital allocated to
Americas property and casualty business, decreased £6 million, or 2%, to £285 million in 1998 from £291
million in 1997. See ‘‘—Longer Term Investment Return’’ for a discussion of how we allocate capital to our
segments for purposes of measuring financial performance.

Our life and asset accumulation result increased £4 million to £27 million in 1998 compared to £23
million in 1997. Excluding our U.S. life operations, our life and asset accumulation result increased £2 million,
or 67%, to £5 million in 1998 from £3 million in 1997. This increase was primarily due to profits contributed
in 1998 by the business we acquired from Gerling Global Life in Canada offset by a shift in customer
preferences away from single premium products in favor of lower margin segregated funds as interest rates
declined.
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Asia Pacific

The table below presents information regarding our Asia Pacific segment’s results of operations for the
years indicated.

Year ended December 31,

1999 1998 1997

(£ in millions, except ratios)

Net premiums written:
Property and casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 761 574 570

Life and asset accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 247 129 87

Property and casualty underwriting result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (94) (54) (12)
Allocated investment return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 61 68

Property and casualty operating result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) 7 56
Life and asset accumulation result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 5 11

Segment operating result (based on longer term investment return) . . . . . . . . . . 3 12 67

Property and casualty loss ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82.0% 72.7% 68.5%
Property and casualty expense ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29.7% 36.0% 32.5%

Property and casualty combined ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111.7% 108.7% 101.0%

Life new business annual premium equivalent . . . . . . . . . . . . . . . . . . . . . . . . . 31 18 15

Year ended December 31, 1999 compared to year ended December 31, 1998

Asia Pacific net premiums written

Property and casualty net premiums written increased by £187 million, or 32.6%, to £761 million in
1999 from £574 million in 1998. On a constant exchange rate basis, net premiums written increased £134
million, or 21%. In 1999, property and casualty net premiums written grew 38% in Australia to £518 million,
54.5% in New Zealand to £102 million, and 6.8% in Other Asia Pacific to £141 million. Personal written
premiums increased £96 million to £446 million, and commercial written premiums increased £91 million to
£315 million.

The growth in Australia was achieved in both personal and commercial business, with personal net
premiums written increasing £89 million to £353 million in 1999 and commercial net premiums written
increasing £53 million to £165 million. The increase in personal business was primarily due to the strong
performance of our direct marketing company, AAMI, whose net premiums written increased £58 million, or
36%, to £220 million in 1999. We assumed the remaining 20% of the AAMI insurance risk effective in July
1999, which increased net premiums written by £26.4 million. On the commercial side, our broker operations
net written premiums increased £32 million, or 34%, to £127 million on the back of a hardening commercial
market where commercial rate increases averaged 10%. On a constant exchange rate basis, AAMI’s net
premiums written increased 23% and broker operations net written premiums increased 21%.

The increase in net written premiums in New Zealand was almost entirely as a result of entering the
workers’ compensation market which was privatized during 1999. Premiums in this portfolio totaled £34
million in 1999. The incoming government in 1999 has decided to renationalize workers’ compensation in 2000
and therefore this market will be lost to private insurers. The re-nationalization of the workers’ compensation
business in 2000 will not require us to incur significant exit costs. The pricing conditions elsewhere in the
commercial market in New Zealand continue to be difficult. We have implemented some rate increases,
however, we have lost some business as a result.
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Net premiums written in the rest of Asia Pacific increased £9 million, or 6.8%, to £141 million from
£132 million in 1998. Growth of £14 million, or 59%, in our Japanese direct marketing operations was offset
by a reduction in net premiums written of £5 million, or 5%, in the rest of Asia. In Hong Kong and in South
East Asian operations net premiums written were down £3 million and £3 million respectively over 1998, as a
result of the Asian economic downturn and difficult market conditions.

A review during 1999 of the business written through intermediaries in Japan resulted in a revised
strategy for that market, including the decision to withdraw from writing personal lines through intermediaries,
and the closure of several branch offices throughout Japan. The effects of this strategy are expected to reduce
net premiums written in the full year 2000 through this channel by £14 million, mostly in the personal classes.

Life and asset accumulation net premiums written increased £118 million, or 91.5%, to £247 million in
1999 from £129 million in 1998. On a constant exchange rate basis, net premiums written increased £110
million, or 80.3%. The strong growth was almost entirely attributable to the acquisition of Tyndall in Australia
effective in May 1999, and the acquisition of Guardian Assurance in New Zealand in November 1998.
Revenues from Guardian were included in our results from January 1999. Tyndall added £89 million of net
premiums written for the eight months ended December 1999 to the Australian operation, and Guardian
business added £37 million of net premiums written for the full year 1999 to the New Zealand operation.

On an annual premium equivalent basis, premiums increased to £31 million in 1999 compared to £18
million in 1998, new periodic premiums written increased by £6 million, or 50.0%, to £18 million in 1999 from
£12 million in 1998 and new single premiums written increased £69 million, or 127.8%, to £123 million in
1999 from £54 million in 1998. These increases were the result of the Guardian and Tyndall acquisitions.

Asia Pacific segment operating result (based on longer term investment return)

Asia Pacific segment operating result (based on longer term investment return) decreased £9 million to
£3 million in 1999 from £12 million in 1998 as a result of the combined effect of a substantial decrease in our
property and casualty operating result of £28 million and a significant increase in our life operating result of
£19 million.

Our property and casualty operating result decreased £28 million to a loss of £21 million in 1999 from
£7 million in 1998. Commercial business decreased £46 million to a loss of £44 million and personal business
increased £18 million to a profit of £23 million. Our underwriting result for 1999 was a loss of £94 million,
£76 million of which was attributable to commercial business and £18 million of which was attributable to
personal business.

Commercial business operating result in Australia decreased £26 million to a loss of £31 million in
1999 from a loss of £5 million in 1998, with the combined ratio increasing from 118.1% in 1998 to 131.8% in
1999. This was due to a combination of large losses from the Sydney hailstorm of £4.4 million, the effect of
the introduction of a goods and services tax, or GST, on claims payments of £6 million and a significant
increase in reserves for the commercial liability portfolio. The GST applies to claims paid after the mid-2000
effective date of the GST. Going forward, the increased claims costs associated with the GST for claims paid
after the effective date will be reflected in our premium prices. However, we may incur additional charges
relating to claims made on policies issued prior to the premium adjustments we made to address the GST
impact. Elsewhere in Asia Pacific, commercial operating results suffered from the effect of large loss and
weather events.

The personal business operating result increase of £18 million was mainly attributable to an increased
personal operating result in Australia of £11 million, despite claims for the hailstorm of £2.8 million and the
effect of introduction of the GST of £10 million. Personal combined ratio for Australia improved from 101% in
1998 to 97.6% in 1999. The AAMI direct marketing business in Australia was particularly successful in
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achieving an increase of £2.9 million in underwriting result. In other Asia Pacific an increase in personal
operating result of £7 million was achieved, primarily through reduced marketing expenses in the Japanese
direct marketing operations in 1999 compared to 1998.

As a result of the large claims (Sydney hailstorm and other large claims in Asia) plus the GST effect
on Australian claims, our loss ratio in Asia Pacific increased to 82.0% in 1999 compared to 72.7% in 1998.
However our expense ratio fell to 29.7% in 1999 compared to 36.0% in 1998 reflecting a six point reduction in
our expense ratio in Australia as a result of strong premium growth and expense rationalization initiatives. The
expense ratio in Australia fell to 19.9% compared to 24.5% in 1998. The expense ratio in New Zealand also
fell from 33.1% in 1998 to 22.0% in 1999, mostly as a result of the new workers’ compensation business
where management expenses are running at 11.8% of premiums and a favorable quota share reinsurance
arrangement under which net commission is credited to the underwriting result. The re-nationalization of the
workers’ compensation business in 2000 will not result in significant exit costs for RSA New Zealand.

The level of large losses suffered in Asia in 1999 has prompted us to change our reinsurance strategy
for the region in 2000. Under the new strategy, we will purchase additional excess of loss reinsurance to reduce
our exposure to medium to large losses in Asia Pacific.

Allocated investment return, which represents the longer term investment return on capital allocated to
Asia Pacific property and casualty business, increased £12 million, or 19.7%, to £73 million in 1999 from £61
million in 1998. See ‘‘—Longer Term Investment Return’’ for a discussion of how we allocate capital to our
segments for purposes of measuring financial performance.

Our life and asset accumulation result increased £19 million to £24 million in 1999 compared to £5
million in 1998. Australia’s life and asset accumulation result increased £14 million to £17 million in 1999
compared to £3 million in 1998. Of this amount, approximately £7 million was due to the acquisition of
Tyndall and approximately £3 million was due to a one time tax credit related to the reorganization of our life
business in Australia. The New Zealand life and asset accumulation result increased £5 million to £7 million in
1999, compared to £2 million in 1998. This was primarily due to strong life profit from our existing business,
and an approximately £1 million contribution from New Zealand Guardian Trust’s funds management and
trustee business acquired as part of the Tyndall acquisition in Australia.

Year ended December 31, 1998 compared to year ended December 31, 1997

Asia Pacific net premiums written

Property and casualty net premiums written increased by £4 million, or 1%, to £574 million in 1998
from £570 million in 1997. On a constant exchange rate basis, net premiums written increased £41 million, or
10%. In 1998, property and casualty net premiums written grew 11% in Australia to £376 million and 10% in
Other Asia Pacific to £132 million, offset by a decrease of 8% in New Zealand to £66 million.

The growth in Australia was largely attributable to growth in personal business, where net premiums
written increased £13 million to £264 million in 1998 from £251 million in 1997. The increase was primarily
due to the strong performance of our direct marketing company, AAMI, whose net premiums written increased
£18 million, or 13%, to £162 million in 1998. On a constant exchange rate basis, AAMI’s net premiums written
increased 21%.

In Australia, the growth in personal lines net premiums written offset a decrease in commercial lines
where net premiums written decreased to £112 million in 1998 from £115 million in 1997 due to strong
competition and unfavorable pricing conditions in the market. Our operations in New Zealand were also
adversely affected by unfavorable pricing conditions in the commercial market. As a result, net premiums
written decreased £14 million, or 18%, to £66 million in 1998. In 1999, premium rate increases are being
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achieved. Net premiums written in the rest of Asia Pacific increased £8 million, or 6%, to £132 million from
£124 million in 1997.

Life and asset accumulation net premiums written increased £42 million, or 48%, to £129 million in
1998 from £87 million in 1997. On a constant exchange rate basis, net premiums written increased £36 million,
or 39%.

On an annual premium equivalent basis, premiums increased to £18 million in 1998 compared to £15
million in 1997. New periodic premiums written increased by £1 million, or 9%, to £12 million in 1998 from
£11 million in 1997 and new single premiums written increased £23 million, or 74%, to £54 million in 1998
from £31 million in 1997. The strong growth was primarily attributable to our New Zealand operation, which
acquired the life and asset accumulation businesses of Norwich Union and Guardian Assurance in 1998.
Norwich Union added £25 million of net premiums written to our New Zealand operations in 1998. Guardian
Assurance had premium income of £50 million in 1998, although we did not record Guardian Assurance’s
revenues or expenses in 1998 as the acquisition was not completed until December 1998.

Asia Pacific segment operating result (based on longer term investment return)

Asia Pacific segment operating result (based on longer term investment return) decreased £55 million,
or 82%, to £12 million in 1998 from £67 million in 1997 primarily due to a substantial decrease in our property
and casualty operating results.

Our property and casualty operating result decreased £49 million, or 88%, to £7 million in 1998 from
£56 million in 1997 due to worsening underwriting results in our commercial business in Australia, where our
combined ratio increased to 118.1% in 1998 from 105.0% in 1997, and New Zealand, where our combined
ratio increased to 96.2% in 1998 from 83.9% in 1997. Our property and casualty underwriting loss increased
£42 million to a £54 million loss in 1998 from a £12 million loss in 1997. The increase in the underwriting loss
was primarily due to the competitive market in Australia, increase in the cost of storm and flood losses during
the first six months of 1998, an increase in the number of large property claims, including a gas explosion in
Victoria, Australia, large fire losses in Indonesia and Hong Kong, and costs associated with developing our
direct marketing operations in Japan. In New Zealand, adverse pricing conditions in commercial business
contributed to the deterioration in our combined ratio. This was partially offset by continuing underwriting
profits in Malaysia, Pakistan, Philippines and Thailand.

As a result of these factors, our loss ratio in Asia Pacific increased to 72.7% in 1998 compared to
68.5% in 1997. Our expense ratio rose to 36.0% compared to 32.5% in 1997 reflecting our increased
development expenditures in Japan. Our combined ratio was 108.7% in 1998 compared to 101.0% in 1997.

Allocated investment return, which represents the longer term investment return on capital allocated to
Asia Pacific property and casualty business, decreased £7 million, or 10%, to £61 million in 1998 from £68
million in 1997. See ‘‘—Longer Term Investment Return’’ for a discussion of how we allocate capital to our
segments for purposes of measuring financial performance.

Our life and asset accumulation result decreased £6 million, or 55%, to £5 million in 1998 compared
to £11 million in 1997. This decrease was due primarily to charges in 1998 to strengthen our reserves for prior
year disability business in Australia.

Insurance Investments

Our insurance investment portfolios consist of our worldwide general insurance investment portfolios,
which include the assets supporting our property and casualty liabilities as well as our shareholders’ funds, and
our worldwide life insurance investment portfolios.
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As with-profits and other participating policies represent a majority of our life and asset accumulation
actuarial liabilities, net investment income on our worldwide life insurance investment portfolios primarily
benefits our policyholders via the declaration of policyholder bonuses (or dividends).

The table below presents our actual investment returns, including investment income and net realized
gains on investments, less investment expenses for the years indicated. The presentation of investment income
is different from that in our consolidated financial statements due to the allocation of investment income
attributable to shareholders’ funds supporting our life and asset accumulation business to the worldwide life
insurance portfolios. The fair value of fixed income and equity securities is subject to volatility as interest rates
and the equity markets fluctuate. The table below excludes income from deposits with ceding undertakings
which are shown as investments in our consolidated balance sheet.

Year ended December 31,

1999 1998 1997

(£ in millions)

Worldwide general insurance investment portfolios:
Investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 822 872 899
Net realized gains on investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 752 816 218
Income and realized gains from investments accounted for under the equity

method of accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77 25 28
Investment expenses and charges (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (79) (213) (61)

Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,572 1,500 1,084

Worldwide life insurance investment portfolios:
Investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,579 1,638 1,588
Net realized gains on investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,266 2,127 1,067
Investment expenses and charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (60) (52) (47)

Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,785 3,713 2,608

(1) Investment expenses in 1999 include £14 million of premium paid on repurchases of long term
subordinated liabilities in our U.S. operation and in 1998 include £142 million representing premium paid
on repurchase of our outstanding 7.25% subordinated convertible bonds due 2008.

Year ended December 31, 1999 compared to year ended December 31, 1998

In our worldwide general insurance investment portfolios, net investment income increased £72 million
to £1,572 million in 1999 from £1,500 million in 1998. Investment income of £822 million in 1999 was £50
million less than in 1998 largely reflecting the sales of equity securities in both 1999 and 1998. Income on the
equity portfolio in 1999 was £117 million compared with £154 million in 1998, a fall of £37 million. Realized
gains in 1999 were £752 million compared with £816 million in 1998 reflecting a lower level of profits on equity
disposals. During 1999, we reduced our equity holdings from 36% to 31% of our worldwide general insurance
investment portfolios. Investment expenses and charges in 1999 of £79 million were £134 million less than in
1998. The 1998 expenses included a one-time charge of £142 million relating to the premium paid on the
redemption during 1998 of our outstanding 7.25% subordinated convertible bonds due 2008.

In our worldwide life insurance investment portfolios, net investment income increased by £72 million
to £3,785 million in 1999 from £3,713 million in 1998. This was largely the result of an increase in realized
gains on the sale of investments which in 1999 were £2,266 million compared to £2,127 million in 1998.

As a global business, approximately 33% of our assets as of December 31, 1999 were held outside the
United Kingdom. Our investments are held in currencies to broadly match the currencies of our insurance
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liabilities. At the end of 1999 investments were held approximately 60% in British pounds, 15% in U.S.
dollars, 10% in Danish kroner and 15% in other currencies.

Year ended December 31, 1998 compared to year ended December 31, 1997

In our worldwide general insurance investment portfolios, net investment income increased £416
million to £1,500 million in 1998 from £1,084 million in 1997. This increase was primarily the result of
realized gains on the sale of investments (primarily equity securities) of £816 million, which increased
significantly from £218 million in 1997. During 1998, we reduced our equity holdings from 40% to 36% of our
worldwide general insurance investment portfolios. The increase in realized gains was partially offset by an
increase in investment expenses and charges of £152 million to £213 million in 1998 from £61 million in 1997.
This increase predominantly related to a premium of £142 million paid on the redemption of our outstanding
7.25% subordinated convertible bonds due 2008 during 1998. In addition, the investment income decreased £27
million to £872 million in 1998 from £899 million in 1997, due primarily to the fall in interest rates, as higher
coupon bonds acquired in prior years were redeemed and the proceeds reinvested at lower yields.

In our worldwide life insurance investment portfolios, net investment income increased £1,105 million
to £3,713 million in 1998 from £2,608 million in 1997. This increase was largely the result of realized gains on
the sale of investments of £2,127 million, which increased significantly from £1,067 million in 1997. The
increase in realized gains was due to sales of equities during the year. During 1998, we reduced our equity
holdings from 46% to 41% of our life and asset accumulation portfolio.

Liquidity and Capital Resources

The principal sources of funds for our operations are insurance premium collections and net
investment income, while the major uses of these funds are the payment of insurance claims, policy benefits,
operating expenses and dividends as well as servicing our debt obligations and the acquisition of, and
investment in, our core businesses.

During 1999, we issued U.S. $500 million subordinated bonds due October 15, 2029 and €500 million
subordinated Eurobonds due October 15, 2019. The net proceeds were used to provide additional capital to
assist in the financing of our acquisitions of Orion and Trygg-Hansa during the year. The rate of interest
payable on the U.S. $500 million subordinated bonds is 8.95%, although we have entered into derivative
contracts which have the effect of converting the interest payable to a floating rate. €200 million of the
Eurobonds bear interest at a fixed rate of 6.875% until October 15, 2009, and at a floating rate thereafter. €300
million of the Eurobonds bear interest at a floating rate from the date of issue. We have the option to repay the
Eurobonds on specific dates starting October 15, 2009. After that date there is an increase in the interest rate of
120 basis points.

In February 2000, we raised £146 million in the form of a subordinated loan due 2030. The loan
principal is denominated in Japanese yen and interest is payable in U.S. dollars. The loan has an effective
British pound interest rate of 6.99% due to interest and currency swaps purchased pursuant to our hedging
strategy.

In addition to the long term subordinated debt referred to above, our consolidated outstanding
borrowings as of December 31, 1999 amounted to £676 million, of which £5 million was attributable to our
long term (life) business and £188 million was denominated in foreign currencies, primarily the U.S. dollar. Of
these consolidated outstanding borrowings as of December 31, 1999, £453 million were repayable within one
year, £198 million were repayable within two to five years and £25 million had maturities in excess of 5 years.
The principal purpose of this debt is to provide short-term liquidity funding.
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We maintain standby committed revolving credit facilities in the amount of £1.5 billion, of which £103
million was outstanding as of December 31, 1999. As of December 31, 1999, these credit facilities had an
average remaining expiration period of approximately 3.5 years. Of the £1.5 billion in committed credit
facilities, £800 million is committed under a 5 year syndicated loan facility that we entered into in October
1998 and which is available to meet our short to medium term funding requirements. The amount of this
facility was reduced from £1.6 billion in August 2000. We also maintain a U.S. $1 billion euro commercial
paper program.

As of December 31, 1999 our consolidated total investments included £833 million of deposits with
credit institutions of which £214 million was attributable to long term (life) business. In addition, we had cash
at bank and in hand of £822 million, £325 million of which was attributable to long term (life) business.

A large portion of our investment portfolio is held in highly liquid, listed securities which can be sold
to raise funds if required. However having borrowing facilities to meet short term cash requirements avoids
having to liquidate the investments at a disadvantageous time.

The table below is a summary of cash flow activities for the years ended December 31, 1999, 1998
and 1997, respectively. In accordance with U.K. GAAP, it does not include any amounts relating to the long
term (life) business except cash transactions between the long term (life) operations and shareholders’ funds.

Under U.S. GAAP, the long term (life) operations are included in the statement of cash flows. See note
49 to our consolidated financial statements.

Year Ended December 31,

1999 1998 1997

(£ in millions)

Net cash inflow from operating activities . . . . . . . . . . . . . . . 320 82 509
Dividends from associates . . . . . . . . . . . . . . . . . . . . . . . . . . 56 1 —
Servicing of finance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (36) (19) (17)
Taxation paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (145) (214) (147)
Net acquisitions/disposals/capital expenditures/merger

expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,565) (277) (240)
Dividends paid on equity shares . . . . . . . . . . . . . . . . . . . . . . (1,109) (337) (258)
Issue of ordinary share capital . . . . . . . . . . . . . . . . . . . . . . . 15 14 31
Issue by subsidiary of ordinary share capital to minorities . . . 30 — —
Net proceeds from issue of long term subordinated

liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 615 — —
Purchase of own shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . (29) — (153)

Cash available for investment . . . . . . . . . . . . . . . . . . . . . . . . (1,848) (750) (275)

Investment activities:
Net (sales) purchases of property . . . . . . . . . . . . . . . . . . (489) (2) 6
Net (sales) purchases of equities . . . . . . . . . . . . . . . . . . (1,459) (1,210) 183
Net increase (decrease) in other investments . . . . . . . . . 107 400 (693)

Net (sales) purchases of investments . . . . . . . . . . . . . . . (1,841) (812) (504)

Net increase (decrease) in cash . . . . . . . . . . . . . . . . . . . . . . . 215 28 (11)
(Increase) reduction in borrowings . . . . . . . . . . . . . . . . . . . . (222) 34 240

Total invested . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,848) (750) (275)

In 1999 net cash inflows from operating activities and net sales of investments amounted to £2,161
million. The proceeds from the sale of investments were used primarily to fund corporate cash flows relating to
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the acquisition of subsidiaries and the payment of a special dividend of £751 million which was approved in
May 1999 and paid on June 1, 1999. In addition, during 1999 we paid interim and final dividends of £358
million, raised £615 million from the issue of subordinated debt and made acquisition and capital expenditures
of £1,565 million. The net cash inflow from ordinary activities increased to £320 million from £82 million in
1998 due to improved general business flows in 1999 and the payment of a premium of £142 million on
redemption of convertible bond borrowings in 1998.

In 1998 net cash inflows from operating activities and net sales of investments amounted to £894
million. During the year we paid equity dividends of £337 million, redeemed the remainder of our 7.25%
subordinated convertible bonds due 2008 for £274 million and made acquisition and capital expenditures of
£277 million.

In 1997 cash inflows from operating activities and net sales of investments amounted to £1,013
million. During the year we paid equity dividends of £258 million, made acquisition and capital expenditures of
£240 million, repurchased 2.1% of our outstanding ordinary shares for £153 million and repaid borrowings of
£240 million. We have obtained shareholder approval to repurchase up to 5% of our shares for the period May
2000 through May 2001, and we currently intend to continue to seek shareholder approval annually for the
ability to repurchase up to 5% of our shares during the course of each year.

In May 1999, shareholders approved payment of a special dividend of £751 million in conjunction
with a proportionate share consolidation. The special dividend was paid on June 1, 1999.

Our capital expenditures amounted to £83 million in 1999, £69 million in 1998 and £55 million in
1997. The principal expenditures relate to leasehold improvements, fixtures, equipment and fittings. We had
outstanding commitments for capital expenditures of £4 million as of December 31, 1999.

During the three years ended December 31, 1999, we acquired interests in subsidiaries and associates
(investments accounted for under the equity method of accounting) for aggregate consideration of £2,228
million and sold interests in subsidiaries and associates for aggregate consideration of £353 million.
Specifically in 1999, we acquired interests in subsidiaries and associates for aggregate consideration of £1,806
million. In Asia Pacific, in May we acquired Tyndall for consideration of £302 million. In August, Codan
acquired Trygg-Hansa Försäkring AB, Publikt, a Swedish property and casualty insurer, from Skandinaviska
Enskilda Banken AB, or SEB, for total consideration of £287 million. As part of the transaction, Codan Bank
A/S was sold to SEB for £57 million. In the Americas, in November 1999, we acquired Orion Capital
Corporation, a U.S. property and casualty insurer, for total consideration, including the assumption of debt, of
£1,168 million pursuant to a cash tender offer for all of the outstanding Orion shares. Of the £1,168 million, we
used £300 million to redeem long term subordinated liabilities. In 1999, we sold interests in subsidiaries and
associates, including our U.S. life and asset accumulation business, for consideration of £235 million.

Our businesses throughout the world are subject to regulatory and solvency requirements. On an
aggregate basis, the Group exceeds its minimum solvency requirement by a substantial margin. The regulatory
restrictions on parent and subsidiary dividends and minimum capital requirements are further described in note
44 to our consolidated financial statements. We are not aware of any recommendations by regulatory authorities
that would have a material effect on our operations or liquidity.

Our core property and casualty insurance operations have financial strength ratings of AA� from
Standard and Poor’s and A� from A.M. Best. Separately Moody’s Investor Services rated our U.K. operations
Aa3 and our U.S. operations as A3. Both Moody’s and S&P have stated that the outlook on their ratings is
negative.

We believe that our liquid assets, net cash provided by operations, and access to the capital markets
will enable us to meet our foreseeable cash requirements.
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Summary of Significant Differences between U.K. GAAP and U.S. GAAP

The significant differences in accounting principles between U.K. GAAP and U.S. GAAP are
described and summarized in note 48 to our consolidated financial statements. Our condensed consolidated
financial statements, prepared in accordance with U.S. GAAP, as of and for the years ended December 31,
1999, 1998 and 1997 are presented in note 49 to our consolidated financial statements.

Net Income
Year Ended December 31,

1999 1998 1997

(£ in millions)

In accordance with U.K. GAAP . . . . . . . . . . . . . . . . . . . . . . . . 87 457 1,416
In accordance with U.S. GAAP . . . . . . . . . . . . . . . . . . . . . . . . 933 660 688

Difference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (846) (203) 728

Our consolidated net income under U.S. GAAP differs, and will continue to differ, significantly from
that under U.K. GAAP as most of the fluctuations in our unrealized gains on investments in securities and
properties will be excluded from our U.S. GAAP results, whereas they are included under U.K. GAAP. The
fluctuations in unrealized gains on investments in securities backing our U.K. life operations’ with-profits
(participating) policies will continue to be included in our U.S. GAAP net income. However, their impact on
our U.S. GAAP net income is substantially reduced as 90% of all profits within the long term (life) with-profits
funds inure to the benefit of our policyholders.

Year ended December 31, 1999

Consolidated net income under U.K. GAAP was £87 million compared to £933 million under U.S.
GAAP for the year ended December 31, 1999. The principal reasons for the increase were the reversal of the
decline in unrealized gains on investments in 1999, recognition of the prepaid pension cost, the reversal of
equalization provisions not allowed under U.S. GAAP, the recognition of gains on sales of real estate now sold
outside the Group that were recognized in the U.K. GAAP financial statements in 1998 but were eliminated
from the U.S. GAAP financial statements as they were intercompany, and the increase in the difference
between deferred policy acquisition costs, or DAC, on a U.K. GAAP basis and DAC on a U.S. GAAP basis as
a result of improved expected gross margin, as well as the impact of policyholder participations. These
increases were offset by depreciation on properties recognized for U.S. GAAP, the deferral of income on front
end fees, the impact of the change in the long term (life) business provision, mainly as a result of the reversal
of the change in the provision for guaranteed annuities that was included in U.K. GAAP net income, the full
provisioning for deferred tax and the tax effects of these differences.

Year ended December 31, 1998

Consolidated net income under U.K. GAAP was £457 million compared to £660 million under U.S.
GAAP for the year ended December 31, 1998. The principal reasons for the increase were the reversal of the
decline in unrealized gains on investments during 1998, recognition of the prepaid pension cost, the reversal of
equalization provision not allowed under U.S. GAAP, the impact of the U.K. GAAP accounting policy change
and the reduction in the long term (life) business provision mainly as a result of the reversal of the U.K. GAAP
provision for guaranteed annuities. These increases were offset by depreciation on properties recognized for
U.S. GAAP, amortization of goodwill required by U.S. GAAP, the elimination of gains on intercompany sales
of investments, the full provisioning for deferred income taxes, the deferral of front end fees, the impact of
expenses incurred in connection with the merger that were provided for in 1996 in the U.K. GAAP accounts
but did not meet the requirements for recognition under U.S. GAAP, and the policyholder participation and tax
effects on these differences.
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Year ended December 31, 1997

Consolidated net income under U.K. GAAP was £1,416 million compared to £688 million under U.S.
GAAP for the year ended December 31, 1997. The principal reasons for the decrease were the reversal of the
increase in unrealized gains on investments, depreciation on properties, amortization of goodwill, the deferral
of income on front end fees and the impact of expenses incurred in connection with the 1996 merger that were
provided for in 1996 in the U.K. GAAP accounts but that did not meet the requirements for recognition under
U.S. GAAP. These items were offset by recognition of the prepaid pension cost, reversal of equalization
provisions not allowed under U.S. GAAP, the full provisioning for deferred income taxes, the reduction of the
long term (life) business provision, the impact of the U.K. GAAP accounting policy change, as well as the
policyholder participation and tax effects of these differences.

Year 2000 Position

We recognized for some time that there were potentially significant problems associated with the
inability of certain software and micro-chips to process Year 2000 dates. We ran major projects in all our
businesses to identify, assess and rectify Year 2000 problems or risks. These projects extended to all areas of
our operations which we identified as being susceptible to Year 2000 risks including our information
technology systems, non-information technology equipment containing embedded micro-chips, suppliers,
underwriting exposure, investment management and contingency planning. These projects were all successfully
completed prior to the end of 1999.

We suffered no significant failures or problems in our systems or processes as a result of Year 2000
issues. We encountered a small number of minor problems, none of which had any impact on customer service
or resulted in any material costs.

As an insurance company, we are exposed to potential claims filed as a result of an insured’s
negligence in addressing Year 2000 issues. This risk has been managed through the implementation of a
stringent underwriting policy throughout the Group. We believe that our underwriting, risk assessment and
claims management processes are sufficiently robust to keep potential losses within acceptable limits. Our strict
underwriting stance on this issue caused a small loss of business during 1998 and 1999, but the impact of this
has not been material to our financial results. As of the current date, only a very small number of claims have
been received relating to the Year 2000 issue. However, there still exists the risk of latent claims and litigation
risk in respect of claims and coverage issues.

The total cost of our Year 2000 programs was £97 million. During 1998 and 1997, the cost of
preparing for Year 2000 was £48 million and £14 million respectively. We spent an additional £33 million
during 1999, and the remaining £2 million during early 2000. This expenditure represents the cost of new
hardware and software, the utilization of staff and the cost of outside contractors and consultants.

The majority of costs incurred are information technology related, over half of which relate to internal
resources. These costs were included within our existing information technology, facilities management and
business budgets. They were treated as normal business expenditures and charged against profits in the year in
which they were incurred.

Euro Conversion

On January 1, 1999, the euro was introduced as the currency of the eleven European Union, or EU,
countries who are participating in the third stage of European Economic and Monetary Union, or EMU. From
January 1, 1999 to December 31, 2001, the national currencies of the eleven participating countries (the
‘‘Member States’’) and the euro will both be in use for non-cash transactions, although euro notes and coins
will not be available until January 1, 2002. Whilst the Member States’ currencies remain in existence during
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this transitional period, most financial market operations, such as stock exchange and institutional banking
transactions, are now transacted in euro. The final change to the euro will begin on January 1, 2002, when euro
bank notes and coins will be substituted for Member States’ national currencies.

As a major European-based insurer, with more than 70% of our premium income emanating from the
EU and business in all major EU countries, we are taking all necessary steps to meet the challenges presented
by the change of currency to the euro and the subsequent economic impact, and to position ourselves to seize
opportunities that may arise in the euro environment. As the opportunities and challenges vary by country and
market segment, we are addressing them so as to meet the emerging needs of customers and business
connections on a local and European level.

All areas of our business both in EU countries which are participating in the euro, and those which
currently are not, are being affected to some degree; including information systems, treasury, risk management,
accounting, financial reporting, customer service, communications and asset management.

System and product changes required during the transitional period to achieve euro capability have
been successfully implemented in all relevant operations. We also have projects running in all affected
businesses in order to complete the changeover to the euro by December 31, 2001. There is adequate
contingency time available such that there are no current concerns that this timetable will not be met in any of
the relevant businesses.

We expect that total external costs to be incurred on current euro projects, including future costs, will
be less than £20 million, based on the United Kingdom, Denmark and Sweden remaining out of EMU in the
immediate future. Our expectations about future costs associated with the euro are subject to uncertainties that
could cause actual results to differ materially from what has been discussed above, such as an early decision by
the United Kingdom, Denmark and Sweden to enter EMU. Assessments are currently underway to analyze the
potential impact and cost to the Group of each of these countries joining EMU at a future date; this work is not
yet complete.

Recently Issued Accounting Pronouncements Not Yet Adopted

U.K. GAAP

On February 18, 1999, the U.K. Accounting Standards Board, or ASB, issued Financial Reporting
Standard No. 15 ‘‘Tangible Fixed Assets’’ (‘‘FRS 15’’). FRS 15 is effective for periods ending on or after
March 23, 2000. FRS 15 sets out the requirements for accounting for the initial measurement, valuation and
depreciation of tangible fixed assets, with the exception of investment properties, and it codifies much of
existing practice. Valuations remain optional, but if a policy of revaluation is adopted, then all assets of the
same class should be revalued and revaluations should be kept up-to-date. Management does not believe that
FRS 15 will have a material effect on our results of operations or financial position.

U.S. GAAP

In June 1998, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 133 ‘‘Accounting for Derivative Instruments and Hedging Activities’’ (‘‘SFAS No. 133’’), which
establishes accounting and reporting standards for derivative financial instruments, including certain derivatives
embedded in other contracts, and for hedging activities. SFAS 133 requires that all derivative instruments be
recorded on the balance sheet at their fair value. Changes in the fair value of derivatives are recorded each
period in current earnings or other comprehensive income, depending on whether a derivative is designated as
part of a hedge transaction and, if it is, the type of hedge transaction. For fair value hedge transactions in which
we are hedging changes in the fair value of an asset, liability or firm commitment, changes in the fair value
will generally be offset in the income statement by changes in the hedged item fair value. For cash flow hedge
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transactions, in which we are hedging the variability of cash flows related to a variable rate asset, liability or a
forecasted transaction, changes in the fair value of the derivative instrument will be reported in other
comprehensive income. The gains and losses on the derivative instrument that are reported in other
comprehensive income will be reclassified as earnings in the periods in which earnings are impacted by the
variability of the cash flow of the hedged item. The ineffective portion of all hedges will be recognized in
current-period earnings. SFAS No. 133 as amended requires adoption in fiscal years beginning after June 15,
2000. Retroactive application to financial statements of prior periods is prohibited. We expect to adopt SFAS
No. 133 effective January 1, 2001. We have not yet determined the effects of adoption of SFAS No. 133 on its
consolidated balance sheet or statements of income on a U.S. GAAP basis.

The American Institute of Certified Public Accountants has issued SOP 98-7 ‘‘Deposit Accounting:
Accounting for Insurance and Reinsurance Contracts That Do Not Transfer Insurance Risk’’. The SOP is
effective for financial statements for years beginning after June 15, 1999. The SOP provides guidance on how
to account for insurance and reinsurance contracts that do not transfer insurance risk, and applies to all entities
and all insurance and reinsurance contracts that do not transfer insurance risk as defined in SFAS 113, with the
exception of long-duration life and health insurance contracts. The statement will require minor changes to our
current financial statement disclosures and will not have a material impact on our results of operations or
financial position.

Qualitative and Quantitative Disclosures on Market Risk

As an insurance company we are fundamentally concerned with the management of risk. We must
ensure that we have the appropriate financial resources available to make claims, life benefits and expense
payments as they arise while balancing this need with the requirement to produce satisfactory returns on capital
employed. To manage capital requirements we have introduced a risk-based capital model which produces a
model of our insurance and investment exposures to loss. Using both actual and market experience, a
probability distribution for the expected payment pattern for our claims, life benefits and expenses is estimated.
We have established criteria for the probability of loss that we should take and this determines our capital
requirements. See ‘‘Management’s Discussion and Analysis of Financial Condition and Results of Operations’’.

This analysis of expected returns and capital requirements indicates how the overall expected return on
capital employed is maximized for our property and casualty business over time. Our investment policy is to
invest all assets backing shareholders’ funds and 5% of property and casualty reserves in equities with the
balance in fixed income securities and cash.

Our assets and liabilities are subject to the market risk of potential losses from adverse movements in
market rates and prices. The principal risks are the impact of interest rate risk on fixed income securities, equity
price risk on equity securities, property market risk and foreign currency risk. We are not exposed to
movements in commodity markets.

Our Investment Committee establishes strategy, policies, procedures, reporting, review mechanisms
and prudent principles to manage exposures to market risks. Management sets out investment objectives,
determines the benchmarks and stipulates the asset ‘‘quality’’ criteria. More detailed investment guidelines
specify the agreed operational limits of deviation to be taken on individual securities and industry sectors.
There is a regular review process to ensure compliance with agreements.

We view the risk of fluctuation in the investment portfolio in three parts:

� Shareholder funds and property and casualty operations.We bear the risk on these
investment portfolios representing our shareholders’ funds and assets supporting our property
and casualty reserves. Our primary consideration in determining the investment policy is to
ensure that the investments can be liquidated into cash to meet our liabilities as they come
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due based on actuarial assessment. Investments should also match the currency of the
liabilities so as to avoid unnecessary exchange exposure.

� Long term (life) business (excluding unit-linked (separate account) business).We and, in the
case of with-profit (participating) business, the policyholders bear the risks attributable to the
investment portfolios supporting the long term (life) business reserves. Risks attributable to
policyholders are managed with a view to ensuring that risks are acceptable taking account of
the potential rewards and that policyholders’ reasonable expectations will be met. Market
changes affecting the underlying investments, in the case of with-profit (participating)
business, will have a direct impact on the fund for future appropriations (‘‘FFA’’). The FFA is
used to fund future bonuses allocated to policyholders (through an increase in the sum
assured) on with-profit (participating) business and transfers to shareholders out of the long
term funds (reported as a profit). The basis for allocating the payouts to policyholders and
shareholders is discussed in the notes to our consolidated financial statements. In addition, a
sustained decline in interest rates could increase actuarially determined long term (life)
business provisions for guaranteed benefits where the implied interest rates used to determine
these liabilities are greater than yields on assets backing such liabilities. We believe our
ultimate exposure for such liabilities is reduced as we have the ability to manage future
bonus/profit payouts. We also manage the exposure through the matching of assets and
liabilities by duration and through other hedging strategies.

� Unit-linked (separate account) business.The policyholders bear the investment risk
associated with investment portfolios that support unit-linked (separate account) products.
Consequently these products are not covered by the subsequent discussion.

We use common derivative financial instruments such as interest rate swaps, options, futures and
forward foreign exchange contracts related to both investments and borrowings. We do not hold or issue
derivative instruments for speculative trading purposes.

Market risks are reduced by the diversification of our portfolio of financial instruments both by
industry and by country/region. The diversification is shown in note 50G to our consolidated financial
statements.

Interest Rate Risk

The fair value of our portfolio of fixed income securities is inversely correlated to changes in the
market interest rates. Thus if interest rates fall the fair value of the portfolio would tend to rise and vice versa.
Mortgage-backed securities representing 17.5% of our fixed income securities have a prepayment option that
could subject us to reinvestment risk. In the event that interest rates decline and these securities are prepaid, we
bear reinvestment risk as the funds would be reinvested in lower interest-bearing securities.

The fair value of our fixed income securities as of December 31, 1999 and 1998 was £24,646 million
and £23,864 million, respectively. Using a sensitivity analysis, if interest rates were to rise by 100 basis points,
the fair value of the fixed income securities would fall approximately £1,646 million, or 7%, in 1999, and
£1,484 million, or 6%, in 1998.

As of December 31, 1999, 1998 and 1997 we had not entered into any material derivative contracts
that mitigate this risk.

Equity Risk

Our portfolio of equity securities is subject to equity price risk arising from market changes. Thus if
the value of equities fall so will the fair value of our portfolio.
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The fair value of our equity securities as of December 31, 1999 and 1998 was £18,742 million and
£18,107 million, respectively. Using a sensitivity analysis, if world equity markets decreased by 15%, the fair
value of the equity portfolio would fall approximately £2,811 million in 1999 (£2,716 million in 1998). As of
December 31, 1999 we had entered into short-term forward contracts to mitigate the effects of a fall in U.K.
FTSE 100 equity prices. These derivatives would reduce the impact of this decline by £5 million in 1999 and
by £73 million in 1998.

We do not have material holdings of unquoted equities.

Property Market Risk

Our portfolio of properties is subject to property price risk arising from market changes. Thus if the
value of property falls so will the fair value of the portfolio. The value of properties depends upon many
factors, such as the state of the local economy, location, state of repair and market competition.

The fair value of properties that we held was £2,386 million as of December 31, 1999 and £2,664
million as of December 31, 1998. Of these total amounts, 70% was held in the United Kingdom in 1999 and
74% was held in the United Kingdom in 1998. Using a sensitivity analysis, if world property markets decreased
by 15%, the fair value of our property portfolio would fall approximately £358 million in 1999 and £400
million in 1998.

As of December 31, 1999 we had not entered into any material derivative contracts which affect
this risk.

Foreign Exchange Risk

We have operations in over 50 countries. Accordingly, our net assets may fluctuate as a result of
foreign currency exchange rate movements. Our primary foreign currency exposures are to the U.S. dollar,
Canadian dollar, Danish kroner and Australian dollar. If the value of the British pound strengthens then the
value of non-British pound net assets will decline when consolidated. Details of the exchange rates used in
connection with our consolidated financial statements as of December 31, 1999, 1998 and 1997 are presented in
note 6 to our consolidated financial statements.

Based upon our risk-based capital assessment and local regulatory solvency requirements sufficient net
assets are maintained by our subsidiaries in their local currencies. Therefore capital held in our subsidiaries
should be able to support the local insurance activities irrespective of currency movements. Consequently, this
may affect the value of our consolidated shareholders’ equity expressed in British pounds.

Within our individual operations, currency risk is generally managed according to our Group currency
policy, which is to match assets to the currency of the related liability. Where we have any exchange risk
arising from fixed income securities not held in the currency of the related liability this will generally be
hedged with the purchase of forward foreign exchange contracts. The exception, which forms part of our
investment strategy of portfolio diversification, is foreign exchange risk on non-British pound equities which
are typically not hedged by forward currency contracts so that we are exposed to currency risk.

Using a sensitivity analysis, if the British pound strengthens by 15% against our major currencies then
the fair value of investments held in foreign currencies would fall by £3,323 million as of December 31, 1999
and by £2,787 million as of December 31, 1998.

As of December 31, 1999, we had entered into forward foreign exchange contracts to mitigate the
effects of adverse exchange movements. These derivatives reduce the impact of the above fall in the fair value
of investments by £185 million as of December 31, 1999 and £110 million as of December 31, 1998.
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Sensitivity Analysis
Change in Fair Value of Investments (1)

As of December 1999 and 1998

Increase (decrease)

Movements of markets 1999 1998

(£ in millions)

Interest rate markets (2)
Increase in interest rates of 100 bps . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,646) (1,484)

Equity markets (3)
Decrease of equity markets of 15% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,811) (2,716)
Effect arising from derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 73

Property markets (3)
Decrease of property markets of 15% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (358) (400)

Currency markets (4)
Decrease of major currencies versus British pound of 15% . . . . . . . . . . . . . . . (3,323) (2,787)
Effect arising from derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 185 110

(1) This analysis assumes that there is no correlation between equity price, interest rate, property market and
foreign currency exchange rate risks. It also assumes that all other assets and liabilities remain unchanged
and that no management action is taken. This analysis does not represent management’s view of future
market change.

(2) The effect of interest rate movements is reflected as the effect of a one-time parallel shift up of interest
rates on January 1, 2000 and January 1, 1999.

(3) The effect of movements in equity and property markets is reflected as a one-time decrease of worldwide
equity and property markets on January 1, 2000 and January 1, 1999 which results in a 15% decline in the
value of our assets in these investment categories.

(4) The effect of currency movements is reflected as a one-time decrease in the value of major currencies
against the British pound on January 1, 2000 and January 1, 1999.

This analysis has not considered the impact of the above market changes on the valuation of our
insurance liabilities. In addition, this analysis has not addressed the impact to the profit attributable to the
shareholders. Under U.K. GAAP, fair value adjustments are included in both the property and casualty and long
term (life) business technical accounts. However, the amount transferred to the shareholders, and reported as
profit, specifically relating to the long term (life) operations is limited by the basis for which profit is released
from the long term (life) business as determined by the actuary. These operations include the with-profit
(participating) business operations. Consequently, not all movements in investments are reflected in the current
year profit attributable to the shareholders. This information limits the ability of the analysis to accurately
predict the impact of future market movements on fair values and future earnings.
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BUSINESS

Overview

We are one of the world’s leading global insurers. We have operations in over 50 countries and cover
risks in over 130 countries, thus possessing one of the few truly global networks in the industry. We offer a
broad range of property and casualty insurance, life insurance, asset accumulation products and related services
to both businesses and individuals. Because our primary focus is on customers rather than products, we sell our
products and services through multiple distribution channels, reaching the consumer the way the consumer
chooses to trade. Our business is geographically diverse with operations in Europe, the Americas and Asia
Pacific.

For 1999 we reported:

� property and casualty net premiums written (gross premiums written less premiums reinsured)
of £7,159 million, or $10,810 million;

� life and asset accumulation net premiums written of £3,284 million, or $4,959 million;

� Group operating result (based on longer term investment return)1 of £566 million, or $855
million;

� profit on ordinary activities before tax of £378 million, or $571 million;

� profit attributable to shareholders of £87 million, or $131 million;

� total investments of £49,291 million, or $74,429 million; and

� shareholders’ funds of £6,484 million, or $9,791 million.

We are the product of the 1996 merger of two of the then largest U.K. insurers writing both life and
property and casualty business, Royal Insurance Holdings plc and Sun Alliance Group plc. We can trace our
history back almost 300 years to the Sun Insurance Office, which is one of the world’s oldest insurance
companies still writing business today. We also have a long international history, having operated in continental
Europe since the early 1800s, in Asia Pacific since 1825 and in the United States and Canada since 1851.

1 Group operating result (based on longer term investment return) is a measure used for internal purposes in
the management of our business segments. It includes the pre-tax profits of our life and asset accumulation
business, our property and casualty business and other activities including the Group’s share of the results of
investments accounted for under the equity method. Both the property and casualty profit and the profit from
other activities are determined using a longer term investment return to remove the effect of short term
fluctuations in our investment portfolio. Group operating result (based on longer term investment return) is
the same as group operating profit (based on long-term investment return) determined in accordance with the
Association of British Insurers’ SORP, but before charging the following unallocated corporate items: the
change in equalization provisions, amortization of goodwill (including goodwill in acquired claims
provisions), amortization of the value of long term (life) business, premium paid on the redemption of our
convertible bonds, long term subordinated debt interest and reorganization costs and other movements in
investments. It also excludes the profit on disposal of subsidiaries and branches. This is the result we use to
measure the financial performance of our segments. It is not necessarily directly comparable to similar
measurements used by other U.K. insurers. This measure differs from the profit on ordinary activities before
tax, which includes each of the above items. See the table in ‘‘Summary Results of Operations’’ for an
explanation of the relationship between this result, other results required by U.K. GAAP and profit on
ordinary activities before tax.
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The merger enabled us to significantly increase our operating and distribution capabilities in the U.K.
market and provided a strong base for global expansion and participation in the consolidating global insurance
market. Since the merger, we have taken and continue to take significant steps to transform ourselves from a
U.K. insurer with overseas operations into a global enterprise headquartered in the United Kingdom.

Our primary focus is on personal and commercial property and casualty coverages, and we write
virtually all types with an emphasis on property, casualty, automobile and household insurance. We also offer a
broad range of life insurance and asset accumulation products, including unit trusts, a U.K. form of mutual
fund, savings and pension products. In addition, we conduct complementary businesses in support of our
insurance operations in selected markets such as asset management, primarily in the United Kingdom and
Australia, and risk management services such as claims management and loss control services in our major
markets around the globe.

Multi-channel distribution

We market our products and services through multiple channels, including brokers and other
intermediaries, corporate partnerships and affinity marketing programs, as well as direct to the customer.

Our multi-channel distribution strategy allows us to reach a broad cross-section of personal and
commercial customers. In the commercial market, we conduct business with multinational and national
companies, as well as middle-market and small businesses. For personal customers, our corporate partnerships
complement our broker and direct businesses by enabling us to capitalize on the broad customer bases of our
corporate partners, which include banks, mortgage lenders, retailers and affinity groups with widely recognized
brands. In addition, we are a leading direct marketer of personal insurance products in Australia and the United
Kingdom. In 1999, of our consolidated personal lines property and casualty net premiums written:

� brokers and other intermediaries accounted for 33%;

� corporate partnerships and affinity marketing programs accounted for 26%; and

� direct marketing and direct sales, including exclusive agents, accounted for 41%.

Organization

Our business is organized into four time-zone-based regions:

� United Kingdom. The United Kingdom region is comprised of our businesses in the United
Kingdom and accounted for 48.7% of our total net premiums written and 55.9% of Group
operating result (based on longer term investment return).

� Other Europe. The Other Europe region is comprised of our businesses in Continental
Europe, the Middle East and Africa, and accounted for 23.0% of our total net premiums
written and 8.0% of Group operating result (based on longer term investment return).

� Americas. The Americas region is comprised of our businesses in the United States,
Canada, Latin America and the Caribbean, and accounted for 18.6% of our total net
premiums written and 33.7% of Group operating result (based on longer term investment
return).

� Asia Pacific. The Asia Pacific region is comprised of our businesses in Asia, Australia and
New Zealand, and accounted for 9.7% of our total net premiums written and 0.5% of Group
operating result (based on longer term investment return).
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We established this time-zone-based structure because we believe that our clients’ needs are best
served by people who understand local conditions and customer needs. This structure, which has transferred
business decision making from a centralized London-based model to a regional and national delegated model,
allows local management to offer products and services for their customers based on localized knowledge. At
the same time, our regional managers have access to our underwriting capacity and global knowledge base
through a network of technical and functional practice groups and support teams which function across regional
management lines. In 1998, we established our Worldwide Group Office in London, which is our centralized
source for strategic direction, capital allocation, risk analysis and facilitating the transfer of expertise around the
Group.

The following chart shows in simplified form our corporate structure:

Royal Insurance Holdings plc

Royal & Sun Alliance
Insurance plc

Principal operating
subsidiaries

Royal & Sun Alliance
Insurance Group plc

Strategy

Previously, Royal Insurance and Sun Alliance were perceived as U.K.-based insurers with overseas
operations, primarily within the areas of historic influence of the British Empire. While we had extensive
overseas networks, we did not manage our businesses on a truly global basis. In a number of countries we were
poorly positioned. We did not manage our capital actively. Accordingly, our long term Group return on capital
was satisfactory but volatile. Our businesses were largely product rather than customer focused. The integration
process following the merger was designed to bring both companies together as quickly as possible while
developing a strategy for the future. We introduced this strategy in January 1998.

Our strategic objective is to deliver superior returns to our shareholders by capitalizing on our
extensive global capabilities with a view to achieving a leading position in the markets in which we operate.
We seek to achieve that through an intense focus on operating excellence in three areas:

� Customers—customer needs and our ability to meet them through a multi-channel distribution
strategy;

� Core competencies—in underwriting, claims management, loss control and investment
management; and

� Capital management—using a risk-based capital model to actively manage our capital and
operations.
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Our customer focus has led us to adopt separate strategies to meet the distinct needs of commercial
and personal customers. In the case of commercial customers, we have adopted a global approach based on the
business proposition that our broad geographic capabilities and technical competencies are intended to enable
us to meet their needs wherever they operate. For personal customers, our strategy is to deliver personal
financial services products, including property and casualty insurance and life insurance and asset accumulation
products, using a multi-local approach. This means that we focus on the individual circumstances of our
operations and of the particular market in which each of them operates. Both approaches are supported by
operational initiatives which seek to deliver superior returns through excellence in our core competencies of
underwriting, claims management, loss control and investment management.

To implement our strategic objective, we introduced a risk-based capital assessment model in 1998 as
our core measure of financial performance. This approach allows us to measure better the relative profitability
of our component businesses and to set clear performance targets across our operations, better identifying those
operations that we should expand and those that we should review or contract. In addition to evaluating the
overall direction of our business, our risk-based capital model also enables us to make specific underwriting
and investment management decisions based on returns on capital.

In summary, our strategic goal is to deliver superior returns by allocating capital appropriately and to
achieve superior execution through our focus on customer needs and operational excellence.

Focus on customers

Our dual approach to customers recognizes that the needs of our personal customers are very different
from those of our commercial customers. With the internationalization of business, we believe that our
commercial customers are likely to increasingly seek seamless coverage in all of the markets where they
operate. Accordingly, we anticipate that the ability of an insurer to provide global coverage will be an
increasingly important competitive advantage. By adopting this global approach to commercial customers, we
believe our local operations can benefit from our building on the relationships, skills and balance sheet strength
generated by our worldwide business.

In contrast, global capabilities are much less relevant to our personal customers who seek coverage in
local markets from insurers with local knowledge and expertise. Accordingly, our multi-local approach to
personal customers means that we evaluate our business for personal customers on a market-by-market basis.
This approach reflects the varying nature of products and distribution between markets that is still a feature of
personal lines and is attributable in part to differing taxation, social and regulatory environments. The benefit of
our global business in addressing the needs of personal customers, therefore, comes largely from our ability to
transfer knowledge, experience, products and services from one part of the world to another.

We intend to continue to develop both product and organizational initiatives to address the needs of
our customers. In the United States, for example, we market a product, called World Assurance�, which
provides international coverages for our middle-market commercial customers. Positive market responses
resulted in similar products being introduced elsewhere in the Group. We decentralized our approach to serving
multinational commercial customers by moving underwriting for this business from our operations in London
to our regional operations. This decentralized approach enables us to make decisions closer to our customers.

In addition, we have reorganized and streamlined our U.K. property and casualty operations by uniting
the separate businesses which previously comprised our U.K. commercial business under a single management
structure which focuses on our commercial customers. In our U.K. personal financial services business which
previously consisted of four separate insurance businesses, each with its own products, systems and priorities,
we have streamlined to three operations.
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In the commercial markets, we are among the few insurers able to provide for the global needs of
large corporations. Through our worldwide network of Group operations and local partners we deliver
insurance coverage in over 130 countries. We offer a broad range of coverage options, from customized
solutions for large domestic and multinational clients through to standard property and casualty covers for
smaller businesses.

Brand

We are among the largest global property and casualty insurers and promote our worldwide reputation
through use of the Royal & SunAlliance brand. Royal & SunAlliance is a widely recognized brand among the
world’s largest insurance brokers and multinational businesses and is the primary brand for our commercial
insurance products.

In personal financial services, we promote the Royal & SunAlliance brand only in those businesses
where it provides an advantage in the local market. In the majority of operations this is the case; in some
countries, however, we promote strong local or national brands such as Orion Auto in the United States, Codan
in Denmark, Regal in Spain, and AAMI and Tyndall in Australia. Our Swedish company, Trygg-Hansa, is one
of the best known brands in Sweden.

Similarly, we trade under local names in countries where we operate through joint ventures or equity
investments such as Mutual & Federal in South Africa.

Operational excellence

We believe that a critical element of an insurer’s success in the current business environment is
operational excellence. We will seek to improve our performance by building on our expertise in underwriting
and claims management as well as by carefully managing our expenses. With prices under pressure,
underwriting discipline is vital and we are willing to relinquish business that does not meet our return on risk-
based capital requirements.

� Group practices

By operating our business through four time-zone-based regions, we are able to work closely with
clients in our local markets while preserving the benefits of a global operation with extensive resources and
product knowledge. In order to ensure that our regional operations benefit from our global positioning and
experience, we have established group practices in each area of our business. Our group practices are teams of
experts in a particular field drawn from our operations throughout the world. Some group practices, such as
financial products, marine and property, are based on product; others, such as claims management, human
resources and information technology, on areas of expertise. Our group practices are linked electronically to
share expertise among our operations and to help develop group-wide best practices in our core insurance
skills.

� Expenses

In addition to focusing on our core insurance skills, we intend to continue to carefully manage our
expenses. Expense reduction was one rationale for the merger in 1996, and we achieved our targeted cost
savings. We have an ongoing process of review of our businesses with the aim of obtaining additional
operational efficiencies. In the United Kingdom, we are targeting reductions in expenses and claims
management. Other initiatives implemented or planned include headcount reduction through voluntary early
retirement in the United States, Japan, Denmark and Germany, reorganizing and flattening structures, sharing
resources and spreading best practice. We are currently realigning our middle-market commercial operations in
the United States. As part of this realignment, we are reducing the number of physical locations from 75 to 32
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with resulting reduction in the number of employees by approximately 1,000. We are also implementing a
global e-procurement system and the initial rollout is scheduled for the fourth quarter of 2000 beginning in the
United Kingdom. The system will improve management of our worldwide purchases of goods and services and
we expect that it should produce estimated cost savings, starting in 2001, of £20 million a year.

Electronic business

We will seek to be a leading player in the rapidly developing e-business world, where we see
considerable scope for improved customer service, new product and service development and improved
efficiency leading to expense reduction. We are investing in the technology to enable fast, efficient
communications, including electronic mail and intranet integrated worldwide and internet access on every desk.
We will further develop our global sourcing initiative through e-business and believe that this should help us to
lower costs without compromising service levels.

E-business will be an integral part of our multi-channel strategy, enabling customers to do business
with us through the channel of their choice, by matching the changing buying habits of our customers. In a
number of countries, we offer intermediaries electronic communication links that allow them to input
policyholder information, obtain price quotes and issue policies directly through our computer systems. We
believe that our multi-channel marketing strategy, particularly our experience in direct marketing via the
telephone and direct mail, should make the transition to electronic commerce with those customers easier than
for companies that have relied on intermediaries as their source of business.

To coordinate this, we are developing a group-wide e-business strategy and have established an e-
business practice group to support and drive e-business initiatives within our existing operations. To avoid
possible incompatibility in the future, we are developing a worldwide technical architecture for our e-business
initiatives.

We have established an e-business incubator, called global e-ventures, to develop new ideas for new
businesses. Global e-ventures will partner with, and make investments in, a range of internet operations
including both operations that are complementary to our core businesses as well as others that we believe
provide investment opportunities.

Active capital management

In 1998, we introduced a risk-based capital model as our principal tool for measuring financial
performance and now use this model to identify our capital requirements and to actively manage our capital.

We use the principle of return on risk-based capital to allocate capital among our various operations,
set financial return targets for those operations and subsequently compare the returns generated by those
operations to our target returns. Our management incentive plans are aligned with target returns on risk-based
capital by translating the results of our risk-based capital analysis into management performance targets based
on combined ratios and insurance operating results.

As a result of analyzing our risk-based capital requirements, we returned £751 million of surplus
capital to our shareholders by way of a special dividend in June 1999.

Organic growth and growth through acquisitions

We intend to further develop our strong position in the global insurance market through both organic
growth and through acquisitions that meet our strategic goals and return on risk-based capital requirements.
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Although we seek to increase our share of the global insurance market, we have no intention of compromising
our focus on underwriting discipline solely to increase market share.

� Organic growth

A principal objective in our commercial business is to seek organic growth of our local operations. We
seek to do this by building on the advantages of a global commercial network and by developing opportunities
through our existing broker relationships. Our largest source of business is through the intermediary channel,
consisting of insurance brokers, agents and other third party sales personnel, and we will continue to capitalize
on our broker relationships, taking advantage of our size and global reach to provide the service required by the
major international brokers.

We aim to achieve growth in certain niche markets. For example, in the U.S. market, we have for
some time been developing our capabilities in specialty lines leading to the acquisition of Orion Capital
Corporation in 1999. Specialty products provide customized liability and specialized risk insurance coverage
for particular classes or groups of customers. In addition, we entered into a joint venture to form Intrepid Re, a
Bermuda-based reinsurer focusing on alternative risk transfer business.

In personal financial services business, we operate in more than 35 countries and we expect to
continue to develop our multi-channel distribution capabilities in our selected markets. Our two direct
marketing operations in Australia have shown strong growth over the last six years, with net premiums written
growing to £273 million in 1999 from £108 million in 1994 at constant exchange rates. Of the increase, £26
million was due to assuming 100% of the insurance risk of our Australian direct operation, AAMI, in 1999. We
have expanded our direct marketing operations by launching new ventures in Argentina and Japan, based on the
Australian model.

In addition, we have developed a number of corporate partnership relationships with leading banks and
mortgage lenders in all four of our time-zone-based regions and with retailers, such as pharmacy and
supermarket chains in the United Kingdom. We will seek to further develop our corporate partnership channel
by expanding the product lines we write for our existing corporate partners and developing new relationships
with major retail brands.

� Acquisition strategy

We actively evaluate acquisition opportunities worldwide and have recently made a number of
acquisitions. For example, in 1998, we acquired Norwich Union Life and Guardian Assurance in New Zealand
followed in 1999 by Tyndall Australia Limited in Australia, Trygg-Hansa Försäkrings AB Publikt in Sweden
and Orion in the United States. Tyndall has significantly strengthened our position in Australian retirement
planning business and our personal financial services product range. Trygg-Hansa is Sweden’s fourth largest
property and casualty insurer and this acquisition increases our share of the Swedish property and casualty
market to approximately 16% based on gross premiums written for the 12 months ended March 31, 2000. It
gives us a strong platform within the Nordic and Baltic market from which we aim to grow our business and
pursue other development opportunities.

The acquisition of Orion significantly improves our strategic position in the United States, the world’s
largest insurance market, and extends our penetration into target specialty areas. Orion focuses on providing to
niche markets specialty products such as non-standard automobile, directors’ and officers’ liability and
professional indemnity insurance. The deal also doubles our size in the United States, adding mass to both
personal and commercial lines and substantially diversifying our product mix and improving the balance of our
portfolio.
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We exercise a similar discipline in our mergers and acquisitions activity as in our insurance operations,
basing our analysis on assessing long-term value creation and return on risk-based capital. In the commercial
market, we also evaluate acquisition opportunities as a means of achieving additional economies of scale and
the size and scope desirable for operating efficiency in the global insurance market for commercial customers.
In the personal financial services market, where global presence is less relevant, we aim to develop local
market positions by focusing on acquisitions that we believe can meet our return on capital targets and that
offer potential for growth.

� Disposal strategy

Our approach to selling businesses is also based on return on risk-based capital and long-term value
creation. Our businesses should be able to demonstrate that they can obtain a satisfactory position in their
market segments, their critical mass and their operating results. Unless satisfactory performance, or a clear
route to achieving it, can be shown, we will look to dispose of the business. In evaluating whether our
businesses are performing satisfactorily, we look at, among other things, their return on risk-based capital. For a
discussion of our risk-based capital targets, see ‘‘Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Capital Management’’. This strategy has led us to a number of recent disposals. In
early 1999, we sold our direct writing automobile insurers operating in France and Germany because we were
not satisfied that they could achieve critical mass and profitability within an acceptable time. Later in the same
year, we disposed of our life insurance business in the United States. Although it was achieving a satisfactory
return in the current marketplace, we concluded that this business would find it increasingly difficult to compete
faced with likely marketplace shifts including the trend towards consolidation. We have also disposed of a
number of small European and African businesses where we considered prospects inadequate in light of our
strategic priorities.
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Summary Results of Operations

The table below presents a summary of our results of operations for the years ended December 31,
1999, 1998 and 1997.

SUMMARY RESULTS OF OPERATIONS

Year Ended December 31,

1999 1998 1997

Total

Property
and

Casualty
Business

Life
Business Total

Property
and

Casualty
Business

Life
Business Total

Property
and

Casualty
Business

Life
Business

(£ in millions)
Segmental results:

United Kingdom . . . . . . . . . . . . . . . . . 316 151 165 371 199 172 592 421 171
Other Europe . . . . . . . . . . . . . . . . . . . . 45 26 19 (12) (38) 26 4 (22) 26
Americas . . . . . . . . . . . . . . . . . . . . . . . 191 156 35 211 184 27 251 228 23
Asia Pacific . . . . . . . . . . . . . . . . . . . . . 3 (21) 24 12 7 5 67 56 11
Other activities . . . . . . . . . . . . . . . . . . 11 — — 20 — — 74 — —

Group operating result (based on
longer term investment return) (1) . . . . . . . . 566 312 243 602 352 230 988 683 231

Amortization of goodwill and other
unallocated items (2) . . . . . . . . . . . . . . . . . . (108) (201) (145)

Group operating profit (based on
longer term investment return) . . . . . . . . . . . 458 401 843
Other movements in investments . . . . . . . . . (80) 463 967

Total Group operating profit . . . . . . . . . . . . . 290 909 1,770
Share of results of associated undertakings . . 88 (45) 40

Profit on ordinary activities before tax . . . . . 378 864 1,810

(1) Group operating result (based on longer term investment return) is the result we use to assess the
performance of individual segments.

(2) For a detailed breakdown of the items included in this line, see ‘‘Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Consolidated Results of Operations’’.
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PRINCIPAL MARKETS

Overview

We offer a broad range of property and casualty insurance products and life insurance and asset
accumulation products in our United Kingdom, Other Europe, Americas and Asia Pacific regions.

The table below presents the distribution of our 1999, 1998 and 1997 consolidated property and
casualty net premiums written by region and line of business.

Property and Casualty Net Premiums Written

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

United Kingdom:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,734 24.2% 1,729 25.2% 1,589 23.7%
Commercial (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,407 19.7 1,624 23.6 1,775 26.5

Total United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,141 43.9 3,353 48.8 3,364 50.2

Other Europe:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 908 12.7 871 12.7 734 11.0
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 532 7.4 525 7.6 490 7.3

Total Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,440 20.1 1,396 20.3 1,224 18.3

Americas:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 646 9.0 549 8.0 545 8.2
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,171 16.4 995 14.5 980 14.7

Total Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,817 25.4 1,544 22.5 1,525 22.9

Asia Pacific:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 446 6.2 350 5.1 339 5.1
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 315 4.4 224 3.3 231 3.5

Total Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 761 10.6 574 8.4 570 8.6

Total Property and Casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,159 100.0% 6,867 100.0% 6,683 100.0%

Total Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,734 52.1% 3,499 51.0% 3,207 48.0%
Total Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,425 47.9 3,368 49.0 3,476 52.0

Total Property and Casualty . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,159 100.0% 6,867 100.0% 6,683 100.0%

(1) Property and casualty net premiums written in 1997 are shown before giving effect to a premium portfolio
transfer in connection with the termination of a reinsurance agreement with The Chubb Corporation which
resulted in the transfer to Chubb of £49 million of premiums in 1997.
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The table below presents our 1999, 1998 and 1997 property and casualty loss, expense and combined
ratios by region and line of business. A loss ratio is the ratio of net incurred losses and loss adjustment
expenses to net premiums earned. An expense ratio is the ratio of insurance operating expenses (acquisition and
administration costs less reinsurance commissions and profit participations) to net premiums written. A
combined ratio is the sum of these two ratios. These ratios are measures of the underwriting profitability of an
insurance company. A combined ratio below 100 generally indicates profitable underwriting. A combined ratio
over 100 generally indicates unprofitable underwriting. An insurance company with a combined ratio over 100
may be profitable to the extent net investment results exceed underwriting losses.

Property and Casualty Loss, Expense and Combined Ratios

Year Ended December 31,

1999 1998(1) 1997(1)

Loss
Ratio

Expense
Ratio

Combined
Ratio

Loss
Ratio

Expense
Ratio

Combined
Ratio

Loss
Ratio

Expense
Ratio

Combined
Ratio

% % % % % % % % %
United Kingdom:

Personal . . . . . . . . . . . . . . . . . . 72.1 35.0 107.1 71.1 33.3 104.4 69.8 33.9 103.7
Commercial . . . . . . . . . . . . . . . 81.3 30.9 112.2 83.4 27.8 111.2 73.0 27.3 100.3

Total United Kingdom . . . . . . 76.2 33.2 109.4 77.3 30.7 108.0 71.5 30.4 101.9
Other Europe:

Personal . . . . . . . . . . . . . . . . . . 84.2 27.0 111.2 82.8 30.7 113.5 85.3 30.3 115.6
Commercial . . . . . . . . . . . . . . . 81.9 29.4 111.3 80.5 33.7 114.2 74.3 35.2 109.5

Total Other Europe . . . . . . . . 83.3 27.9 111.2 81.9 31.9 113.8 81.1 32.2 113.3
Americas:

Personal . . . . . . . . . . . . . . . . . . 66.5 32.8 99.3 62.8 33.2 96.0 66.7 32.0 98.7
Commercial . . . . . . . . . . . . . . . 77.4 34.4 111.8 75.5 36.7 112.2 69.7 37.1 106.8

Total Americas . . . . . . . . . . . 73.4 33.9 107.3 71.0 35.6 106.6 68.6 34.9 103.5
Asia Pacific:
Personal . . . . . . . . . . . . . . . . . . . . 74.7 28.3 103.0 73.0 35.4 108.4 75.9 27.9 103.8

Commercial . . . . . . . . . . . . . . . 92.7 31.8 124.5 72.4 36.9 109.3 59.0 39.3 98.3
Total Asia Pacific . . . . . . . . . . 82.0 29.7 111.7 72.7 36.0 108.7 68.5 32.5 101.0

Total Personal . . . . . . . . . . . . . . . 74.3 31.9 106.2 72.8 32.6 105.4 72.9 32.2 105.1
Total Commercial . . . . . . . . . . . . 81.1 32.0 113.1 79.6 32.0 111.6 71.5 31.8 103.3
Total Property and Casualty . . . . 77.5 31.9 109.4 76.4 32.7 109.1 72.6 32.0 104.6

(1) Our 1998 and 1997 U.K. loss, expense and combined ratios have been restated due to the reclassification
of certain lines of business between our personal and commercial lines.

Our consolidated property and casualty combined ratio for 1999 was 109.4%. See ‘‘Management’s
Discussion and Analysis of Financial Condition and Results of Operations’’ for a discussion of the factors
contributing to our underwriting loss in 1999 as well as steps we have taken to attempt to improve our
underwriting results. Our goal is to achieve a combined ratio of 103%. This goal is based on our return on
equity target of a net real return on equity of 10%. For a discussion of our return on equity targets, see
‘‘Management’s Discussion and Analysis of Financial Condition and Results of Operations—Capital
Management’’.
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The table below presents the distribution of our 1999, 1998 and 1997 life and asset accumulation net
premiums written by region and line of business. The information presented below for our Americas region
includes net premiums written by our U.S. life and asset accumulation business until it was sold in July 1999
for £235 million. Our U.S. life and asset accumulation business accounted for £76 million, £163 million and
£203 million of our Americas life and asset accumulation net premiums written in 1999, 1998 and 1997.

Life and Asset Accumulation Net Premiums Written

Year Ended December 31,

1999 1998 (1) 1997 (1)

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

United Kingdom:
Individual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,788 54.5% 1,533 53.7% 1,398 54.0%
Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 162 4.9 177 6.2 159 6.2

Total United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,950 59.4 1,710 59.9 1,557 60.2

Other Europe:
Individual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 835 25.4 680 23.8 601 23.2
Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126 3.9 132 4.6 103 4.0

Total Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 961 29.3 812 28.4 704 27.2

Americas:
Individual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126 3.8 161 5.6 193 7.4
Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 44 1.6 50 1.9

Total Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126 3.8 205 7.2 243 9.3

Asia Pacific:
Individual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 185 5.6 113 4.0 76 2.9
Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62 1.9 16 0.5 11 0.4

Total Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 247 7.5 129 4.5 87 3.3

Total Life and Asset Accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,284 100.0% 2,856 100.0% 2,591 100.0%

Total Individual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,934 89.3% 2,487 87.1% 2,266 87.5%
Total Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350 10.7 369 12.9 325 12.5

Total Life and Asset Accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,284 100.0% 2,856 100.0% 2,591 100.0%

(1) Our 1998 and 1997 life and asset accumulation net premiums written in the Americas and Asia Pacific
have been restated due to the reclassification of certain business between our individual and group lines.

Products

A key element of our strategy is customer focus. Accordingly, we offer products tailored to meet the
needs of our customers.

Products for Personal Customers

Our products for personal customers include the following property and casualty products and life
insurance and asset accumulation products:

Household. Insurance covers against loss of or damage to the buildings and contents of private
dwellings with a range of additional features, such as coverage for valuables away from home and liability
arising from ownership or occupancy.
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Personal automobile. Insurance covers for liability for both bodily injury and property damage and
for physical damage to an insured’s vehicle from collision and various other perils.

Other personal lines. Includes:

� Private medical insurance—Policies which cover the cost of private medical treatment.

� Accident insurance—Policies which provide insured benefits in the event of accidental death
or disability.

� Creditor insurance—Policies which provide loan, mortgage, and/or credit card repayments in
the event of accidental death or disability, illness or unemployment.

� Travel insurance—Policies which provide benefits in the event of cancellation and/or
curtailment, travel delays, loss of personal baggage and/or money, emergency medical and
travel expenses and legal expenses.

Individual life and asset accumulation products.In the individual life market, we write periodic
premium life products, such as whole life, term insurance, mortgage protection and other products, such as
disability, critical illness and permanent health insurance. Our individual asset accumulation products include:

� Mutual funds.

� Unit trusts, a U.K. form of mutual funds, are funds invested in various investment
instruments, which are divided into individual units. The funds, managed on behalf of the
unitholder, fluctuate in value depending on the overall value of the fund.

� Personal equity plans, which are tax free savings plans in the United Kingdom for equities
only which were offered between 1997 and April 1999. Personal equity plans have been
replaced by individual savings accounts.

� Life investment bonds and life savings products, which are savings vehicles similar to
universal life products.

� Pensions, pensions for the executive and directors market, and immediate and deferred
annuities.

Products for Commercial Customers

Our products for commercial customers include the following property and casualty products and life
insurance and asset accumulation products:

Property. Insurance covers for loss or damage to buildings, inventory and equipment from natural
disasters, including hurricanes, windstorms, earthquakes, floods, hail, explosions, severe winter weather and
other events such as theft and vandalism, fires and financial loss due to business interruption resulting from
covered losses.

Casualty/Liability. Insurance covers for:

� employer’s liability, which protect the insured company against claims from employees
arising from accident, injury or industrial disease;

� workers’ compensation, which provide coverage for employers for specified benefits payable
under national or local legislation for workplace injuries to employees;
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� public liability, which protect an organization against claims arising from the conduct of its
business or its products resulting in injury to or damage to third parties or property;

� professional indemnity, which protect professionals such as architects and accountants against
claims of negligence in the services they provide; and

� directors’ and officers’ liability.

Commercial automobile. Insurance covers for businesses against losses incurred from personal bodily
injury, bodily injury to third parties, property damage to an insured’s vehicle, and property damage to other
vehicles and other property resulting from the ownership, maintenance or use of automobiles and trucks in a
business.

Other commercial lines. Includes:

� Engineering—Consists of engineering insurance, inspection and risk management business for
machinery, plant and construction.

� Reinsurance—Reinsurance of property, liability and engineering risks underwritten by other
companies.

� Specialty lines—Customized liability and specialized risk insurance covers for particular
classes or groups of clients.

� Marine—Insurance covers for physical loss or damage to cargo, vessels and offshore oil rigs.

� Aviation—Aircraft property damage and liability insurance cover.

� Transit—Insurance covers for goods in transit and freight liability for the transportation
industry.

Group life and asset accumulation products.In the group life market, we offer a broad range of
group risk products including critical illness, life and permanent health insurance. Critical illness insurance are
policies where the insurer pays the sum insured to the policyholder in the event of diagnosis of a life
threatening disease. Group permanent health insurance are policies arranged by employers for their employees,
providing for the payment of income during a period of incapacity due to ill health or accident. The benefit is
usually payable until retirement.

Our group asset accumulation products include corporate pensions and group personal pensions.
Corporate pensions in the United Kingdom are provided as part of an employee’s compensation package. Both
the employer and employee contribute towards the pension fund investment, and the plan is administered
centrally by the employer and a fund manager. Group personal pensions are arrangements in the United
Kingdom made for employees of a particular employer to participate in a personal pension plan on a group
basis. The employer administers the fund and may provide contributions towards it. Group personal pensions
are merely collecting arrangements.

United Kingdom

Overview

We have operated in the United Kingdom since our founding in 1710. We are the second largest
property and casualty insurer in the United Kingdom, with leading positions in both personal and commercial
lines, based on 1998 gross premiums earned. We are also the 11th largest U.K. life insurer based on 1999 new
business annual premium equivalent, excluding group pensions and group risks. New business annual premium
equivalent is a measure of sales of life and asset accumulation policies during the year calculated as periodic
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premiums plus 10% of single premiums. This is a widely recognized measure in the United Kingdom of total
sales performance of a life insurer, which reflects the fact, all other things being equal, that a £1 single
premium makes a lower value contribution to a company than £1 of new periodic premiums which will
continue to be received in subsequent years, while the policy remains in force. In 1999, the United Kingdom
region recorded segment operating result (based on longer term investment return) of £316 million,
representing 55.9% of our Group operating result (based on longer term investment return). Property and
casualty businesses accounted for £151 million, or 47.8%, of our total 1999 United Kingdom segment operating
result (based on longer term investment return) and life and asset accumulation business accounted for £165
million, or 52.2%, of our total 1999 United Kingdom segment operating result (based on longer term
investment return). Our United Kingdom region employs approximately 24,900 people in 91 offices.

United Kingdom Property and Casualty Business

Our U.K. property and casualty business offers a range of personal and commercial products
nationwide. We market our property and casualty products through multiple channels in the United Kingdom.
We distribute personal products through corporate partnerships, brokers, agents and direct channels. We market
to the public by telephone, mail and electronically. We distribute commercial products through international,
national and local brokers, agents and direct to customers. In 1999:

� Property and casualty business in the United Kingdom accounted for £3,141 million, or
43.9%, of our consolidated property and casualty net premiums written; and

� Property and casualty business in the United Kingdom accounted for £151 million, or 26.7%,
of our Group operating result (based on longer term investment return).

The table below presents our 1999, 1998 and 1997 property and casualty loss, expense and combined
ratios within the United Kingdom by line of business.

Year Ended December 31,

1999 1998 1997

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Personal . . . . . . . . . . . . . . . . . . . . 72.1 35.0 107.1 71.1 33.3 104.4 69.8 33.9 103.7
Commercial . . . . . . . . . . . . . . . . . 81.3 30.9 112.2 83.4 27.8 111.2 73.0 27.3 100.3

Total United Kingdom . . . . . . 76.2 33.2 109.4 77.3 30.7 108.0 71.5 30.4 101.9

The U.K. property and casualty market is mature and highly competitive in both personal and
commercial lines. Competition and over-capacity have led to underwriting losses and difficult pricing
conditions for the market in general. Underwriting losses incurred by the U.K. property and casualty insurance
market as a whole approximately doubled from £1,031 million to £2,195 million between 1997 and 1998.

In the household market, property premiums have been reduced by insurers to maintain market share
and household insurance has been offered at competitive prices. This helped lead to a 5.4% fall in 1998 in
gross premiums written in the domestic property sector. In 1998, property accounted for £493 million of the
total property and casualty insurance underwriting loss.

The automobile market incurred £1,472 million of the total 1998 underwriting loss. This sector has
been adversely affected by an increase in the average claims cost, which has not yet been wholly offset by
increased premiums, in part because of the highly competitive nature of the market.
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On the commercial insurance side, one of the core concerns in 1998 was the continuation of
unfavorable pricing conditions in the commercial sector. A key characteristic across all commercial lines of
insurance, with the notable exception of pecuniary loss, has been poor underwriting results due to low
premiums. The market is shaped by high levels of competition and excess capacity amongst underwriters, low
premiums in reinsurance, increased knowledge of which risks may be retained internally by a company, and
increased understanding of alternative risk transfer strategies. The effect of these influences is low, and often
falling, premium rates.

In response to this, the insurance industry in the United Kingdom has experienced significant
consolidation in recent years. We estimate that, based on 1998 gross premiums earned, the five largest
insurance groups now have a combined market share of approximately 51% of the property and casualty
market.

Some segments of the property and casualty markets such as private medical insurance and a range of
commercial products provided for small businesses have recently been exhibiting moderate expansion. The
personal and commercial automobile markets have shown significant price improvements during 1999, while
other lines experienced relatively stable but competitive market conditions.

In personal lines, competition is primarily based on price, service, convenience and increasingly, brand
recognition. In commercial lines, competition is primarily based on price, but is also based on relationship
management, quality of service and availability of value added services. We compete principally with the other
insurers writing both life and property and casualty business with major operations in the United Kingdom in
all channels as well as with the major international insurers in the broker channel. In personal lines, we have
also experienced increasing competition from new entrants, such as retailers using their brands to distribute
insurance, although we have taken advantage of this trend to build new corporate partnerships.

The table below presents the distribution of our 1999, 1998 and 1997 property and casualty net
premiums written and combined ratios by product group in the United Kingdom.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

Personal:
Household . . . . . . . . . . . . . . . . . . . . . . 813 25.9% 104.5 916 27.3% 105.7 926 27.5% 101.0
Personal automobile . . . . . . . . . . . . . . . 590 18.8 115.2 566 16.9 106.5 457 13.6 112.7
Other . . . . . . . . . . . . . . . . . . . . . . . . . . 331 10.5 99.0 247 7.4 98.2 206 6.1 95.0

Total Personal . . . . . . . . . . . . . . . . . . 1,734 55.2 107.1 1,729 51.6 104.4 1,589 47.2 103.7

Commercial:
Property . . . . . . . . . . . . . . . . . . . . . . . . 518 16.5 111.8 680 20.3 110.8 762 22.7 96.0
Casualty . . . . . . . . . . . . . . . . . . . . . . . . 224 7.1 102.8 233 6.9 108.2 273 8.1 95.9
Commercial automobile . . . . . . . . . . . . 432 13.8 118.7 432 12.9 115.7 410 12.2 111.3
Other . . . . . . . . . . . . . . . . . . . . . . . . . . 233 7.4 112.0 279 8.3 109.8 330 9.8 100.7

Total Commercial (1) . . . . . . . . . . . . 1,407 44.8 112.2 1,624 48.4 111.2 1,775 52.8 100.3

Total United Kingdom . . . . . . . . . . . . . . 3,141 100.0% 109.4 3,353 100.0% 108.0 3,364 100.0% 101.9

(1) Property and casualty net premiums written in 1997 are shown before giving effect to a premium portfolio
transfer in connection with the termination of a reinsurance agreement with The Chubb Corporation which
resulted in the transfer to Chubb of £49 million of premiums in 1997.
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In personal lines, we had an 18.8% share of the household market and an 8.0% share of the personal
automobile market, based on 1998 gross earned premiums. We distribute our personal lines business through
corporate partnerships, brokers, agents and direct marketing to the public by telephone and mail. In 1999, the
corporate partnership channel accounted for 46% of our U.K. personal lines business, brokers and professional
agents accounted for 35% and direct sales accounted for 19%.

We write personal lines business, primarily household, accident, private medical and creditor
insurance, that is marketed under the names of financial services institutions, including banks and mortgage
lenders. We call this distribution channel our corporate partnership distribution channel as it involves working
with other companies in the marketing of our products. We also write private medical insurance, travel
insurance and other personal lines marketed under the names of non-financial companies with strong brands,
such as pharmacy and supermarket chains. Our corporate partnerships give us access to a broader base of
consumers than we might otherwise be able to reach by allowing us to exploit the existing broad customer base
and brand recognition of our corporate partners. We also have a number of long-standing relationships with
major affinity groups, such as automobile clubs through which we write primarily automobile insurance.

We will seek to further develop our corporate partnership channel by expanding the product lines we
write for existing clients and developing new client relationships with major retail brands. In the direct markets,
we intend to focus our marketing efforts on the more profitable customer groups. In the broker channel, by
carefully monitoring relationship profitability, we focus on our more profitable brokers and business lines.
Additionally, we intend to focus on opportunities to form relationships with commercial customers to market
our products to their employees.

We were the second largest direct insurer in the U.K. personal lines market based on the number of
new policies written through the direct channel in 1998 by the Group as compared to the total new policies
written through the direct channel in the U.K. market in 1998. We sell household, automobile and other
personal policies via the telephone, newspaper advertisements and direct mail campaigns. To serve our direct
and corporate partnership customers, we operate call centers during extended operating hours that provide new
business quotes, service existing business and deal with claims over the telephone.

The personal lines broker distribution channel consists of brokers, agents and other intermediaries,
including major chains such as our subsidiary, Swinton Holdings Limited, groups of brokers operating under
common marketing frameworks and smaller firms operating under their own names. The principal personal
lines distributed by brokers are personal automobile and household insurance. Swinton, which places business
for us as well as for a number of other insurers, is one of the largest intermediaries of personal lines business,
principally automobile insurance, in the United Kingdom based on 1998 premium revenue.

In the commercial market, we are the second largest commercial lines insurer based on 1998 gross
earned premiums, conducting business with a majority of the companies comprising the U.K. FTSE 100 stock
index. We also have a significant presence in the London Market. The London Market is a market for
international insurance and reinsurance, comprising mainly high exposure and complex risks. Companies
operating in the London Market underwrite specialized risks such as marine, aviation and directors’ and
officers’ liability. In 1999, commercial lines gross premiums written of £1.9 billion accounted for almost 51%
of our U.K. property and casualty business. Our principal competitors are the large U.K. and European insurers
writing both life and property and casualty business although the commercial market is increasingly seeing
competition from major U.S. insurers.

We were the second largest U.K. insurer of commercial automobile and public and general liability
and the second largest commercial property insurer, all based on 1998 gross earned premiums. We have a
16.6% share of the commercial property market, a 17.7% share of the commercial automobile market and a
12.6% share of the public and general liability market, all based on 1998 gross earned premiums. We also have
significant shares of the marine, engineering and transit markets.
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Our commercial customers range from individual traders and small businesses to large multinational
companies in such diverse industries as construction, financial services, manufacturing and the arts. Our
commercial business is managed by five regional areas and is supported by over 30 commercial service centers
and approximately 6,000 people. We have structured our operations to target the needs of these diverse
customer groups by arranging our commercial business into three customer segments:

� Small Enterprise—which is comprised of small business customers with annual gross
revenues of up to £1 million who are largely price and process oriented;

� Core—which is comprised of mid-market customers with annual gross revenues of between
£1 million and £100 million; and

� Risk Managed—which is comprised of large U.K. multinational companies with annual gross
revenues of over £100 million who require customized products and service.

We distribute our U.K. commercial lines business nationwide, and, consistent with our strategy of
providing global coverage for our commercial customers, we also offer international products to our clients
with global operations. We believe our competitive advantage in the commercial market consists of our ability
to underwrite a broad range of commercial products, our nationwide network, our quality-accredited claims
performance and our relationship management skills.

We distribute our commercial lines business through international, national and regional brokers,
independent intermediaries, agents and direct to customers. In 1999, brokers and independent agents accounted
for approximately 95% of our commercial lines net premiums written in the United Kingdom. We distribute
commercial lines business through a network of approximately 8,000 brokers and independent agents located
throughout the United Kingdom. Direct business accounted for approximately 5% of our U.K. commercial lines
net premiums written.

In the commercial market we intend to maintain our strong position in the property and casualty
market by building our relationships with large U.K. corporations and developing relationships with affinity
groups. We renewed our contract for a six year term in 1998 with Motability Finance Limited, a company
which provides lease financing on behalf of the Motability charity to enable disabled people to remain mobile.
Under the Motability Finance Limited contract, we write automobile insurance that is included in the package
offered to persons leasing automobiles through Motability. In 1999, Motability business accounted for 16% of
our net automobile premiums written in the United Kingdom.

United Kingdom Life and Asset Accumulation Business

We began writing life and asset accumulation business in the United Kingdom in 1720 through The
London Assurance and, based on 1999 new business annual premium equivalent excluding group pensions and
group risks, are the 11th largest life insurer in the United Kingdom. We are the market leader in the U.K. group
life market based on 1999 new business annual premium equivalent and the ninth largest in the U.K. individual
life market based on 1998 net premiums written. Our U.K. life and asset accumulation business offers a range
of individual and group life insurance and asset accumulation products nationwide through Independent
Financial Advisers, or IFAs, direct marketing, a national real estate agency as well as through corporate
partners. In the United Kingdom, IFAs advise and recommend life and asset accumulation products to
individual clients but are not agents for any product provider. Many IFAs are part of a regional or national
network.

On September 6, 1999, we announced our strategic proposal for our U.K. life and asset accumulation
operations. The new strategy is intended to address the rapidly changing financial services marketplace and
builds on our strengths. Major initiatives in the United Kingdom include:
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� an increased commitment to and focus on the IFA distribution channel;

� development of group products, with a greater emphasis on marketing to employers;

� exit from the commissioned direct sales market and exclusive agency business;

� creation of a small salaried field force to develop business from existing customers;

� ongoing development with our U.K. property and casualty operations of integrated insurance
and financial products; and

� a reduction in the number of our life insurance products from 65 to 17.

This strategy focuses on an increased commitment to the IFA channel, which had been the most
successful method of marketing our life and asset accumulation products in the United Kingdom, reinforced by
a withdrawal from the U.K. direct sales force and exclusive agency channels. Recognizing that certain
customers prefer to buy financial products through non-intermediate channels, we are investigating the best way
to develop new sources of direct life sales in the United Kingdom in the future. This includes evaluating a
range of integrated customer offerings in collaboration with our property and casualty business. We are also
aiming to enhance our already strong position in group risks, where we market life insurance products to
employers almost exclusively through IFAs.

As part of this strategic review of our business in 1999, we determined that we sold numerous
products that generated very small amounts of income. Many of these products were similar in nature, although
designed for different specific circumstances. As a result, we had to cover considerable overhead costs, such as
processing, administration, training and literature production costs, to maintain this large number of products.
We decided to focus on those products that produced sufficient volumes of new business. We stopped selling
those products that only produced marginal amounts. As a result, we anticipate that the small amounts of
income lost from this reduction will be far outweighed by the advantages of our more streamlined portfolio of
products.

Our United Kingdom region offers a range of products throughout the United Kingdom, including
products for individuals and group customers. In 1999:

� Life and asset accumulation business in the United Kingdom accounted for £1,950 million, or
59.4%, of our consolidated life and asset accumulation net premiums written; and

� Life and asset accumulation business in the United Kingdom accounted for £165 million, or
29.2%, of our Group operating result (based on longer term investment return).
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The table below presents the distribution of our 1999, 1998 and 1997 life and asset accumulation net
premiums written by product group in the United Kingdom.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

Individual:
Periodic premium products:

With-profit (participating) contracts . . . . . . . . . . . . . . . 480 24.6% 521 30.5% 522 33.5%
Unit-linked (separate account) products . . . . . . . . . . . . 188 9.7 157 9.1 114 7.3
Non-participating products . . . . . . . . . . . . . . . . . . . . . 152 7.8 131 7.7 156 10.0

Total periodic premium products . . . . . . . . . . . . . 820 42.1 809 47.3 792 50.8

Single premium products:
With-profit (participating) contracts . . . . . . . . . . . . . . . 664 34.0 479 28.0 411 26.5
Unit-linked (separate account) products . . . . . . . . . . . . 219 11.2 152 8.9 123 7.9
Non-participating products . . . . . . . . . . . . . . . . . . . . . 85 4.4 93 5.4 72 4.6

Total single premium products . . . . . . . . . . . . . . . 968 49.6 724 42.3 606 39.0

Total Individual . . . . . . . . . . . . . . . . . . . . . . 1,788 91.7 1,533 89.6 1,398 89.8
Group:
General account products . . . . . . . . . . . . . . . . . . . . . . . . . . 162 8.3 177 10.4 159 10.2

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,950 100.0% 1,710 100.0% 1,557 100.0%

The table below presents the distribution of our 1999, 1998 and 1997 life and asset accumulation new
business premiums by product group and new business annual premium equivalent in the United Kingdom.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

Individual:
Periodic premium products:

With-profit (participating) contracts . . . . . . . . . . . . . . . 30 2.8% 35 4.1% 26 3.6%
Unit-linked (separate account) products . . . . . . . . . . . . 27 2.5 27 3.3 14 2.0
Non-participating products . . . . . . . . . . . . . . . . . . . . . 21 1.9 15 1.8 29 4.0

Total periodic premium products . . . . . . . . . . . . . 78 7.2 77 9.2 69 9.6

Single premium products:
With-profit (participating) contracts . . . . . . . . . . . . . . . 664 60.9 479 57.0 411 57.7
Unit-linked (separate account) products . . . . . . . . . . . . 219 20.1 152 18.1 123 17.3
Non-participating products . . . . . . . . . . . . . . . . . . . . . 85 7.8 93 11.1 72 10.1

Total single premium products . . . . . . . . . . . . . . . 968 88.8 724 86.2 606 85.1

Total Individual . . . . . . . . . . . . . . . . . . . . . . 1,046 96.0 801 95.4 675 94.7
Group:
General account products . . . . . . . . . . . . . . . . . . . . . . . . . . 44 4.0 39 4.6 38 5.3

Total new business premiums . . . . . . . . . . 1,090 100.0% 840 100.0% 713 100.0%

New business annual premium equivalent. . . . . . . . . . . . 215 100.0% 188 100.0% 168 100.0%

105



The U.K. life insurance market, measured on the basis of gross premiums written in 1998, is the third
largest in the world and accounted for approximately 10% of life insurance gross premiums written worldwide.
In 1998, individual retirement products represented 33% of new business annual premium equivalent in the
U.K. market, individual life products represented 39%, group pension products represented 15% and collective
investment schemes, such as unit trusts, represented 13%.

The U.K. market for life and pension products, excluding group pensions and group risks, is highly
fragmented and competitive. The five largest insurers accounted for approximately one-third of 1999 new
business annual premium equivalent in the United Kingdom, while nearly half of the 50 largest insurers have
market shares of 1% or less. Competitors are differentiated primarily by distribution channel, and to some
extent by brand. Recently, we have faced competition from new entrants to the market, such as retailers
offering insurance to their own customer bases. Three companies, including Royal & SunAlliance, write a
majority of the group pensions and group risks business.

IFAs are the largest channel of distribution for the sale of life insurance products in the United
Kingdom, accounting for 52% of new business annual premium equivalent in 1998. Direct sales forces, which
consist of individuals directly managed by the insurers, together with exclusive agencies accounted for 45%,
and direct marketing accounted for 3%.

In the individual life insurance market, we write regular premium life, such as whole life, term
assurance and mortgage protection products, and other products, such as disability, critical illness and
permanent health insurance. In the group life market, we offer a broad range of group risk products including
critical illness, life and permanent health insurance. Our individual asset accumulation products include unit
trusts, open ended investment companies, personal equity plans, individual savings accounts, life investment
bonds, life savings products, mortgage endowment products, personal pensions, pensions for the executive and
directors markets, and immediate and deferred annuities. Our group asset accumulation products include
corporate pensions and group personal pensions.

We are shifting the balance of our life and asset accumulation business with the aim of taking
advantage of the growing opportunities in the asset accumulation sector. We are shifting our focus because of a
number of external factors, including the aging of the population that is causing the U.K. government to rethink
the framework of welfare provision in favor of private savings programs. As a result, we believe the asset
accumulation sector is likely to experience significant growth and that we are well placed to capitalize on this
growth due to our investment performance.

The development of the market is being stimulated by a change in pensions legislation which will take
effect in April 2001. The new pensions legislation provides for the introduction of stakeholder pensions and a
new defined contribution tax regime. Stakeholder pensions are a vehicle created by the U.K. Government to
encourage individuals to provide for their retirement by offering favorable tax benefits. Holders of stakeholder
pensions will be permitted to make low levels of contributions and will benefit from lower charges. However,
we expect that the size of the market will increase following the new legislation.

We will seek to be a significant player in the defined contribution pensions market. Employers will
play a pivotal role in this market and we believe that our strong relationships with group customers in this
market should help to allow us to participate in any growth.

In 1999, individual life insurance and savings products accounted for 57% of our new business annual
premium equivalent in the United Kingdom, individual retirement products accounted for 23% and group life
and retirement products accounted for 21%. In addition, deposits on retail investments sold direct to the general
public, such as unit trusts and personal equity plans, amounted to £147 million in 1998.
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With-profit companies represented 73% of our U.K. life and asset accumulation actuarial liabilities as
of December 31, 1999. With-profit policies are participating individual retirement products and individual life
products offered by many life insurance companies in the United Kingdom. Under with-profit policies, the
policyholder is entitled to participate in the earnings or surplus of the insurance company that issued the policy.
This participation occurs through the distribution of dividends, referred to as bonuses in the United Kingdom,
to policyholders.

Bonuses on with-profit contracts are recommended by the issuing company’s actuary and approved by
its board of directors. We declare bonuses out of surplus after taking account of actuarial valuations and
considering a long-term view of the anticipated performance of the fund and the policyholders’ reasonable
expectations. A defined minimum proportion of the surplus is allocated as a bonus to the policyholders of with-
profit policies. The remainder of the surplus is allocated to the issuing company’s shareholders.

At least ninety percent of our with-profit business surplus is allocated to policyholders as bonuses.
This allocation is required under the Articles of Association of our subsidiary, Sun Alliance & London
Assurance Company Limited. As we consider policyholders’ reasonable expectations in determining the level
of bonuses, Royal & Sun Alliance Life & Pension Limited, our other U.K. writer of with-profit policies,
generally follows the same allocation practice because our products have been marketed on that basis.

There are two main types of bonus paid from the surplus in our with-profits business, regular bonuses
and terminal bonuses. Regular bonuses are credited to the policyholder at regular intervals, generally on an
annual basis, and vary from product to product. Once a regular bonus has been declared, it represents a
permanent addition to the guaranteed benefits under the contract, and is payable at the same time as the
originally guaranteed benefits under the policy, typically at death or maturity. Historically, regular bonuses have
represented a partial return of investment income. Regular bonus rates generally have not fluctuated
significantly from year to year, however, we reduced the rates in 1999 due to the impact of generally lower
interest rates and bond returns.

Terminal bonuses are designed to provide policyholders with their share of total investment
performance, including investment income and realized and unrealized gains and losses, and other company
experience, including expenses, mortality experience and taxes. For longer term contracts held to maturity,
terminal bonuses have historically represented a significant portion, often exceeding 50%, of the total amount
paid at maturity. The terminal bonus payable on a policy is determined at the time of payment.

The level of bonuses paid, in addition to reflecting investment performance and company experience,
has reflected our judgment as to the overall financial position of the issuing company and profits on the
company’s other business. In setting bonuses, we also consider policyholders’ reasonable expectations and
fairness among holders of contracts with different terms and maturity dates. With-profit business is marketed on
the basis that payouts under policies will avoid the fluctuations in investments that would arise if payouts were
linked directly to changing asset values. Therefore, in order to be consistent with policyholders’ reasonable
expectations, we have generally determined bonus rates so as to avoid undue changes in payouts from one year
to the next.

Unit-linked, or separate account, policies are life and retirement products where the policyholder is
entitled to the value of the units purchased. Policyholders choose the fund in which they wish to purchase units.
We offer various funds with different investment strategies such as equity, fixed-interest or balanced. The value
of a unit increases over time to reflect the investment return on the assets in the fund. The assets in the fund are
recorded on our balance sheet. The amount payable to the policyholder at the time of claim is the value of the
unit at the time of payment, minus charges. Our income from unit-linked policies is derived from the charges
levied on the policies. Expenses are incurred out of these charges.
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We distribute our life insurance and asset accumulation products in the United Kingdom through IFAs,
our owned real estate agencies and direct marketing. IFAs accounted for 64% of our 1999 U.K. life and asset
accumulation annualized new business premiums, direct sales force for 14%, exclusive agencies for 12%, real
estate agencies for 7%, direct marketing for 2% and other distribution channels, including corporate
partnerships, for 1%. During 1999, we decided to concentrate on sales from IFAs and to close distribution
through exclusive agents and our direct sales force.

We have a team of approximately 100 IFA consultants operating out of 17 branches in the United
Kingdom, who support the development and sale of life insurance and asset accumulation products through
IFAs.

In addition, our subsidiary, Royal & Sun Alliance Property Services, is one of the largest chains of real
estate agents selling and leasing properties in the United Kingdom. Royal & Sun Alliance Property Services
consists of over 420 real estate agencies which operate under locally recognized names. We have a dedicated
salaried sales force of over 330 insurance agents that offer our products to our real estate agency customers. We
also distribute life and asset accumulation products through corporate partnerships as well as a direct
investment operation that advertises and services customers directly.

Other Europe

Overview

Our Other Europe region is comprised of our businesses in Continental Europe, the Middle East and
Africa. Through our Other Europe region, we offer a broad range of property and casualty products and life
insurance and asset accumulation products. Our principal property and casualty businesses are in Scandinavia,
Germany, Ireland, Italy and Spain and our principal life and asset accumulation businesses are in Denmark, Isle
of Man, Italy and Spain. We believe these businesses are well positioned in their local markets. To further
assist our insurance customers, we offer insurance-related products and services to our clients in selected
markets, including risk management services such as claims management and loss control services.

In Continental Europe, we write property and casualty business in 15 countries and life and asset
accumulation business in 11 countries through owned operations, equity investments, representative offices and
branches. In Denmark we are the third largest property and casualty insurer based on 1999 net premiums
earned and in Ireland we are the fourth largest property and casualty insurer based on 1998 net premiums
written. In the Middle East we offer property and casualty products in three countries through subsidiaries,
representative offices and branches. In Africa, we offer property and casualty products in five countries through
equity investments, including a 38% interest in Mutual & Federal Insurance Co Ltd, a leading property and
casualty insurer in South Africa.

In 1999, our Other Europe region recorded segment operating result (based on longer term investment
return) of £45 million, representing 8% of our Group operating result (based on longer term investment return).
Property and casualty businesses accounted for £26 million, or 57.8%, of our total 1999 Other Europe segment
operating result (based on longer term investment return) and life and asset accumulation business accounted
for £19 million, or 42.2%, of our total 1999 Other Europe segment operating result (based on longer term
investment return). Our Other Europe region employs approximately 8,200 people.

Other Europe Property and Casualty Business

Our Other Europe region conducts property and casualty business in Denmark, Italy, Germany, Ireland,
Spain and 18 other countries in Continental Europe, the Middle East and Africa. In 1999:
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� Property and casualty business in Other Europe accounted for £1,440 million, or 20.1%, of
our consolidated property and casualty net premiums written; and

� Property and casualty business in Other Europe accounted for £26 million, or 4.6%, of our
Group operating result (based on longer term investment return).

The table below presents our 1999, 1998 and 1997 property and casualty loss, expense and combined
ratios within our Other Europe region by line of business.

Year Ended December 31,

1999 1998 1997

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Personal . . . . . . . . . . . . . . . . . . . . 84.2 27.0 111.2 82.8 30.7 113.5 85.3 30.3 115.6
Commercial . . . . . . . . . . . . . . . . . 81.9 29.4 111.3 80.5 33.7 114.2 74.3 35.2 109.5

Total Other Europe . . . . . . . . 83.3 27.9 111.2 81.9 31.9 113.8 81.1 32.2 113.3

Our principal commercial customers in Other Europe are small to mid-sized companies, as well as our
multinational clients. We also insure some large commercial risks and market our personal lines to individual
customers as well as to the customers of our corporate partners.

Competitive conditions vary considerably among the various European, Middle Eastern and African
markets. Distribution methods still depend to a large extent upon the individual markets in which we operate.
However, distribution in Other Europe continues to be predominantly via intermediaries. As in the United
Kingdom, the European market has experienced significant consolidation in recent years, both among insurers
and among distribution channels such as brokers and banks. Overcapacity and difficult pricing conditions
remain a factor in many of the markets in which we operate. Our main competitors in Continental Europe are
the large international insurance companies, as well as the locally-based insurers.

The table below presents the distribution of our 1999, 1998 and 1997 property and casualty net
premiums written and combined ratios by line of business in Continental Europe, the Middle East and Africa.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

Personal:
Scandinavia . . . . . . . . . . . . . . . . . . . . 292 20.3% 109.3 219 15.7% 102.8 200 16.3% 109.2
Italy . . . . . . . . . . . . . . . . . . . . . . . . . 228 15.8 118.4 246 17.6 123.4 185 15.1 125.0
Ireland . . . . . . . . . . . . . . . . . . . . . . . 93 6.5 91.3 92 6.6 106.2 67 5.5 105.1
Germany . . . . . . . . . . . . . . . . . . . . . . 68 4.7 105.4 81 5.8 120.9 64 5.2 122.5
Spain . . . . . . . . . . . . . . . . . . . . . . . . 160 11.1 120.4 151 10.8 116.9 134 11.0 115.8
Others . . . . . . . . . . . . . . . . . . . . . . . . 67 4.7 107.2 82 5.9 109.2 84 6.9 114.6

Total Personal . . . . . . . . . . . . . . . . 908 63.1 111.2 871 62.4 113.5 734 60.0 115.6

Commercial:
Scandinavia . . . . . . . . . . . . . . . . . . . . 173 12.0 106.5 152 10.9 94.6 137 11.1 99.5
Italy . . . . . . . . . . . . . . . . . . . . . . . . . 57 4.0 104.6 56 4.0 115.9 54 4.4 133.8
Ireland . . . . . . . . . . . . . . . . . . . . . . . 70 4.9 115.5 73 5.2 135.9 77 6.3 105.3
Germany . . . . . . . . . . . . . . . . . . . . . . 71 4.9 92.2 82 5.9 116.4 77 6.3 114.3
Spain . . . . . . . . . . . . . . . . . . . . . . . . 19 1.3 105.5 15 1.1 108.0 19 1.6 137.2
Others . . . . . . . . . . . . . . . . . . . . . . . . 142 9.8 127.8 147 10.5 122.6 126 10.3 105.1

Total Commercial . . . . . . . . . . . . . 532 36.9 111.3 525 37.6 114.2 490 40.0 109.5

Total Other Europe . . . . . . . . . . . . . . . 1,440 100.0% 111.2 1,396 100.0% 113.8 1,224 100.0% 113.3
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Scandinavia

We operate in Scandinavia through our Danish subsidiary, Codan A/S, the holding company of an
insurer writing both life and property and casualty business. We currently own approximately 72% of Codan.
The balance is publicly traded on the Fondsborsen, the Danish stock exchange. Codan offers both personal and
commercial business in Denmark, particularly personal and commercial automobile, household, property,
personal accident, workers’ compensation and marine insurance, through exclusive agents, brokers, an
employee sales force and direct marketing. Based on 1999 net premiums earned, Codan is the third largest
property and casualty insurer in Denmark with a 13% share of the market.

Household products accounted for 18% of our 1999 property and casualty gross premiums earned in
Denmark, personal automobile products accounted for 17%, commercial automobile products accounted for
14%, property products accounted for 15%, personal accident products accounted for 11%, workers’
compensation products accounted for 5% and marine products accounted for 13%. Codan’s commercial clients
include a number of the leading Danish companies, as well as medium and small businesses.

In 1999, employed agents accounted for 75% of our property and casualty sales in Denmark, brokers
accounted for 9% and call centers and direct business accounted for 8%. We have approximately 400 employed
agents who work out of 37 customer centers. Codan’s industrial and large client department has an employee
sales force that sells and provides service direct to our large commercial clients. Codan also markets property
and casualty products direct through two teleservice centers to personal customers accounting for 13% of
personal lines sales in 1999.

We operate in Sweden through Codan’s subsidiary, Trygg-Hansa Försäkrings AB Publikt and its
subsidiaries. Codan acquired Trygg-Hansa Försäkrings AB Publikt, a Swedish property and casualty insurer, in
August 1999. Trygg-Hansa, Sweden’s fourth largest property and casualty insurer based on gross premiums
written for the 12 months ended March 31, 2000, offers primarily personal and commercial automobile,
household and general commercial products. The acquisition complements Codan’s existing business in Sweden
and increases Codan’s share of the Swedish property and casualty market to approximately 16% based upon
gross premiums written for the 12 months ended March 31, 2000. Call centers accounted for 80% of our
Swedish personal lines sales in 1999.

Italy

We operate in Italy through our branch, Royal & Sun Alliance Assicurazioni, with headquarters in
Genoa and offices in Milan, Rome, Padua and Turin; our subsidiary, Lloyd Italico Assicurazioni SpA; and
under the trade name Royal Insurance, our direct marketing operation in Italy. We offer principally personal
automobile products in Italy although we also offer household, personal accident, property, casualty,
engineering and marine products. In addition, we market personal automobile products direct to customers and
via the Internet. Personal automobile products accounted for 74% of our 1999 property and casualty net
premiums written in Italy, commercial products accounted for 16%, personal accident products accounted for
6%, household products accounted for 4% and marine products accounted for less than 1%. We have
implemented a multichannel distribution strategy in Italy and in 1999, exclusive agents accounted for 62% of
our property and casualty net premiums written in Italy, independent agents accounted for 17%, brokers
accounted for 14%, direct sales accounted for 6% and corporate clients accounted for 1%.

Germany

We operate in Germany primarily through our subsidiary, Securitas Bremer Allgemeine Versicherungs
AG. We offer personal and commercial products in Germany, principally personal and commercial automobile,
marine, property and personal accident. In 1999, personal automobile accounted for 20% of our property and
casualty net premiums written in Germany, marine accounted for 15%, household products accounted for 14%,
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commercial accident accounted for 11%, commercial property accounted for 11%, personal accident accounted
for 10%, commercial automobile accounted for 9% and personal legal expenses accounted for 8%. We have a
network of eight regional offices in Germany. Five of the regional offices distribute our products in Germany
through exclusive agents accounting for 37.2% of our property and casualty net premiums written and three of
our regional offices distribute our products in Germany through brokers accounting for 62.8% of our 1999
property and casualty net premiums written.

Ireland

We operate in Ireland through our branch office based in Dublin. We are the fourth largest property
and casualty insurer in Ireland with a 13% share of the market, based on 1998 net premiums written. We offer
all major classes of personal and commercial business in Ireland, principally household, personal automobile,
property and casualty insurance, primarily through brokers and corporate partnerships. In 1999, commercial
multi-peril accounted for 43% of our net premiums written in Ireland, personal automobile accounted for 29%,
household accounted for 28%, and commercial special risks, such as professional indemnity and directors’ and
officers’ policies, accounted for 6%. In 1999, brokers accounted for 81.9% of our property and casualty net
premiums written in Ireland, corporate partnerships accounted for 12.7%, direct marketing accounted for 5.1%
and agents accounted for 0.3%.

Spain

We operate in Spain through our subsidiaries, Royal & Sun Alliance S.A., based in Madrid, and Regal
Insurance Club, Compañı́a Española de Seguros, S.A., located in Barcelona. We offer principally personal
automobile, household and personal accident insurance through agents, brokers and corporate partnerships. In
addition, Regal offers personal automobile and household insurance on a direct basis. In 1999, agents
accounted for 59.6% of our net premiums written in Spain, direct sales accounted for 10.2%, corporate
partnerships accounted for 20.9% and brokers accounted for 9.3%.

Others

We also write property and casualty business through subsidiaries, equity investments, branches and
representative offices in Belgium, The Netherlands, Luxembourg, Lithuania, France, Malta, Portugal, Saudi
Arabia, the United Arab Emirates and Oman. In addition, we have a 38% interest in Mutual & Federal
Insurance Co Ltd. Mutual & Federal is based in Johannesburg and has 15 branches in South Africa, as well as
subsidiaries operating in Botswana, Namibia and Zimbabwe. Mutual & Federal offers both personal and
commercial products and has a 15% share of the property and casualty market in South Africa, based on 1998
net premiums written. We primarily distribute property and casualty products in these other countries through
brokers and agents.

Other Europe Life and Asset Accumulation Business

Our Other Europe region conducts life and asset accumulation business in Luxembourg, The
Netherlands, Denmark, Norway, Sweden, Lithuania, Germany, Italy, Poland and Spain as well as internationally
through our Isle of Man-based business. We offer a range of products throughout Continental Europe, including
products for individuals and group customers. In 1999:

� Life and asset accumulation business in Other Europe accounted for £961 million, or 29.3%,
of our consolidated life and asset accumulation net premiums written; and

� Life and asset accumulation business in Other Europe accounted for £19 million, or 3.4%, of
our Group operating result (based on longer term investment return).
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The table below presents the distribution of our 1999, 1998 and 1997 life and asset accumulation net
premiums written by product group in our Other Europe region.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

Individual:
Periodic premium products . . . . . . . . . . . . . . . . . . . . . . . . 292 30.4% 303 37.3% 277 39.3%
Single premium products . . . . . . . . . . . . . . . . . . . . . . . . . . 543 56.5 377 46.4 324 46.1

Total Individual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 835 86.9 680 83.7 601 85.4
Group:
General account products . . . . . . . . . . . . . . . . . . . . . . . . . . 126 13.1 132 16.3 103 14.6

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 961 100.0% 812 100.0% 704 100.0%

Scandinavia

We began writing life and asset accumulation business in Scandinavia in 1943 and, based on 1998 net
premiums earned of £221 million, are the fifth largest life insurer in Denmark with an 8% market share
excluding group pensions business. In 1999, we wrote £43 million in new business periodic premiums and £12
million in new business single premiums in Denmark. Individual products accounted for approximately 50% of
our new business premiums in Denmark in 1999 and group products accounted for approximately 50%. We
offer group and individual life and savings products through our network of exclusive agents, who work from a
network of 37 customer centers, and brokers.

Italy

We write life and asset accumulation business in Italy through our subsidiaries, Royal & Sun Alliance
Vita SpA, Sun Alliance Vita SpA and Lloyd Italico Vita SpA. Our main focus is single premium life products
and medium and longer term savings products. In 1999, we wrote £150 million in new business single
premiums and £14 million in new business periodic premiums in Italy.

Spain

We write life and asset accumulation business in Spain through our subsidiary, Royal & Sun Alliance
Vida y Pensiones S.A. Distribution is primarily through a direct sales force and independent agents. Our main
focus in Spain is single premium life products and medium and longer term savings products. In 1999, we
wrote £8 million in new business single premiums and £6 million in new business periodic premiums in Spain.

Isle of Man

Our international financial services business, Royal & Sun Alliance International Financial Services
Limited, operates primarily in the Far Eastern markets, particularly Hong Kong. We offer a variety of unit-
linked savings, investment and trust products to customers in a wide range of international markets.
Distribution is through intermediaries, including independent financial advisors, and banks. In 1999, we wrote
£343 million in new business single premiums and £29 million in new business periodic premiums.
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Others

We also write life and asset accumulation business in The Netherlands, Sweden, Lithuania, Norway,
Germany and Poland. We have established a mutual fund operation in Luxembourg to target asset accumulation
business in selected markets and provide an underlying investment vehicle for the general and life insurance
funds of our Continental European operations.

Americas

Overview

Our Americas region comprises our businesses in the United States, Canada, Latin America and the
Caribbean. We offer property and casualty products throughout the Americas region, principally in the United
States and Canada. We offer life insurance and asset accumulation products in Canada and Latin America.

We have been engaged in the insurance business in the United States for almost 150 years. Following
the July 1999 sale of our U.S. life and asset accumulation businesses, Royal Maccabees Life Insurance
Company (‘‘Royal Maccabees’’) and Royal Life Insurance Company of New York (‘‘Royal New York’’), we
now focus on property and casualty business in the United States. That emphasis was furthered with the
November 1999 acquisition of Orion Capital Corporation, a leading U.S. specialty property and casualty
insurer. The premium and operating result information presented below includes the results of our U.S. life and
asset accumulation business up until the date of disposal and includes the results of Orion from the date of
acquisition. With the addition of Orion, we became one of the 25 largest U.S. property and casualty insurers,
based on 1999 net premiums written, and operate in all 50 states.

We have operated in Canada since 1851 and are the country’s third largest property and casualty
insurer with market share of 6.4% in 1999. We also are the 15th largest life insurer in Canada based on new
life insurance sales in 1999 and the 12th largest based on new segregated funds (a Canadian form of mutual
fund) sales in 1999. As of December 31, 1999, we had a 1.7% share of the Canadian life insurance market and
a 2.4% share of the Canadian segregated funds market.

We began writing business in Latin America and the Caribbean more than 150 years ago. In Latin
America and the Caribbean, we write property and casualty business in 15 countries and life and asset
accumulation business in four countries through owned operations, representative offices and branches. At the
end of 1999, we increased our interest in our Chilean associate, Compañia de Seguros de Vida La
Construcción, to 51% from 40% for £17 million. Accordingly, we have consolidated the results of our Chilean
operation with effect from December 31, 1999.

In 1999, our Americas region recorded segment operating result (based on longer term investment
return) of £191 million, representing 33.7% of our Group operating result (based on longer term investment
return). Property and casualty businesses accounted for £156 million, or 81.7%, of our total 1999 Americas
segment operating result (based on longer term investment return) and life and asset accumulation business
accounted for £35 million, or 18.3%, of our total 1999 Americas segment operating result (based on longer
term investment return). At the end of December 1999, our Americas region employed approximately 8,500
people in 177 offices.

Americas Property and Casualty Business

Our Americas region conducts property and casualty business throughout the United States, Canada
and 15 countries in Latin America and the Caribbean. In 1999:
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� Property and casualty business in the Americas accounted for £1,817 million, or 25.4%, of
our consolidated property and casualty net premiums written; and

� Property and casualty business in the Americas accounted for £156 million, or 27.6%, of our
Group operating result (based on longer term investment return).

The table below presents the distribution of our 1999, 1998 and 1997 property and casualty net
premiums written by principal market and line of business within our Americas region.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

United States:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 255 14.0% 224 14.4% 213 14.0%
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 857 47.2 689 44.6 651 42.7

Total United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,112 61.2 913 59.0 864 56.7

Canada:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 308 17.0 254 16.5 259 17.0
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203 11.1 194 12.6 217 14.2

Total Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 511 28.1 448 29.1 476 31.2

Latin America/Caribbean:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83 4.6 71 4.6 73 4.8
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111 6.1 112 7.3 112 7.3

Total Latin America/Caribbean . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 194 10.7 183 11.9 185 12.1

Total Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,817 100.0% 1,544 100.0% 1,525 100.0%

Total Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 646 35.6% 549 35.5% 545 35.8%
Total Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,171 64.4 995 64.5 980 64.2

Total Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,817 100.0% 1,544 100.0% 1,525 100.0%

The table below presents our 1999, 1998 and 1997 property and casualty loss, expense and combined
ratios within our Americas region by principal market and line of business.

Year Ended December 31,

1999 1998 1997

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

United States:
Personal . . . . . . . . . . . . . . . . . . 62.8 32.9 95.7 56.3 33.0 89.3 61.6 33.2 94.8
Commercial . . . . . . . . . . . . . . . 76.8 33.1 109.9 76.3 35.7 112.0 71.4 37.2 108.6

Total United States . . . . . . . . . 73.4 33.0 106.4 71.3 35.1 106.4 69.1 36.7 105.8
Canada:

Personal . . . . . . . . . . . . . . . . . . 69.4 29.4 98.8 66.7 29.8 96.5 64.3 29.2 93.5
Commercial . . . . . . . . . . . . . . . 79.1 36.0 115.1 73.8 35.5 109.3 70.0 35.0 105.0

Total Canada . . . . . . . . . . . . . 73.4 32.0 105.4 69.8 32.3 102.1 67.2 32.0 99.2
Latin America/Caribbean:

Personal . . . . . . . . . . . . . . . . . . 67.2 45.0 112.2 70.1 47.3 117.4 89.6 38.5 128.1
Commercial . . . . . . . . . . . . . . . 78.3 42.1 120.4 74.0 45.4 119.4 56.6 37.6 94.2

Total Latin America/
Caribbean . . . . . . . . . . . . . 73.6 43.4 117.0 72.5 46.1 118.6 70.2 38.0 108.2

Total Personal . . . . . . . . . . . . . . . 66.5 32.8 99.3 62.8 33.2 96.0 66.7 32.0 98.7
Total Commercial . . . . . . . . . . . . 77.4 34.4 111.8 75.5 36.7 112.2 69.7 37.1 106.8
Total Americas . . . . . . . . . . . . . . 73.4 33.9 107.3 71.0 35.6 106.6 68.6 34.9 103.5
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United States

Our U.S. property and casualty business is headquartered in Charlotte, North Carolina. We offer a
broad spectrum of standard and specialty property and casualty products, principally commercial multi-peril,
workers’ compensation, personal and commercial automobile and household insurance. We conduct business
through a network of independent agents and brokers across the United States. Our commercial insurance
operations work with over 2,000 agents. We offer standard personal insurance business through 1,000 agents,
while we offer non-standard automobile insurance through approximately 14,000 agents. We support this
network of independent agents and brokers with commercial and personal field offices located throughout the
United States. Our overall organization structure provides for local authority, which we believe enhances our
ability to provide a local touch and customer-responsive services. We write commercial and specialty business
in all 50 states and personal insurance business in 42 states. In 1999, our U.S. property and casualty business
accounted for 61.2% of the Americas region’s property and casualty net premiums written.

In November 1999, we acquired Orion, a U.S. specialty insurance operation with strong market
positions in workers’ compensation, professional liability and nonstandard automobile insurance. The
acquisition doubled the size of our U.S. business, placing it among the 25 largest U.S. property and casualty
operations. In addition to adding greater scale and presence to our U.S. operations, the acquisition of Orion also
provided valuable business mix balance, along with complementary product lines and skills that enhance our
capabilities.

There are approximately 2,400 property and casualty insurance companies in the United States. The
top 200 companies and groups account for approximately 90% of the consolidated industry’s total net
premiums written. In the commercial market, an increasing number of client companies have been self-insuring
through the use of large deductibles, risk-purchasing groups, risk-retention groups and captive insurance
companies.

The U.S. personal automobile market is divided into two market segments: the standard and preferred
market and the non-standard market. The standard and preferred market is dominated by a few large personal
lines companies that either have significant scale and brand identity, provide customized products and services
to upscale customers, or are regionally focused with strong brand identity in their market. The non-standard
market is controlled by a small number of niche companies with less brand identity which compete primarily
on price. A few of the large personal lines companies also write non-standard business. The personal property
and casualty market is highly competitive and regulated. We compete in both segments of the personal
automobile marketplace and concentrate on those states that we believe have the highest profit potential and in
the standard and preferred segments that are suited to our strategy of service differentiation.

In the United States, the commercial property and casualty market has been highly competitive and
under extreme pressure due to the impact on pricing of excess capital in the marketplace. The assets of property
and casualty insurance companies consist primarily of investments, such as stocks and bonds. As a result of the
strength of the U.S. capital markets in recent years, the value of these investments has increased. At the same
time, insurance liabilities have grown at a slower pace, in part a reflection of the slowdown in inflation. The
difference in the growth of investment assets over the growth in liabilities has led to excess capital. Property
and casualty insurance companies must maintain sufficient capital to absorb insurance losses and also to
withstand unforeseen adverse loss development, such as large losses caused by catastrophes. Excess capital
allows an insurance company to insure more risks by writing increased premium volumes. However, as the
total demand for property and casualty insurance is finite, the principal way for companies to increase premium
volume is to underprice competitors and to thus take market share away from them. This competition is largely
in the commercial markets where premium rates are less rigorously regulated than the personal markets in the
United States.
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The highly competitive nature of the market and extreme pressure caused by excess capital can be
demonstrated by the rise of the industry’s solvency margin, the ratio of surplus to premiums, from
approximately 80% at the end of 1994 to approximately 125% at the end of 1998. As surplus grew by more
than 70% during this period, premiums rose by only 12%. Excess capital may translate into unfavorable pricing
conditions because insurers have relatively more capital to support their insurance operations and thus can write
more policies. Undifferentiated commercial product offerings, such as multi-peril package, general liability, and
commercial automobile insurance, have been severely low-priced for several years. Specialty product offerings,
those which offer non-standard coverage and services, typically carry higher margins and generally continued
to be profitable during the prolonged period of low prices.

To compete in these market conditions, we have focused on underwriting performance and have
sought to build our capabilities in higher margin specialty lines. In addition, we entered new markets and
expanded our range of insurance products to offer a more complete array of products to our customers. We also
targeted certain segments in order to improve our overall risk selection process. We also seek to distinguish
ourselves in this competitive environment by emphasizing our global insurance capabilities. During 1999,
industry surplus growth slowed and, during the latter half of 1999, prices in the commercial markets began to
increase. In addition, in the fourth quarter of 1999, we began to raise prices across a wide range of commercial
product lines.

Consistent with our focus on non-standard coverage and services, we developed Management
Assurance�, comprehensive coverage for directors’ and officers’ liability, crime insurance and extortion
coverage, as well as customized solutions for the unique exposures of high-tech companies. Orion enhanced
our existing workers’ compensation capabilities and added professional liability, non-standard automobile and
other niche market areas to our growing list of specialty capabilities.

Overall, our U.S. strategy remains one of dedicating capital to specialty product markets and
approaches where we can distinguish ourselves with differentiated features and skills. This proposition is one of
our key strategies to differentiate us in the highly competitive commercial lines marketplace. Our acquisition of
Orion has improved our business mix by adding a broad portfolio of highly differentiated specialty products.

Our commercial customers include a wide variety of insureds with not only domestic operations, but
also with overseas locations, operations or assets. We have many customers that require tailored coverage to
meet their needs. We meet many of those needs through our worldwide network that enables us to provide our
customers with a broad product portfolio in over 130 countries. We organize our commercial products and
service systems into three primary customer groups: middle-market commercial accounts; risk management and
global accounts; and specialty products/programs.

Consistent with our strategy of providing global coverage to our commercial customers, we have
developed a new product, called World Assurance�, which provides international coverages, including workers’
compensation, general liability and property, for middle-market commercial customers. This product group is
designed to provide innovative coverage and service for customers with international insurance needs and has
achieved solid growth in 1998 and 1999. We continued to grow our warranty coverage unit, our excess and
surplus lines unit and our residual value lease coverage unit in 1999.

We are currently realigning our middle-market operations, which focus on the segment of the
commercial market between small businesses and Fortune 1000 companies. The realignment is designed to
enhance our ability to use our underwriting, claims and accident prevention competencies to cover risks but
also to improve the insurance risk profile of our customers. To do this, we have established multidisciplinary
teams consisting of underwriters, accident prevention and claims personnel who work together with our clients
to improve the safety of our clients’ workplaces and thereby improve the insurance risk profile of our customer.
As part of this realignment, we are reducing the number of physical middle-market locations from 75 to 32.
The reduction in locations is intended to focus our presence near our customers, while eliminating redundant
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Royal & SunAlliance and Orion locations as well as locations where the market does not support the cost of a
physical presence.

In addition to the middle-market realignment, we have created a distinct risk management and global
unit to better serve this sophisticated and diverse market segment. The complexity of these accounts and the
unique expectations of customers, demand a different approach than our ‘‘local touch’’ middle-market strategy.

The table below presents the distribution of our 1999, 1998, and 1997 property and casualty net
premiums written and combined ratios by product group in the United States.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

Personal:
Household . . . . . . . . . . . . . . . . . . 77 6.9% 109.9 71 7.8% 103.7 64 7.4% 94.7
Automobile . . . . . . . . . . . . . . . . . 161 14.5 91.2 138 15.1 85.1 136 15.7 97.6
Other . . . . . . . . . . . . . . . . . . . . . . 17 1.5 74.3 15 1.6 61.1 13 1.5 71.6

Total Personal . . . . . . . . . . . . . 255 22.9 95.7 224 24.5 89.3 213 24.6 94.8

Commercial:
Multi-peril . . . . . . . . . . . . . . . . . . 204 18.3 114.5 187 20.5 107.4 191 22.2 114.7
Workers’ compensation . . . . . . . . 200 18.0 108.0 165 18.1 112.2 135 15.6 99.2
Property . . . . . . . . . . . . . . . . . . . 61 5.5 80.4 56 6.1 75.3 65 7.5 63.6
Casualty . . . . . . . . . . . . . . . . . . . 114 10.3 130.6 91 10.0 117.2 77 8.9 125.4
Automobile . . . . . . . . . . . . . . . . . 99 8.9 108.0 97 10.6 130.3 89 10.3 131.4
Other . . . . . . . . . . . . . . . . . . . . . 179 16.1 105.5 93 10.2 122.7 94 10.9 109.1

Total Commercial . . . . . . . . . . . 857 77.1 109.9 689 75.5 112.0 651 75.4 108.6

Total United States. . . . . . . . . . . . . 1,112 100.0% 106.4 913 100.0% 106.4 864 100.0% 105.8

Canada

We are the third largest property and casualty insurer in Canada based on 1999 net premiums written.
Our Canadian property and casualty business is headquartered in Toronto and writes the major lines of property
and casualty business in Canada primarily through a network of approximately 1,600 brokerages across the
country. In 1999, our Canadian property and casualty business accounted for 28.1% of the Americas region’s
property and casualty net premiums written.

In 1999, as a part of our strategy to capitalize on our multi-channel distribution capability, we
established the Personal Financial Services Group, or PFS Group, as a separate platform to deliver a broad
range of financial services to our personal customers. The PFS Group offers property and automobile insurance
to our clients and credit card and warranty coverage to our corporate partners. The PFS Group is supported by
a customer call center that also provides fee for service work for our non-PFS Group operations. The long term
strategy for our PFS Group is to broker, distribute and service financial products, including life and wealth
management products, in a flexible package that can be tailored to an organization’s needs. To support this
strategy, we have acquired a number of broker operations.

The property and casualty industry in Canada has undergone dramatic changes over the past five years.
Already the most competitive of the country’s financial services industries with over 240 market participants,
the property and casualty sector is now facing aggressive new competition, primarily from the entrance of
banks and direct writers. Both brokers and insurers have responded to these market conditions by consolidation
through mergers, acquisitions and partnerships to strengthen their competitive position.
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Our business has remained profitable despite the depressed prices in the Canadian property and
casualty market because we have focused on innovation, technical expertise and customer service. We continue
to invest in a brand-identity program designed to increase awareness of our products and services among
consumers in Canada. We have made progress in our e-business capabilities as a result of the implementation
of our new policy processing system that is designed to interface with the internet. We now have the capability
to offer brokers real-time rating and updates, access customer information, and to transact sales through our
internet presence.

We offer a broad range of property and casualty products in Canada, primarily personal and
commercial automobile, household, property, casualty and marine insurance. The table below presents the
distribution of our 1999, 1998 and 1997 property and casualty net premiums written and combined ratio by
product group in Canada.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

Personal:
Household . . . . . . . . . . . . . . . . . . 94 18.4% 103.7 79 17.6% 103.8 82 17.3% 95.4
Personal automobile . . . . . . . . . . . 214 41.9 96.7 175 39.1 93.1 177 37.2 93.1

Total Personal . . . . . . . . . . . . . 308 60.3 98.8 254 56.7 96.5 259 54.5 93.5

Commercial:
Property . . . . . . . . . . . . . . . . . . . . 57 11.1 112.1 56 12.5 117.5 63 13.2 104.3
Casualty . . . . . . . . . . . . . . . . . . . 45 8.8 141.7 46 10.3 120.7 54 11.3 127.0
Commercial automobile . . . . . . . . 80 15.7 107.7 73 16.3 97.7 77 16.2 92.0
Other . . . . . . . . . . . . . . . . . . . . . . 21 4.1 92.1 19 4.2 101.0 23 4.8 102.3

Total Commercial . . . . . . . . . . . 203 39.7 115.1 194 43.3 109.3 217 45.5 105.0

Total Canada . . . . . . . . . . . . . . . . . 511 100.0% 105.4 448 100.0% 102.1 476 100.0% 99.2

We provide commercial coverage to businesses of all sizes and focus our marketing efforts and
products on three basic categories of customers:

� Transactional—small businesses;

� Individual Risk—mid-market companies; and

� Risk Managed—large domestic and multinational companies.

We have undertaken a number of customer service initiatives over the past few years, including the
establishment of customer call centers, 24-hour emergency claims services, valet claims service for automobile
repairs and the creation of a consolidated broker call center.

We distribute both commercial and personal property and casualty products in Canada through a
network of brokers. To support our broker network, we have established 17 regional and district offices in key
markets across Canada, each of which focuses on either personal or commercial business. Our network of
offices provides regional expertise and access to our worldwide product and service capabilities. Our broker
operations accounted for 90% of our 1999 net premiums written, our direct operations accounted for 9% and
our corporate partnerships accounted for 1%.

Recently, the industry has gone through significant changes. Strong operating results have increased
the capital of insurers and reinsurers and have helped fuel an increase in merger and acquisition activity,
particularly large-scale consolidations. As a result, the larger revenue-generating insurers dominate the
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Canadian property and casualty market. The top ten property and casualty insurers, based on 1999 net
premiums written, account for almost 60% of the market. Our principal competitors are the large Canadian and
European-based insurers, and direct writing operations from the United States. In addition, the Canadian banks
have entered the property and casualty market and are also strong competitors because of their broad customer
base and access to capital.

Latin America and the Caribbean

We write property and casualty business in 15 countries in Latin America and the Caribbean,
principally in Argentina, Chile and Puerto Rico. We also have operations in the Bahamas, Eastern Caribbean,
Netherlands Antilles, Aruba, Jamaica, Colombia, Brazil, Venezuela, Peru and Uruguay, as well as agency
representation in Bermuda and the Falkland Islands. We write the major lines of property and casualty business
in Latin America and the Caribbean primarily through brokers and agents. In 1999, our Latin America and
Caribbean property and casualty business accounted for 10.7% of the Americas region’s property and casualty
net premiums written.

In Latin America and the Caribbean, we are aiming to improve our results. A key aspect of this
includes effectively managing our exposure to catastrophe risks. Following volcano and hurricane losses in
recent years in the Caribbean, we reviewed our exposure in the region and determined to reduce future
catastrophe exposure through a combination of strategic sales and increased reinsurance. In accordance with
this strategy we sold our 20% shareholding in United Insurance Company Ltd of Barbados in 1999. Also
during 1999, we increased external reinsurance covers for our Eastern Caribbean operations. We believe that
the personal lines market in the region offers growth opportunities, particularly through corporate partnerships
with banks and other financial institutions.

We write both personal and commercial lines in Latin America and the Caribbean, primarily property,
automobile, marine, engineering and casualty insurance. In 1999, commercial lines accounted for £111 million,
or 57.2%, of our net premiums written in Latin America and the Caribbean and personal lines accounted for
£83 million, or 42.8%. We recently have seen a small but increasing demand for specialty covers such as
directors’ and officers’ and professional indemnity insurance, particularly from our larger international clients.

Our target commercial customers are large and medium sized companies. We have invested significant
time and money in Latin America and the Caribbean to ensure quality service to our customers. In Brazil, we
are one of the first companies to offer brokers electronic quotation systems to help provide quicker and more
efficient service to our customers. We also have created specialist customer call centers throughout most of
Latin America to better meet the needs of our corporate partners and customers.

We distribute both commercial and personal property and casualty products in Latin America and the
Caribbean through the major international brokers, local agents and brokers and through corporate partnerships,
primarily with banks and other financial institutions. The vast majority of our commercial business in Latin
America and the Caribbean is written through international brokers and large local intermediaries, although we
are growing our personal lines business principally through corporate partnerships. In 1998, we began writing
personal lines business on a direct basis in Argentina. This is one of the first direct operations in Latin
America.

In Latin America and the Caribbean we compete with the large international insurers and large local
insurers, some of which are state-owned. The Latin American markets are competitive, driven in part by the
perceived potential for growth in the region by the global and regional players, and also the excess capacity in
the world reinsurance markets. During 1999 in the Caribbean, markets remained competitive despite recent
hurricanes due largely to excess reinsurance capacity.
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Americas Life and Asset Accumulation Business

Our Americas region conducts life and asset accumulation business in Canada, Chile, Colombia, Peru,
Argentina and Uruguay. We sold our U.S. life and asset accumulation operations, Royal Maccabees and Royal
New York, in July 1999. In 1999, including Royal Maccabees and Royal New York which accounted for £76
million of net premiums written and £10 million of our Americas segment operating result (based on longer
term investment return):

� Life and asset accumulation business in the Americas accounted for £126 million, or 3.8%, of
our consolidated life and asset accumulation net premiums written; and

� Life and asset accumulation business in the Americas accounted for £35 million, or 6.2%, of
our Group operating result (based on longer term investment return).

Canada

Through our subsidiary, Royal & Sun Alliance Financial, we offer a broad portfolio of individual life
insurance and asset accumulation products through a national network of independent brokers. We serve these
brokers through eight regional offices and 36 managing general agencies across Canada. In 1999, life and asset
accumulation net premiums written were £50 million.

Our life product line includes both participating and non-participating life insurance products. We offer
traditional term and whole life as well as our universal life product. Flexible in design and price, our universal
life product offers policyholders a variety of investment options including performance links to industry
benchmarks or to our own segregated funds. Our investment and retirement product line includes 11 in-house
segregated funds, four additional segregated funds offered through an alliance with a third party, annuities,
daily interest accounts and guaranteed interest accounts with guaranteed interest rates for periods of one to 20
years. While our focus continues to be on life and asset accumulation products, we also offer lifestyle-
protection plans such as critical illness insurance and long term-care insurance.

During 1999, we focused on strengthening our business partnerships by developing a web-based
system designed to provide our distributors with real time access to customer information. In addition, we
launched an investment product software system and a comprehensive document processing system that should
enhance our ability to develop and modify policy contracts and correspondence. We also improved customer
service by restructuring our customer service division into regional teams, and establishing a customer service
call center.

Latin America

In Latin America, we offer life and asset accumulation products through our subsidiaries in Chile,
Colombia, Peru, Argentina and Uruguay. La Construcción is the fourth largest life and asset accumulation
company in Chile, based on 1999 gross premiums written. Our primary products are individual and group life
insurance, annuities and pensions. We distribute our life and asset accumulation products in Latin America
through a combination of direct and agency sales forces as well as intermediaries including banks offering
insurance to their customers.

Asia Pacific

Overview

Our Asia Pacific region comprises our businesses in Australia, New Zealand, China, Hong Kong,
Taiwan, Japan, Pakistan and Southeast Asia. We offer property and casualty products throughout the Asia
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Pacific region, principally in Australia and New Zealand, and we offer life insurance and asset accumulation
products in Australia and New Zealand. In 1999, we established an office in Seoul, Korea, where we plan to
start writing large, risk managed commercial business in 2000, following approval of our insurance license.

We have been engaged in the insurance business in the Asia Pacific region since 1825. We have
operated in Australia since 1833 and are the country’s fifth largest property and casualty insurer, based on 1998
gross premiums earned. Including Tyndall, which we acquired in May 1999, we are the fourth largest life risk
insurer in Australia based on annual premiums in force as of December 31, 1999. We have operated in New
Zealand since 1878 and are the country’s third largest property and casualty insurer with a market share of
approximately 13%, based on 1999 gross premiums written. We are the fourth largest life insurer in New
Zealand based on 1999 annual premiums in force.

A significant opportunity for growth exists in Japan, which is the second largest property and casualty
market in the world and the largest life and asset accumulation market in the world. Opportunities for foreign
insurers have been created by recent legislation permitting the registration of insurance brokers and by the
weakening of the keiretsu groupings. The keiretsu groupings are large conglomerates of affiliated companies
from various industry sectors which dominated commerce in Japan. With the weakening of the keiretsu
groupings, competition should increase, providing the Group opportunity for growth in the Japanese market. As
of March 1999, we were the largest European insurer in Japan and are exploring growth opportunities in our
property and casualty operations in Japan where limited deregulation is occurring. We are in the process of
applying for a life insurance license in Japan.

In 1999, our Asia Pacific region recorded segment operating result (based on longer term investment
return) of £3 million, representing 0.5% of our Group operating result (based on longer term investment return).
Property and casualty businesses accounted for (£21) million of our total 1999 Asia Pacific segment operating
result (based on longer term investment return) and life and asset accumulation business accounted for £24
million of our total 1999 Asia Pacific segment operating result (based on longer term investment return). Our
Asia Pacific region employs approximately 5,200 people in 191 offices.

Asia Pacific Property and Casualty Business

Our Asia Pacific region conducts property and casualty business in Australia, New Zealand and 11
other markets in the rest of the Asia Pacific region. In 1999:

� Property and casualty business in Asia Pacific accounted for £761 million, or 10.6%, of our
consolidated property and casualty net premiums written; and

� Property and casualty business in Asia Pacific accounted for (£21) million, or (3.7%), of our
Group operating result (based on longer term investment return).
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The table below presents the distribution of our 1999, 1998 and 1997 property and casualty net
premiums written by principal market and line of business within our Asia Pacific region.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

Australia:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 353 46.4% 264 46.0% 251 44.1%
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 21.7 112 19.5 115 20.2

Total Australia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 518 68.1 376 65.5 366 64.3

New Zealand:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 4.1 28 4.9 33 5.8
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71 9.3 38 6.6 47 8.2

Total New Zealand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102 13.4 66 11.5 80 14.0

Other Asia Pacific:
Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62 8.1 58 10.1 55 9.6
Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79 10.4 74 12.9 69 12.1

Total Other Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141 18.5 132 23.0 124 21.7

Total Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 761 100.0% 574 100.0% 570 100.0%

Total Personal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 446 58.6% 350 61.0% 339 59.5%
Total Commercial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 315 41.4 224 39.0 231 40.5

Total Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 761 100.0% 574 100.0% 570 100.0%

The table below presents our 1999, 1998 and 1997 property and casualty loss, expense and combined
ratios within our Asia Pacific region by principal market and line of business.

Year Ended December 31,

1999 1998 1997

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Loss
Ratio

%

Expense
Ratio

%

Combined
Ratio

%

Australia:
Personal . . . . . . . . . . . . . . . . 80.0 17.6 97.6 79.5 21.5 101.0 79.7 20.5 100.2
Commercial . . . . . . . . . . . . . . 107.2 24.6 131.8 86.7 31.4 118.1 68.9 36.1 105.0

Total Australia . . . . . . . . 88.5 19.9 108.4 81.7 24.5 106.2 76.1 25.4 101.5
New Zealand:

Personal . . . . . . . . . . . . . . . . 71.8 25.2 97.0 74.2 31.9 106.1 71.5 27.9 99.4
Commercial . . . . . . . . . . . . . . 69.9 20.6 90.5 62.3 33.9 96.2 51.2 32.7 83.9

Total New Zealand . . . . . 70.6 22.0 92.6 67.0 33.1 100.1 58.5 30.8 89.3
Other Asia Pacific:

Personal . . . . . . . . . . . . . . . . 47.2 90.6 137.8 47.1 100.3 147.4 61.6 61.4 123.0
Commercial . . . . . . . . . . . . . . 81.3 56.7 138.0 56.5 46.8 103.3 48.0 49.3 97.3

Total Other Asia
Pacific . . . . . . . . . . . . 66.4 71.7 138.1 52.1 70.4 122.5 54.0 54.7 108.7

Total Personal . . . . . . . . . . . . . . . 74.7 28.3 103.0 73.0 35.4 108.4 75.9 27.9 103.8
Total Commercial . . . . . . . . . . . . 92.7 31.8 124.5 72.4 36.9 109.3 59.0 39.3 98.3
Total Asia Pacific . . . . . . . . . . . . . 82.0 29.7 111.7 72.7 36.0 108.7 68.5 32.5 101.0
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Australia

Our Australian property and casualty business writes primarily personal automobile and household
business. We also write commercial broker business, financial insurance consisting primarily of lenders’
mortgage insurance, multinational risks, marine and workers’ compensation products.

The Australian property and casualty market is extremely competitive in both commercial and
personal lines. Commercial rates are beginning to increase after many years of lower rates. Rates for personal
lines have held up well compared to commercial rates.

The table below presents the distribution of our 1999, 1998 and 1997 property and casualty net
premiums written and combined ratios by product group in Australia.

Year Ended December 31,

1999 1998 1997

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

£ in
millions

% of
Total

Combined
Ratio %

Personal:
Household . . . . . . . . . . . . . . . . 69 13.3% 87.1 56 15.0% 98.1 56 15.4% 86.6
Personal automobile . . . . . . . . . 254 49.0 104.0 187 49.7 103.1 178 48.6 107.1
Other . . . . . . . . . . . . . . . . . . . . 30 5.8 33.2 21 5.6 77.8 17 4.6 71.6

Total Personal . . . . . . . . . . 353 68.1 97.6 264 70.3 101.0 251 68.6 100.2

Commercial:
Property . . . . . . . . . . . . . . . . . . 25 4.8 121.0 27 7.2 139.4 32 8.7 104.9
Casualty . . . . . . . . . . . . . . . . . . 47 9.1 198.8 23 6.1 126.2 19 5.2 106.6
Commercial automobile . . . . . . 31 6.0 114.0 37 9.8 108.4 35 9.6 108.8
Other . . . . . . . . . . . . . . . . . . . . 62 12.0 104.9 25 6.6 100.5 29 7.9 99.7

Total Commercial . . . . . . . 165 31.9 131.8 112 29.7 118.1 115 31.4 105.0

Total Australia . . . . . . . . . . . . . . . . 518 100.0% 108.4 376 100.0% 106.2 366 100.0% 101.5

We distribute both commercial and personal property and casualty products in Australia primarily
through a network of independent agents and brokers, corporate partnerships and our two direct writing
subsidiaries, Australian Associated Motor Insurers Limited, or AAMI, and Australian Alliance Insurance
Company Limited, or AAI, which focus on personal lines business. These direct marketing operations in
Australia, which contributed 77% of our total Australian personal net premiums written in 1999, have shown
strong profitable growth over the last six years, with net premiums written growing to £273 million in 1999
from £108 million in 1994 at constant exchange rates. Of the increase, £26 million was due to assuming an
additional 20% of the insurance risk in AAMI in 1999. AAMI focuses on personal automobile and household
products. It has successfully maintained a low cost base and has been recognized for providing good customer
service. AAMI’s growth in gross premiums written has averaged 21% per annum for the last four years. Its
total policy sales growth for the same period averaged 12% per annum. AAMI had 1.6 million policyholders at
the end of 1999. AAI offers personal automobile and household products to a target group of retirement age
individuals.

In 1999, our direct operations accounted for 53% of our property and casualty gross premiums written
in Australia, brokers accounted for 32% and the corporate partnership channel accounted for 15%.

New Zealand

We write property and casualty business in New Zealand through our subsidiary Royal & Sun Alliance
Insurance (New Zealand) Limited. We have acquired four property and casualty businesses in New Zealand
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over the past 12 years and our gross premiums written have grown from £13.8 million in 1987 to £123 million
in 1999 on a constant exchange rate basis. The privatization of workers’ compensation insurance during 1999
resulted in a significant opportunity, and during 1999 we wrote significant workers’ compensation business in
New Zealand. Unfortunately, the incoming government in 1999 has decided to re-nationalize workers’
compensation during 2000 and therefore this market will be lost to private insurers. We do not expect to incur
significant exit costs due to this event.

We offer both personal and commercial lines in New Zealand along with workers’ compensation. Our
principal commercial lines are property, accident, automobile, engineering and marine insurance. Commercial
lines accounted for 74% of our 1999 property and casualty gross premiums written in New Zealand. Of this
amount, workers’ compensation accounted for 53% of our 1999 commercial lines gross premiums written,
property products accounted for 21%, automobile products accounted for 8%, marine products accounted for
10%, accident products accounted for 6% and engineering products accounted for 2%.

Our principal personal lines are household, travel, automobile and pleasure hull insurance. We
distribute our products primarily through international and local brokers. Personal lines accounted for
approximately 26% of our 1999 property and casualty gross premiums written in New Zealand. Of this amount,
household products accounted for 58% of our 1999 personal lines gross premiums written and automobile
insurance accounted for 42%.

In 1999, brokers accounted for 89% of our property and casualty gross premiums written in New
Zealand, direct sales accounted for 8% and the corporate partnership channel accounted for 3%.

Other Asia Pacific

We write property and casualty business in Japan, China, Hong Kong, Taiwan, Singapore, Pakistan,
the Philippines, Malaysia, Indonesia, Thailand and Brunei through owned operations and equity investments.
We have representative offices in India and Vietnam, and have recently established an office in Korea. Local
regulations in some of these markets create significant barriers to entry for foreign firms, make majority foreign
ownership difficult and ensure that local companies maintain substantial market share. However, limited
deregulation and liberalization of the insurance market is occurring in Japan. We expect further steps to open
up the Chinese market following China’s proposed entry into the World Trade Organization. In India,
legislation has been passed which is expected to allow foreign insurers to establish a presence in the market in
the next year or so, albeit as a minority shareholder in a local company.

Other than Japan, where approximately 65% of our 1999 gross premiums written were derived from
personal lines, we are predominantly a commercial lines writer in these markets. In 1999, commercial lines
accounted for approximately 56% of our property and casualty gross premiums written in Other Asia Pacific
and personal lines accounted for approximately 44%. We primarily offer commercial property, casualty,
engineering and marine insurance. Our personal lines consist principally of automobile insurance. Most of our
Other Asia Pacific property and casualty premiums were derived from brokers and agents and the balance from
corporate partnerships. In Japan, we also write personal accident insurance direct through corporate
partnerships and with individual clients and in 1998 we launched a direct automobile insurance business in
Japan under the brand name Royal Direct.

Competition is strong in the Asia Pacific region among numerous local and international insurers.
Most of the Asia Pacific markets outside of Australia and New Zealand are dominated by local insurers as the
availability of insurance licenses for foreign insurers is limited. In Japan, the property and casualty market is
dominated by four local companies who control almost 50% of the market based on net premiums written for
the year ended March 31, 1999.
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Asia Pacific Life and Asset Accumulation Business

Our Asia Pacific region conducts life and asset accumulation business in Australia and New Zealand.
We do not have a life insurance presence outside of Australia and New Zealand in Asia Pacific, but are
investigating opportunities to expand in the region either through a start-up operation or by acquisition. In
1999:

� Life and asset accumulation business in Asia Pacific accounted for £247 million, or 7.5%, of
our consolidated life and asset accumulation net premiums written; and

� Life and asset accumulation business in Asia Pacific accounted for £24 million, or 4.2%, of
our Group operating result (based on longer term investment return).

The table below presents the distribution of our 1999, 1998, and 1997 life and asset accumulation net
premiums written by product in our Asia Pacific region.

Year Ended December 31,

1999 1998(1) 1997(1)

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

Individual:
Periodic premium products:

With-profit (participating) contracts . . . . . . . . . . . 15 6.1% 12 9.3% 9 10.3%
Unit-linked (separate account) products . . . . . . . . 30 12.1 26 20.2 19 21.8
Non-participating products . . . . . . . . . . . . . . . . . 74 30.0 31 23.9 28 32.2

Total periodic premium products . . . . . . . . . 119 48.2 69 53.4 56 64.3

Single premium products:
Unit-linked (separate account) products . . . . . . . . 54 21.9 22 17.1 20 23.0
Non-participating products . . . . . . . . . . . . . . . . . 12 4.8 22 17.1 0 0.0

Total single premium products . . . . . . . . . . . 66 26.7 44 34.1 20 23.0

Total Individual . . . . . . . . . . . . . . . . . . 185 74.9 113 87.5 76 87.3

Group:
General account products . . . . . . . . . . . . . . . . . . . . . . 6 2.4 0 0.0 0 0.1
Unit-linked (separate account) products . . . . . . . . . . . . 56 22.7 16 12.4 11 12.6

Total Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62 25.1 16 12.4 11 12.7

Total . . . . . . . . . . . . . . . . . . . . . . . . . . 247 100.0% 129 100.0% 87 100.0%

(1) Our 1998 and 1997 net premiums written have been restated due to the reclassification of certain business
between our individual and group lines.

Australia

We offer a broad portfolio of life insurance and asset accumulation products in Australia primarily
through independent agents, brokers and financial advisers. We also distribute our products through corporate
partnerships and direct marketing. In May 1999, we acquired Tyndall, a life insurer and funds management
company for £302 million. In 1999, our operations in Australia accounted for 59.9% of the Asia Pacific
region’s life and asset accumulation net premiums written.

The Australian life insurance market is a mature market dominated by the four largest insurers, which
control 52% of the market measured by annual premiums in force as of December 31, 1999. The Australian life
insurance market is the 10th largest in the world measured on the basis of gross premiums in 1998. For the
year ended December 31, 1999, individual retirement products accounted for approximately 57% of Australia’s
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life insurance gross premiums in force, group retirement products accounted for 32% and individual life
products accounted for 11%.

Our principal products in Australia include disability income insurance, term life insurance, retirement
savings and retirement income products. We offer superannuation products and non-superannuation products.
Superannuation products, similar to 401K savings plans in the United States, are for employer sponsored
employee savings plans which have favorable tax treatment for the employee. Non-superannuation products are
similar to superannuation products but do not have a favorable tax treatment. We also conduct wholesale
business where we invest pooled funds on behalf of trustees or administrators but do not administer the policies.

In 1999, periodic premium products accounted for 48% of our total premium income in Australia and
single premium products accounted for 52%. In 1999, total new business sales were split between periodic
premiums of £10.2 million and single premiums of £77 million. Of our total periodic premium new business,
term life accounted for 39%, disability income insurance accounted for 41%, critical illness insurance, which is
referred to as trauma insurance in Australia, accounted for 13% and savings business accounted for 7%. Of the
total single premium new business, complying lifetime pensions accounted for 7%, wholesale business
accounted for 84%, superannuation products accounted for 7% and non-superannuation products accounted for
2%. The Tyndall acquisition has provided us with additional retirement and investment product revenues and
has increased our non-insurance assets under management and administration in Asia Pacific by approximately
£2.7 billion to approximately £3.2 billion as of December 31, 1999 compared to £380 million as of December
31, 1998.

New Zealand

We began writing life and asset accumulation business in New Zealand in 1878. The 1998 acquisitions
of Norwich Union Life Insurance (NZ) Limited and Guardian Assurance Limited for an aggregate of £108
million added £420 million to total assets under management and contributed £44 million of net premiums
written to our New Zealand operations in 1999. Tyndall Life (New Zealand) Limited, which we acquired in
May 1999, added a further £16.5 million to assets under management and contributed £1.1 million of net
premiums written for the eight months ended December 31, 1999. In 1999, our operations in New Zealand
accounted for 40.1% of the Asia Pacific region’s life and asset accumulation net premiums written.

The New Zealand life and asset accumulation market is relatively mature and subject to strong
competitive pressures. The economy has benefited from low inflation although its relatively small size has
made it vulnerable to interest rate and exchange rate fluctuations. The majority of the market share is accounted
for by a small group of life insurance companies, unit trust companies and bank life companies. In 1999, based
upon annual premium equivalent, asset accumulation products accounted for 63% of the new business written
in New Zealand and traditional life insurance products accounted for 37%. The life insurance market has grown
but, despite an aging population and government promotion of saving for retirement, the asset accumulation
market has been fairly static. There is little employer subsidized superannuation business providing income or
lump sum payments upon retirement.

We offer asset accumulation products that provide for lump sum payments at retirement or death prior
to retirement, immediate annuities, term life insurance, disability insurance and health insurance predominantly
on an individual basis through brokers, exclusive agents, corporate partnerships and direct marketing. In 1999,
periodic premium life insurance and asset accumulation products accounted for 55% of our total gross premium
income and single premium life insurance and asset accumulation products accounted for 45%. Asset
accumulation products, consisting almost entirely of unit-linked (separate account) products, accounted for 76%
of our 1999 total gross premium income and life insurance products accounted for 24%.

Brokers accounted for 65% of our 1999 new business periodic premiums, exclusive agents accounted
for 25% and direct marketing accounted for 10%. Brokers accounted for 52% of our 1999 new business single
premiums, exclusive agents accounted for 34% and other sources accounted for 14%.
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WORLDWIDE ASSET MANAGEMENT

Overview

We manage our own insurance investments, as well as third party funds. Our insurance investment
portfolios consist of our worldwide general insurance investment portfolios, which include the assets supporting
our property and casualty liabilities as well as our shareholders’ funds, and our worldwide life insurance
investment portfolios. The table below presents the estimated fair value of our assets under management as of
December 31, 1999, 1998 and 1997.

As of December 31,

1999 1998 1997

(£ in millions)

Total Investments:
Worldwide general insurance investment portfolios(1) . . . . . . . . . . . . . 15,851 15,786 15,748
Worldwide life insurance investment portfolios . . . . . . . . . . . . . . . . . . 31,319 30,493 26,897

Unit-linked (separate account) assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,304 6,675 5,645
Third party funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,515 3,914 3,596

Total(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,989 56,868 51,886

(1) Includes shareholder fund investments attributable to our life and asset accumulation business of £233
million in 1999 and £391 million in 1998 and 1997.

(2) These amounts differ from the total investments shown in our consolidated balance sheet as they include
assets held to cover separate accounts and third party funds that are not included in our consolidated
balance sheet. These amounts exclude interests in associated undertakings, value of long term (life)
business and deposits with ceding undertakings which are shown as investments in our consolidated
balance sheet, but are not managed as part of our worldwide investment portfolios.

Our London-based principal investment subsidiaries Royal & Sun Alliance Investment Management
Limited (‘‘RSAIM’’) and Royal & Sun Alliance Property Investments Limited managed £41 billion, or 67%, of
our worldwide assets under management as of December 31, 1999.

In addition to our U.K.-based investment operations, we have investment operations in Scandinavia,
the United States, Canada, Australia, Germany, and New Zealand. As of December 31, 1999, we managed £6.2
billion in Scandinavia, £5.0 billion in the United States, £1.9 billion in Canada, £1.6 billion in Australia, £0.8
billion in Germany and £0.8 billion in New Zealand. In addition to the direct management of assets in the
United Kingdom, RSAIM has contractual arrangements to manage portfolios on behalf of a number of our
subsidiaries in continental Europe and it also provides investment advice to our smaller international investment
operations. RSAIM sets guidelines for the activities of our other investment operations where a further £3.7
billion of funds are invested and monitors transactions on a regular basis to ensure compliance.

In Scandinavia, following the purchase of Trygg-Hansa in August 1999, we transferred the investment
team and day-to-day management of our Scandinavian investment portfolios, excluding real estate, to
Skandinviska Enskilda Bank, or SEB, the former parent of Trygg-Hansa. Under the investment management
agreement between Codan and SEB we set the investment policy for these assets.

Third Party Asset Management

The development of third party asset management activities is part of our personal financial services
strategy to capitalize on our existing investment management expertise and to expand our client base. We offer
third party asset management services in the United Kingdom through RSAIM. We believe that our asset
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management expertise should enable us to benefit from the expected growth in private savings products in the
developed markets in which we operate.

In the United Kingdom, we manage assets for 110 U.K. institutional pension funds and have
significantly enhanced the services we offer in this market. We launched two new pooled pension funds in the
United Kingdom during 1999, one investing in European equities and the other in U.K. equities on a passive
basis. We sell both pooled and segregated discretionary investment funds in the growing market for defined
contribution pensions in the United Kingdom as well as the defined benefit market. We market these products
to the plan sponsors of U.K.-based pension funds. RSAIM and other Group companies, primarily the U.K. life
companies, distribute these products both directly to plan sponsors and also through investment consultants.
Outside of the United Kingdom, we have the capability to offer third party asset management services in
Australia, New Zealand and North America.

Insurance Investments

Our results are in part dependent upon the quality and performance of our investment portfolios. As of
December 31, 1999, the estimated fair value of our general insurance investment portfolios was £15,851
million, and the estimated fair value of our life insurance investment portfolios was £31,319 million. These
amounts differ from the total investments shown in our consolidated balance sheet as they exclude interests in
associated undertakings, value of long term (life) business and deposits with ceding undertakings which are
shown as investments in our consolidated balance sheet, but are not managed as part of our worldwide
investment portfolios.

The table below presents our net investment results on our worldwide general insurance investment
portfolios for the years ended December 31, 1999, 1998 and 1997.

Year Ended December 31,

1999 1998 1997

(£ in millions)

Income and realized gains and losses from:
Fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 579 561 578
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 117 154 152
Other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126 157 169
Net realized gains and losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 752 816 218

Investment expenses (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (79) (213) (61)

Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,495 1,475 1,056

(1) Investment expenses in 1999 include £14 million of premium paid on repurchase of long term
subordinated liabilities of our U.S. operations and investment expenses in 1998 include £142 million
representing premium paid on repurchase of our outstanding 7.25% subordinated convertible bonds due
2008.
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The table below presents our net investment results on our worldwide life insurance investment
portfolios for the years ended December 31, 1999, 1998 and 1997.

Year Ended December 31,

1999 1998 1997

(£ in millions)

Income and realized gains and losses from:
Fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 954 954 861
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 394 396 410
Other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 231 288 317
Net realized gains and losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,266 2,127 1,067

Investment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (60) (52) (47)

Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,785 3,713 2,608

Investment Strategy

General Insurance Investment Portfolios

We invest our shareholders’ funds together with our assets supporting our property and casualty
insurance liabilities. Our investment policy focuses on maximizing our total expected returns while managing
the inherent volatility of the various types of our investments. In determining our investment policy, we are
primarily concerned with:

� ensuring that our investments can be liquidated into cash to meet our insurance liabilities as
they arise; and

� matching the currency of our investments with our liabilities to avoid unnecessary exchange
exposure.

With these considerations in mind, we believe that we can maximize our expected return on capital by
investing all of our shareholders’ funds and 5% of our insurance reserves in equities. We invest the balance of
our insurance reserves in fixed income securities and cash deposits after funding working capital. We
continually review our investment policy in light of changing market circumstances and shareholder
requirements.

In connection with the introduction of our risk-based model, we established a Global Investment
Strategy team in April 1999 under the direction of our Group Director, Investment & Financial Services. This
team determines and manages the level of risk in our general insurance investment portfolios, with a particular
focus on setting the level of our exposure to equity securities.

Our general insurance investment portfolios are concentrated in listed securities. We use derivative
financial instruments to reduce our exposure to adverse fluctuations in interest rates, foreign exchange rates and
equity markets. We have strict controls over the use of derivative instruments. A discussion of the risks
associated with these derivatives and risk management techniques is included in ‘‘Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Qualitative and Quantitative Disclosures On
Market Risk’’. Although RSAIM sets investment guidelines for our other investment operations, the
distribution of fixed income securities by credit quality and asset type is determined on a country-by-country
basis in accordance with locally determined guidelines that reflect local insurance regulations and fixed income
markets.
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Life Insurance Investment Portfolios

We seek to provide a competitive return on our life insurance investment portfolios consistent with
ensuring the financial stability of the portfolios. Our guidelines generally provide for the anticipated investment
returns and the estimated duration of investments to match the estimated duration and currency of our
liabilities, taking into account estimated levels of surrenders and withdrawals. In the United Kingdom, an
appointed actuary advises on how much of our life insurance investment portfolios we should invest in fixed
income securities based on our potential liabilities with respect to each life insurance fund. We may then invest
the remainder of our life insurance investment portfolios in other investments. We base investments in equity
securities and real estate on the outlook for the major investment markets and constantly review the level of
such investments with the aim of ensuring that they remain appropriate in light of the reasonable expectations
of our policyholders to earn a competitive return. We structure our life insurance investment portfolios in
accordance with local regulatory requirements.

Investment Portfolios

The table below presents the estimated fair value of our worldwide general insurance investment
portfolios as of December 31, 1999, 1998 and 1997.

As of December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

Fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,712 61.3% 8,320 52.7% 7,817 49.6%
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,856 30.6 5,663 35.9 6,267 39.8
Mortgage loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115 0.7 100 0.6 108 0.7
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 519 3.3 970 6.2 921 5.9
Other investments, including cash deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . 649 4.1 733 4.6 635 4.0

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,851 100.0% 15,786 100.0% 15,748 100.0%

The table below presents the estimated fair value of our worldwide life insurance investment portfolios
as of December 31, 1999, 1998 and 1997.

As of December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

Fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,934 47.7% 15,544 51.0% 11,677 43.5%
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,887 44.3 12,444 40.8 12,357 45.9
Mortgage loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 352 1.1 391 1.3 379 1.4
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,866 6.0 1,694 5.5 1,918 7.1
Other investments, including cash deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . 280 0.9 420 1.4 566 2.1

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,319 100.0% 30,493 100.0% 26,897 100.0%

Fixed Income Securities

We hold fixed income securities in both our general insurance and our life insurance investment
portfolios with an emphasis on listed securities that are liquid. Fixed income securities covering our life
insurance liabilities vary in duration depending on the underlying mix of business in a given market, but
generally have a much longer average duration than those covering property and casualty liabilities.
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The majority of our fixed income portfolio is rated by Standard & Poor’s, Moody’s or similar rating
agencies. As of December 31, 1999, 92% of our fixed income portfolio was invested in investment-grade (BBB
or better) securities and 57% of our fixed income portfolio was invested in AAA rated securities.

The table below presents the scheduled maturities for our investments in fixed income securities for
our worldwide general insurance investment portfolios as of December 31, 1999 and 1998.

As of December 31,

1999 1998

£ in
millions

% of
Total

£ in
millions

% of
Total

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,342 13.8% 1,337 16.1%
Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . 5,077 52.3 3,886 46.7
Due after five years through 10 years . . . . . . . . . . . . . . . . . . . . . . 1,910 19.7 1,838 22.1
Due after 10 years through 20 years . . . . . . . . . . . . . . . . . . . . . . . 817 8.4 827 9.9
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 566 5.8 432 5.2

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,712 100.0% 8,320 100.0%

The table below presents the scheduled maturities for our investments in fixed income securities for
our worldwide life insurance investment portfolios as of December 31, 1999 and 1998.

As of December 31,

1999 1998

£ in
millions

% of
Total

£ in
millions

% of
Total

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 515 3.4% 227 1.8%
Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . 1,143 7.7 1,907 12.3
Due after five years through 10 years . . . . . . . . . . . . . . . . . . . . . . 2,781 18.6 3,928 25.3
Due after 10 years through 20 years . . . . . . . . . . . . . . . . . . . . . . . 10,460 70.1 8,924 57.3
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35 0.2 508 3.3

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,934 100.0% 15,544 100.0%

The table below presents the composition of our consolidated fixed income securities portfolio based
on estimated fair value as of December 31, 1999, 1998 and 1997 by Standard & Poor’s investment rating.

As of December 31,

1999 1998 1997

£ in
millions

% of
Total

£ in
millions

% of
Total

£ in
millions

% of
Total

AAA (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,044 57.0% 13,940 58.4% 11,015 56.5%
AA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,944 24.1 5,445 22.8 4,626 23.7
A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,231 9.0 2,224 9.3 1,936 9.9
BBB . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 506 2.1 560 2.4 405 2.2
Less than BBB . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 0.5 101 0.4 220 1.1
Non-rated (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,809 7.3 1,594 6.7 1,292 6.6

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,646 100.0% 23,864 100.0% 19,494 100.0%

(1) Includes U.K. government guaranteed fixed income securities that are not rated.
(2) Primarily represent U.K. listed but unrated corporate debt.

131



Equity Securities

Our equity security investments are concentrated in our investment portfolios in the United Kingdom,
the United States, Canada, Denmark, Germany, Australia and New Zealand. For our general insurance
investment portfolios, we invest in equity securities to support shareholders’ funds and with the aim of
achieving capital appreciation. For our life insurance investment portfolios, we invest in equity securities with
the aim of achieving capital appreciation, and in order to help to achieve our aim of meeting our policyholders’
reasonable expectations of returns earned on individual life products.

Our equity investments are actively managed and performance is measured against local benchmarks.
Approximately 97% of our equity investments by estimated fair value as of December 31, 1999 were listed on
approved securities markets. Our portfolios are diversified so as to provide a broad exposure across all sectors
of individual stock markets with restrictions on the maximum investment in any one equity security or equity
sector set by reference to local benchmarks and insurance regulations. Within our actively managed portfolios,
no single issuer accounted for more than 10% of the fair value of our individual equity portfolios as of
December 31, 1999. In addition to these portfolios, we also hold a number of strategic equity investments in
our general insurance investment portfolios, the two largest of which as of December 31, 1999 were our
investments in The Chubb Corporation and Rothschilds Continuation Holdings.

Mortgage Loans

Our commercial mortgage portfolio is principally located in Germany, North America and Chile. In
Germany, mortgage loans are held within our life insurance investment portfolio and secured almost entirely by
residential buildings. In the United States and Canada, we hold mortgage loans secured by commercial
buildings and land in our general insurance and our Canadian life insurance investment portfolios. We also hold
mortgage loans in Chile, as part of our life insurance investment portfolio, which are secured by residential
buildings. We invest in mortgage loans primarily for the purpose of matching our insurance liabilities. We set
limits on the amount, as well as the distribution by property type and location, of mortgage loans within our
funds.

Real Estate

Real estate accounted for £2,386 million of the estimated fair value of our investment portfolios as of
December 31, 1999, which includes £359 million of property used by our various operations. The majority of
our real estate portfolio is located in the United Kingdom. As of December 31, 1999, the estimated fair value
of our real estate portfolio in the United Kingdom was £1,670 million, down from £1,986 million as of
December 31, 1998. In 1999, we sold £392 million of our U.K. real estate. We sold real estate held in our
general insurance investment portfolios to reduce our exposure to the U.K. real estate market. We intend to
maintain a balanced real estate portfolio within our U.K. life insurance investment portfolios with a view to
maximizing investment returns on an ongoing basis. Outside of the United Kingdom, our primary real estate
investments are in Denmark. As of December 31, 1999, the estimated fair value of our real estate portfolio in
Denmark was £479 million.

Other Investments, including Cash Deposits

The principal component of our other investments is cash held within our portfolios. We had £619
million in cash in our worldwide general insurance investment portfolios and £214 million in cash in our
worldwide life insurance investment portfolios as of December 31, 1999. We hold cash either to meet known
short-term commitments or as an asset allocation decision in the relevant investment portfolios.
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PROPERTY AND CASUALTY RESERVES

General

We establish property and casualty loss reserves to account for the anticipated ultimate costs of all
losses and related loss adjustment expenses, or LAE, on losses that have already occurred. We establish
reserves for reported losses and LAE, as well as for incurred but not yet reported, or IBNR, losses and LAE.
Loss reserve estimates are based on known facts and on interpretation of circumstances including our
experience with similar cases and historical claims payment trends. We also consider the development of loss
payment trends, levels of unpaid claims, judicial decisions and economic conditions.

We use a variety of statistical techniques and a number of different bases to set reserves, depending on
the business unit and line of business in question. Our reserving managers consider claims developments
separately for each line of business and subdivide certain lines of business by major claim types or
subclassifications of business. Large claims impacting each relevant account are also generally assessed
separately, either being reserved at the face value of the loss adjusters’ estimates or projected separately in
order to allow for the future development of large claims.

Reserves are calculated gross of any reinsurance recovery, with a separate asset recorded for the
reinsurer’s share having due regard to collectability.

As permitted under local statutory guidelines, claims provisions relating to workers’ compensation and
other non-life disability case reserves in the United States, Canada and Scandinavia paid on an annuity basis
are included after reflecting interest expected to be earned. The total discount applied to these reserves was
£127 million in 1999 and £118 million in 1998. The income statement impact of this discounting was a £9
million credit in 1999 and a £2 million charge in 1998. Other than with respect to the above reserves, we do
not record reserves on a discounted basis.

We analyze claims progressions according to calendar year accident periods, underwriting years and
notification years, with allowances for pure IBNR claims effected in the last instance by way of analyses of
claims notification delay tables.

The process of estimating loss reserves is subject to a number of internal and external variables such
as changes in claims handling procedures, inflation, judicial trends and legislative changes. Many of these items
involve considerable uncertainty. Additionally, there may be significant reporting lags between the occurrence
of the insured event and the time it is actually reported to us. We continually refine reserve estimates in a
regular ongoing process as experience develops and further losses are reported and settled. We reflect
adjustments to reserves in the results of the periods in which we make such adjustments. In establishing
reserves, we take into account estimated recoveries for salvage and subrogation.

We derive reserves for reported losses and LAE from estimates of future payments that will be made
in respect of reported losses, including settlement costs, having regard to our particular experience with the
type of risk involved.

Local regulation in some countries also requires the establishment of catastrophe equalization reserves.
Such reserves defer a portion of income with respect to a line of business to future periods in which catastrophe
losses might occur (as a result of such factors as hail, nuclear incidents, storms, floods and pollution) in that
line of business. Catastrophe equalization reserves are required under U.K. statutory requirements to be
presented under the heading ‘‘Technical Provisions’’ in our consolidated balance sheet. Catastrophe equalization
reserves are not included in the loss development tables and the reconciliation of reserves for losses and LAE
presented below.

133



From time to time we supplement our claims and underwriting processes by utilizing third party
adjusters, appraisers, engineers, inspectors, other professionals and information sources to assess and settle
catastrophe and non-catastrophe related claims.

Because the establishment of loss reserves is an inherently uncertain process, there can be no
assurance that ultimate losses and LAE will not exceed existing loss reserves. Actual losses and LAE may
deviate, perhaps substantially, from estimates of reserves reflected in our consolidated financial statements.

We believe based on the information currently available to us that, overall, our loss reserves as of
December 31, 1999 were adequate.

Loss Reserve Development

The tables below present changes in the historical property and casualty reserves that we established in
1993 and subsequent accounting years. The top line of the tables shows the estimated reserves for unpaid losses
and LAE set up as of each balance sheet date. Each amount in the top line represents the estimated amount of
future payments to be made for losses and LAE for losses occurring in that year and in prior years. The upper
(paid) portion of the table presents the cumulative amounts paid through each subsequent year on those losses for
which reserves were carried as of each balance sheet date. The lower (reserve re-estimated) portion of the table
shows the re-estimate of the initially recorded reserves as of each succeeding year-end ignoring claims paid but
adjusted for the effects of foreign exchange. The estimate changes as more information becomes known about the
actual losses for which the initial reserves were set up. The cumulative redundancy/(deficiency) line reflects the
cumulative changes in estimate since the initial reserve was established. The cumulative redundancy/(deficiency)
is equal to the initial reserve less the liability re-estimated as of December 31, 1999.

Reserves for losses and LAE are an accumulation of the estimated amounts necessary to settle
outstanding claims as of the date for which the reserve is stated. The following data is cumulative and therefore
ending balances should not be added since the amount at the end of each calendar year includes activity for
both the current and prior years.
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CONSOLIDATED LOSS DEVELOPMENT —GROSS OF REINSURANCE
(U.K. GAAP BASIS)

As of December 31,

1993 1994 1995 1996 1997 1998 1999

(£ in millions)
Initial net reserves for unpaid losses and LAE . . . . . . . . . . . . . . . . . . 9,473 9,533 9,805 9,305 9,388 9,391 10,834
Initial retroceded reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,513 2,451 2,224 2,241 2,240 2,152 3,183

Initial gross reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,986 11,984 12,029 11,546 11,628 11,543 14,017

Paid (cumulative) as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,262 3,591 3,327 3,320 3,469 3,564
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,530 5,337 5,156 5,125 5,303
Three years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,786 6,662 6,325 6,313
Four years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,754 7,476 7,146
Five years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,327 8,070
Six years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,770

Reserve re-estimated as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,863 12,006 11,192 11,147 11,397 11,387
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,055 11,510 11,069 10,871 11,080
Three years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,718 11,421 10,879 10,639
Four years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,632 11,236 10,626
Five years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,458 11,050
Six years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,349

Cumulative redundancy/(deficiency) . . . . . . . . . . . . . . . . . . . . . . . . . . 637 935 1,402 906 548 156

CONSOLIDATED LOSS DEVELOPMENT —NET OF REINSURANCE
(U.K. GAAP BASIS)

As of December 31,

1993 1994 1995 1996 1997 1998 1999

(£ in millions)
Initial net reserves for unpaid losses and LAE . . . . . . . . . . . . . . . . . . . . . . . . 9,473 9,533 9,805 9,305 9,388 9,391 10,834

Paid (cumulative) as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,580 2,833 2,613 2,499 2,706 2,863
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,308 4,181 3,852 3,905 4,133
Three years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,278 5,093 4,826 4,942
Four years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,895 5,767 5,744
Five years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,365 6,364
Six years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,822

Reserve re-estimated as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,309 9,437 8,901 8,897 9,085 9,112
Two Years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,344 8,901 8,692 8,709 8,780
Three years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,114 8,868 8,595 8,501
Four years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,984 8,774 8,379
Five years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,917 8,628
Six years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,803

Cumulative redundancy/(deficiency) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 670 905 1,425 804 607 279

We have experienced favorable loss reserve development in the more recent years as a result of
improvements in our claims settlement processes and the effect of declining inflation rates. As of December 31,
1999, our gross reserve for property and casualty losses and LAE of £11,543 million established at the end of
1998 has developed favorably by £156 million. We also experienced favorable development in each of the
preceding three years.
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Future reserve development may not necessarily benefit to the same extent given the continuing
pressure on the cost of medical and personal injury claims worldwide. In addition, conditions and trends that
have affected development of the liability for unpaid claims and LAE in the past will not necessarily recur in
the future. Accordingly, it is not appropriate to extrapolate future redundancies or deficiencies based on the data
in the above table.

A substantial proportion of our property and casualty business, principally personal automobile and
household, is short tail and therefore losses are reported and settled relatively quickly. It can be seen from the
loss development table, net of reinsurance, that by three years later over 50% of the claims initially reserved
are generally paid. Generally, by five years later the historical cumulative payment percentage is approximately
66% and by six years later it is approximately 72%.

Other than for the reinsurance arrangements with The Chubb Corporation described below, there have
been no portfolio transfers significant enough to distort the reserve development tables. The tables presented
include the run-off of acquired operations only for those periods subsequent to acquisition. A number of non-
material acquisitions have been made in the periods covered by the development tables, none of which has
significantly affected run-off. Run-off on the claims reserves of Trygg-Hansa and Orion, both acquired in 1999,
will be reflected in the loss development tables for 2000 for the first time.

The merger of Royal and Sun Alliance in 1996 did not bring about any material change in reserving
methodology or require additional reserving other than as described below. Some refinement to process took
place in the respective actuarial units but on the whole the methodologies used by the two companies produced
reserve levels of a consistent strength. It was general practice in both Royal and Sun Alliance to run a variety
of statistical techniques on each reserving population and to select the technique that best approximated the
ultimate costs of settling the claim. The selection of method was driven by the nature of the product and the
claims experience data available. Methods used included chain ladder, Bornhuetter-Ferguson and average cost
per claim. We continue to run a variety of statistical methods on reserving populations. The selection of the
actuarial technique adopted has been affected by the nature of the products selected by the Group post-merger,
the availability of data following changes to reserving systems and the introduction of consistent case handling
and reserving philosophies. We continue to refine both reserving population and method selection with the aim
of improving reserving quality. The most significant methodology change after the merger was the use of
consulting actuaries in 1999 to model pollution and asbestos risks on our inbound reinsurance book of business
covering old U.S. risks. The impact of this review is discussed below.

A reinsurance arrangement between Sun Alliance in the United Kingdom and The Chubb Corporation
in the United States was terminated with effect from January 1, 1997. The effect of the change to the
reinsurance arrangement was to transfer a portfolio of £175 million of existing net assumed reserves to Chubb.
This transfer had no effect on the reserve development redundancies/deficiencies.

In the years 1992 and 1993, both of our pre-merger predecessors experienced a period of particularly
adverse operating results that, coupled with a downturn in the U.K. economy, required them to strengthen
significantly their IBNR loss reserves. In 1993 in the United Kingdom, this amounted to approximately £275
million, with approximately £200 million added to IBNR for the domestic mortgage indemnity business and
£75 million to the marine and inbound reinsurance IBNR. Subsequent changes to policy wordings and the
discontinuance of particularly unprofitable lines of business has helped to return these lines of business to
profitability.

During this period the only exceptional reserve strengthening, other than in 1993, took place in 1996
in respect of asbestos and environmental IBNR in the United States where we increased reserves by £117
million.
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Other than for the issues discussed above, we have had no material reserve strengthening or releases,
nor have we noted any exceptional trends in our claims development in the six years preceding 1999. We have
had favorable loss reserve development in the more recent years as a result of selective underwriting,
improvements in our claims settlement processes and the effects of declining inflation rates.

The loss development tables presented are on a U.K. GAAP basis. The trends reflected would be
materially unchanged if these tables were presented on a U.S. GAAP basis.

The table below reconciles, as of the dates indicated, the gross loss reserve information presented
above to the reserves presented in our consolidated financial statements.

CONSOLIDATED RECONCILIATION OF RESERVES FOR LOSSES AND LAE
(U.K. GAAP BASIS)

As of December 31,

1999 1998 1997

(£ in millions)

Net reserves for unpaid losses and LAE at beginning of year . . . . . . . . . . . . 9,391 9,388 9,305
Reinsurance recoveries/receivables for unpaid losses and LAE at beginning

of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,152 2,240 2,241

Gross reserves for losses and LAE at beginning of year . . . . . . . . . . . . . . . . 11,543 11,628 11,546

Effect of changes in foreign exchange rates . . . . . . . . . . . . . . . . . . . . . . . . . 234 (147) 130

Effect of claims portfolio transfer and acquisitions . . . . . . . . . . . . . . . . . . . 2,215 — 59

Incurred related to:
Current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,799 6,309 5,928
Prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (137) (217) (327)

Total incurred losses and LAE . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,662 6,092 5,602

Paid related to:
Current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,073 2,561 2,330
Prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,564 3,469 3,320

Total paid losses and LAE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,637 6,030 5,650

Gross reserves for losses and LAE at end of year . . . . . . . . . . . . . . . . . . . . 14,017 11,543 11,628
Reinsurance recoverable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,183 2,152 2,240

Net reserves for losses and LAE at end of year . . . . . . . . . . . . . . . . . . . . . . 10,834 9,391 9,388

Total incurred as a percentage of gross reserves . . . . . . . . . . . . . . . . . . . . . . 57.7% 52.4% 48.5%
Current year incurred as a percentage of total incurred . . . . . . . . . . . . . . . . . 102.1% 103.6% 105.8%
Prior years incurred as a percentage of total incurred . . . . . . . . . . . . . . . . . . (2.1)% (3.6)% (5.8)%
Total paid as a percentage of net reserves . . . . . . . . . . . . . . . . . . . . . . . . . . 70.7% 64.2% 60.7%
Current year paid as a percentage of total paid . . . . . . . . . . . . . . . . . . . . . . 46.3% 42.5% 41.2%
Prior years paid as a percentage of total paid . . . . . . . . . . . . . . . . . . . . . . . . 53.7% 57.5% 58.8%

The acquisitions of Trygg-Hansa and Orion in 1999 have led to the significant increase in reserves.
The increase in reserves for these operations has been reflected in the claims portfolio transfer and acquisitions
line item on the table.

Changes in foreign exchange rates have led to a £234 million increase in gross reserves at the end of
1999 mainly as a result of the strengthening of the Australian, Canadian and US dollar exchange rates. This
compares to a £147 million decrease at the end of 1998.
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Reserves for Asbestos and Environmental Losses

The tables below present the changes in the historical asbestos and environmental reserves established
by us for 1997 and subsequent accounting years.

ASBESTOS LOSS DEVELOPMENT TABLE —GROSS OF REINSURANCE
(U.K. GAAP BASIS)

As of December 31,

1997 1998 1999

(£ in millions)

Initial net reserves for unpaid losses and LAE . . . . . . . . . . . . . . . . . . . . . . . . . 309.2 301.6 293.2
Initial retroceded reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82.1 75.7 44.9

Initial gross reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391.3 377.3 338.1
Paid (cumulative) as of:

One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.4 25.5
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43.2

Reserve re-estimated as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 394.5 341.7
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 357.4

Cumulative redundancy/(deficiency) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33.9 35.6

ASBESTOS LOSS DEVELOPMENT TABLE —NET OF REINSURANCE
(U.K. GAAP BASIS)

As of December 31,

1997 1998 1999

(£ in millions)

Initial net reserves for unpaid losses and LAE . . . . . . . . . . . . . . . . . . . . . . . . . 309.2 301.6 293.2
Paid (cumulative) as of:

One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.7 23.1
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32.4

Reserve re-estimated as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 310.1 298.9
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 306.7

Cumulative redundancy/(deficiency) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5 2.7

138



ENVIRONMENTAL LOSS DEVELOPMENT TABLE —GROSS OF REINSURANCE
(U.K. GAAP BASIS)

As of December 31,

1997 1998 1999

(£ in millions)

Initial net reserves for unpaid losses and LAE . . . . . . . . . . . . . . . . . . . . . . . . . 328.8 301.3 317.1
Initial retroceded reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76.8 70.6 71.9

Initial gross reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 405.6 371.9 389.0
Paid (cumulative) as of:

One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40.2 36.9
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76.3

Reserve re-estimated as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 408.7 397.0
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 431.4

Cumulative redundancy/(deficiency) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25.8) (25.1)

ENVIRONMENTAL LOSS DEVELOPMENT TABLE —NET OF REINSURANCE
(U.K. GAAP BASIS)

As of December 31,

1997 1998 1999

(£ in millions)

Initial net reserves for unpaid losses and LAE . . . . . . . . . . . . . . . . . . . . . . . . . 328.8 301.3 317.1
Paid (cumulative) as of:

One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.5 27.9
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59.1

Reserve re-estimated as of:
One year later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 330.1 318.9
Two years later . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 346.7

Cumulative redundancy/(deficiency) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17.9) (17.6)

We have exposure to liabilities for asbestos related and environmental pollution (‘‘A&E’’) losses
arising from the sale of commercial liability and multi-peril policies prior to 1987. After 1987, policy wordings
contained more prescriptive, and in many cases absolute, exclusions for these types of exposure thereby
considerably reducing the potential for loss.

Coverages provided under which these liabilities have emerged were in most cases with smaller
commercial customers and involved small policy aggregate limits and limits to coverage. We wrote a limited
amount of excess coverage in the United States, most of which were excess policies on top of our own primary
covers as opposed to primary policies written by other insurers. As a result, to a large extent, we were able to
maintain underwriting and policy wording discipline. Excess policies are insurance policies which provide
coverage in excess of the policy limits of another insurance policy, sometimes referred to as the primary policy.
In other words, primary policies provide insurance coverage only to a defined limit of liability. Excess policies
provide additional coverage beyond this liability limit.

Reserving for A&E claims is subject to a range of uncertainties that are generally greater than those
presented by other types of claims. These include long reporting delays, unresolved legal issues on policy
coverage and the identity of the insureds. As a consequence, traditional loss reserving techniques cannot wholly
be relied on and we have employed specialized techniques to determine reserves in a prudent manner using the
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extensive knowledge of both internal A&E experts and external legal and professional advisors. Despite the
uncertainties, management believes that reserves are adequate to cover both notified claims and losses yet to be
reported. However, changes to existing legal interpretation or new legislation could adversely impact reserves
and thus results in further periods.

Total net outstanding A&E claims reserves at the end of 1999 amounted to £610.3 million. Net A&E
reserves have increased from £602.9 million at the end of 1998, primarily as a result of the acquisition of
Orion. The Orion acquisition increased net A&E reserves by £39.7 million. The increase in net A&E reserves
following this acquisition has been partly offset by the high levels of payments on asbestos reserves in 1999.
The loss development tables presented limit the impact of run-off attributable to acquired businesses to those
periods subsequent to the acquisition date. No material A&E run-off has emerged from the businesses acquired
in 1999. The A&E reserves are mainly in the United Kingdom and the United States (approximately £572
million), and to a lesser extent in Canada and Australia (approximately £38 million). Amounts recoverable
from reinsurers as of December 31, 1999 amounted to £117 million. Unrecoverable amounts, which are not
included in the above figure, are not significant and have been fully provided for.

Reserves for environmental liabilities include provision for IBNR claims. The Group has provided for
IBNR claims based on modeling performed by both internal experts and external consulting actuaries.

As with other claims reserves, A&E reserves are subject to regular internal review and updating. It is
our practice to periodically subject reserves to independent actuarial review and in 1996 following a
comprehensive review by an independent actuarial consulting firm, A&E reserves in the United States were
strengthened by £117 million and in the United Kingdom by £25 million. Our A&E reserves in the United
States were reviewed by independent actuaries in 1999 and our overall level of claims reserves remains in the
range indicated by the actuaries. Asbestos reserves on inbound reinsurance business in the United Kingdom
were reviewed by consulting actuaries in 1999. Resulting from this and other reviews, we released gross
reserves of £40 million. The net impact of this release after reinsurance was £6 million.

Over the past few years, our U.S. operation has been aggressively pursuing A&E claims settlements.
This process has involved, where possible, legally enforceable settlement agreements to limit our liabilities.
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UNDERWRITING AND PRICING

Underwriting and Pricing

Disciplined underwriting, encompassing risk assessment, risk management, pricing and exposure
control is critical to our success. The Group has issued property and casualty underwriting policies that identify
the broad approach to be adopted in respect of risk selection and management, pricing adequacy, identification
and management of aggregation to exposure and claims handling. These principles are adapted to local market,
legal and regulatory environments and further embodied in detailed underwriting procedures. The goal is for
our underwriters to be in a position to:

� understand and assess each risk;

� make appropriate decisions;

� differentiate between risks;

� apply suitable terms and conditions in order to manage the portfolio;

� control exposure; and

� improve the predictability of the loss experience and make appropriate use of our capacity.

In establishing prices, each of our businesses has access to extensive customer data from its own
records and access to appropriate market data. We have an extensive range of underwriting practice teams and
intranets which pool knowledge from across our operations on specific subjects and ensure that the full body of
corporate knowledge is available to any one of our underwriters when they are presented with a risk which may
be outside their immediate experience.

We have a world-wide Risk Review Committee. It is comprised of members from each of our
disciplines and helps our businesses evaluate risk and risk exposure. Its task is to:

� provide an emerging risk identification process, including the identification of emerging issues
and the setting of these into risk scenarios for consideration by the regions as part of an
overall process of self appraisal;

� consider aggregation of risk across regions;

� assist Group Financial Control on issues identified through the process of self appraisal;

� maintain and develop the Group risk model; and

� monitor and report on the Group’s approach to managing risks.

Pricing for property and casualty products is generally based upon historic claims frequencies and
claims severity averages, adjusted for inflation and trended forward to recognize anticipated changes in claims
patterns. While claims remain our principal cost, we also make allowance in the pricing procedures for
acquisition expenses, administration expenses and reasonable profit. Pricing for our life insurance products is
generally based upon the expected pay out of benefits calculated through the use of assumptions regarding
mortality, morbidity, expense, persistency and investment returns as well as certain economic factors such as
inflation. Pricing for our asset accumulation products varies depending upon the specific product but is
generally based upon investment return, expenses and persistency.
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Catastrophe Risk and Exposure Controls

Like other property and casualty insurers, we are exposed to multiple insured losses arising out of a
single occurrence, whether a natural event such as a hurricane, flood or an earthquake, or another catastrophe
such as an explosion or fire at a major industrial facility. Any such catastrophic event could generate insured
losses under one or more of our policies. Our largest single net catastrophe loss in recent years arose from
Hurricane Georges in 1998, which produced pre-tax catastrophe losses, net of reinsurance, of £87 million.
Catastrophic events in recent years have caused us, like other property and casualty insurers generally, to
reevaluate the probability of certain types of catastrophic events and the potential losses resulting from
geographic concentrations of risk, and to more frequently monitor our overall exposure.

The ability of our businesses in each territory to assess the aggregation risk of a single event impacting
on thousands of policyholders is vital. We employ proprietary exposure measurement systems to assess these
risks. In some markets, particularly in the United Kingdom, we have in addition developed our own expertise
in catastrophe modeling that we use in conjunction with outside consultants. The accurate estimation of our
potential expected maximum loss for a catastrophe is critical and is the primary factor we consider when we
design our catastrophe reinsurance program.

We share expertise among the Group on catastrophe modeling through our Worldwide Reinsurance
Practice Group that also provides us with an overview of our company-wide catastrophe exposures and
reinsurance adequacy. In all cases we buy sufficient catastrophe reinsurance to provide for exposures beyond
our expected maximum loss. This is facilitated through use of our worldwide intranet.

From 1999, we set our total retention for a single catastrophic event based on geographic location. Our
total retentions for a single event for 2000 are:

� £200 million total retention for an event in Europe, including the United Kingdom;

� £75 million total retention for an event in the United States and/or Canada; and

� £50 million total retention for an event anywhere else in the world.

Our subsidiaries are responsible for buying reinsurance to protect their results against catastrophes and
for determining their own retentions. However, the aggregate of the retentions set by all of our subsidiaries on
their external catastrophe reinsurance programs for a single event falls within the Group totals set forth above.

The following table summarizes our gross catastrophe exposures (measured by the total cost of claims
before reinsurance) by geographic area for the periods indicated. These are calculated on a probable maximum
loss basis for a return period of at least 100 years.

Year Ended December 31,

1999 1998 1997

(£ millions)

United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 825 985 1,075
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 195 250 238
United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 165 170
Caribbean and Latin America . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 180 175 160
Australia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 176 213 223
New Zealand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 225 198 206

Although the above represents the areas of our largest probable maximum loss exposures, we also
regularly monitor our exposure in all markets in which we have property and casualty business, none of which
currently represents a probable maximum loss exposure in excess of £125 million gross, before reinsurance.
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REINSURANCE

We reinsure a portion of the risks we underwrite to control our exposure to losses, stabilize earnings
and protect surplus. Our reinsurance strategy is to purchase reinsurance in the most cost-effective manner from
reinsurers who meet the security standards set by our Worldwide Group Office for all of our subsidiaries. Each
of our insurance company subsidiaries is empowered to purchase the reinsurance that it deems appropriate for
the insurance that it writes. However, we have established a captive reinsurance vehicle because our business is
highly diversified both in terms of the types of risks we cover and the markets in which we cover them. This
allows us to retain risks for which we have available capital at the Group level but which we otherwise have to
reinsure due to capital and surplus requirements at the local level. To accomplish this our captive reinsurer,
Globe Reinsurance (IOM) Limited, or Globe Re, participates in our reinsurance programs with third party
reinsurers. Globe Re’s underwriter uses a risk-based capital model to help assess the optimum amount of
catastrophe risk that Globe Re should underwrite on programs ceded by our subsidiaries to the external
reinsurance market. The underwriter works within risk-based capital guidelines approved by the Board of
Directors of Globe Re. For non-catastrophe reinsurance, Globe Re’s underwriter selects risks to reinsure based
on information provided by our ceding subsidiaries to the external reinsurance market, again working within
guidelines set by the Board of Globe Re.

We cede to reinsurers a portion of our risks and pay premiums based upon the risk and exposure of the
policies subject to such reinsurance. Reinsurance recoveries are subject to collectability in all cases and to
aggregate loss limits in certain cases. Although the reinsurer is liable to us to the extent of the reinsurance
ceded, we remain primarily liable as the direct insurer on all risks reinsured. We hold collateral, including
escrow funds and letters of credit, under certain reinsurance agreements. We monitor the financial condition of
reinsurers on an ongoing basis, and review our reinsurance arrangements regularly.

In monitoring our reinsurance:

� We review the adequacy of our reinsurance arrangements with a view to ensuring that they
reflect our maximum exposure in any of our insurance company subsidiaries. We use external
modeling agencies to calculate our potential catastrophe exposures in addition to our own
analyses.

� Our strategy is to seek reinsurers with the best combination of credit rating, price and
capacity. We publish internally a list of authorized reinsurers who have passed our security
review process. We carry out a review of the financial security of each of our reinsurers at
least annually.

� As a part of this review work, we look at the public ratings of our reinsurers. Reinsurers
whose public rating is less than BBB with Standard & Poor’s or comparable with A M Best
are removed automatically from our authorized list.
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Each of our primary reinsurers is rated A or higher by Standard & Poor’s. As of December 31, 1999
over 94% of our treaty cessions by premium were with reinsurers rated A or higher. The table below sets forth
the ratings assigned by Standard & Poor’s to our primary treaty reinsurers and the amounts ceded to them
during the year ended December 31, 1999. Treaty cessions are the risks we pass to our reinsurers under treaty
reinsurance agreements. This type of reinsurance is based on a predetermined portion or category of specified
risks underwritten by the ceding company and automatically assumed by the reinsurer. For each reinsurance
group to which we cede material total premiums, the table shows the ratings of all reinsurance companies in
that reinsurance group with which we do business.

Reinsurance Group

Ceded
Premiums

(£ in millions) S&P Rating

General Reinsurance Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39.4 AAA
Lloyd’s of London . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38.1 A+
Swiss Re Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34.1 AAA
Munich Re Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.9 AAA
G E Capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19.0 AAA
The St Paul Companies Inc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.9 A or Better
Exel Ltd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.8 AA
ACE Ltd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.5 A+
Zurich Insurance Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.3 AA
Haftpflichtverband der Deutschen Ind (HDI) . . . . . . . . . . . . . . . . . . . . . . . . . 7.7 AA

Our facultative placements, other than those with captive reinsurers of our major retail clients, are
overwhelmingly with the same reinsurers as shown above. Facultative placements, or risks under facultative
treaties, reinsure all or part of a single policy determined on a contract-by-contract basis.

We monitor the amounts due to and from each of our major reinsurers. As of December 31, 1999, we
had a reinsurance recoverable from one of our reinsurers, with a Standard & Poor’s rating of AAA, of
approximately £280 million. As of May 31, 2000, this amount had increased to approximately £380 million.

We aim to limit the impact of credit risk on claims due from captive reinsurers, with whom we deal as
part of our commercial lines business, by analysis of their finances and controlling the maximum exposures of
the captives.

We monitor changes in the financial security of reinsurers to see whether their ability to pay
recoverables in full is doubtful. Where we believe a reinsurer’s ability to pay in full is doubtful, our Worldwide
Group Office sets guidelines for provisioning for uncollectable reinsurance. These guidelines apply to all
operations. An operation setting provisions other than at the guideline level is required to notify our Worldwide
Group Office of the reasons for doing so. This is so that, in setting guidance for future years, Worldwide Group
Office is aware of locally available information. Worldwide Group Office analyzes local provisions versus our
guidelines. As of December 31, 1999 total provisions for uncollectable reinsurance were £17.1 million.

Certain of our subsidiaries are members of government-mandated pools in various parts of the world.
As of December 31, 1999 the largest pool (by premium volume) was Pool Re operated by the U.K. government
to provide terrorism cover. Total premiums paid by our U.K. operations to Pool Re in 1999 were approximately
£15.8 million.
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REGULATION

General

Our insurance business is subject to detailed regulation in all the jurisdictions in which we transact
business. In addition, European Union, or EU, directives have had and will have a significant impact on the
regulation of the insurance industry in the EU as such directives are implemented through legislation adopted
within each member state.

The 1992 EU insurance directives on direct life insurance and direct insurance other than life
insurance were implemented in the United Kingdom and certain other jurisdictions through legislation, which
became effective in July 1994. These directives are based on the ‘‘home country control’’ principle according to
which the ongoing regulation of insurance companies, including their non-home insurance operations (whether
direct or through branches) is the responsibility of the home country insurance regulatory authority. The home
country insurance regulatory authority monitors compliance with applicable regulations, the solvency of the
insurer and its actuarial liabilities and the supporting assets. As a result of the implementation of these
directives, most insurance companies that have been licensed to conduct insurance business in one jurisdiction
of the EU may do business directly or through branches in all other jurisdictions of the EU without being
subject to licensing requirements under the laws of the additional jurisdictions. Selling activities of non-home
insurance operations, however, are regulated by the regulatory authorities in the country in which the sale of
the insurance product takes place.

A recent EU directive covers the supplementary supervision of insurance undertakings in an insurance
group. The Financial Services Authority (‘‘FSA’’), in the United Kingdom has issued a further consultation
paper (‘‘CP50’’) for comments by the end of August 2000. However, it is perceived that much of the new
legislation is already contained within U.K. law.

Set forth below is a description of the principal regulations to which we and our principal insurance
subsidiaries are subject.

United Kingdom

General

Insurance companies in the United Kingdom for both long term (life) and general (property and
casualty) insurance are regulated principally by the Insurance Companies Act 1982 (the ‘‘1982 Act’’) and
various regulations promulgated thereunder and EU insurance directives. The principal objective of the U.K.
insurance regulations is protection of the policyholder. Legislation has been enacted to ensure that there is
much closer control over certain aspects of the operations of insurance companies than for non-financial
services companies. Much of the legislation is based on EU directives, so that the legislative environment in the
United Kingdom is similar to that in many other European Economic Area, or EEA, member states.

The current regulatory framework is complex with a number of different bodies potentially exerting
regulatory influence over different aspects of an insurance company’s operations. There are basically two
different types of regulation, which have an impact on insurance companies:

� Prudential supervision. The FSA (formerly called the Securities and Investments Board, or
SIB) has general supervisory authority under the 1982 Act. The 1982 Act gives the FSA
(under the auspices of Her Majesty’s Treasury (the ‘‘Treasury’’)) wide-ranging powers for the
authorization of insurance companies, on-going supervision, powers of intervention in the
management of insurance companies and, ultimately the power to withdraw authorization or
petition for the winding up of an insurance operation. Under powers granted under the 1982
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Act, the Treasury is able to issue regulations from time to time, which deal primarily with the
supervision of insurance companies.

� Sales practices regulation.Monitoring of retail selling practices and the business conduct of
an insurance company carrying on investment business (which includes most long term (life)
business) is the responsibility of the FSA under the power conferred by the Financial Services
Act 1986. In practice, this is being carried out by the FSA, acting as agent for the relevant
Self Regulatory Organizations, or SROs, namely the Personal Investment Authority, or PIA,
and the Investment Management Regulatory Organization, or IMRO.

The FSA has assumed de facto responsibility for both the prudential and business conduct regulation
of insurance companies effective January 1, 1999. There has been substantial consultation over various aspects
of their intended approach.

The FSA will assume the regulatory and registration functions of the PIA, IMRO and the Treasury
under the Financial Services and Markets Act 2000, passed in June. The Act is designed to replace all current
U.K. regulatory legislation including the Financial Services Act 1986, the 1982 Act, the Policyholders
Protection Act 1975 and secondary legislation governing the regulation of insurance companies. Currently, the
FSA has issued a number of consultative papers to gauge public opinion on the rules that are likely to be
implemented. There is no current intention for the sale of general (property and casualty) insurance products to
be made subject to the kind of sales practices regulation which currently applies to investment business,
although the FSA will have powers to intervene in the event of misleading promotions of these insurance
products. However, consideration is being given to applying these sales practice regulations to mortgage related
products. We anticipate that the Act will be brought into force in the first half of 2001.

Company Regulation

All insurers (including non-U.K. concerns wishing to establish and operate an insurance subsidiary
within the U.K.) must be authorized by the FSA which grants authorizations after consideration of the
applicant’s capital resources, proposed business plan, underwriting policies and reinsurance arrangements and
the qualifications of its directors and management. Authorizations may include limitations, for example, on
gross premiums written, investments and transactions with associated companies or as the FSA otherwise
deems appropriate.

However, if the applicant is a direct insurer (or a branch of a direct insurer) that is already authorized
to write insurance business in its home jurisdiction within the EU, then it need only comply with minimal
notification formalities.

All U.K. authorized insurance companies must submit to the FSA annual returns and, in some cases,
more frequent returns, together with audited annual financial statements. The FSA uses the annual return to
monitor the solvency (ability to meet current and future claims payments to policyholders) of an insurance
company, and, for general (property and casualty) business, to assess retrospectively the adequacy of the
company’s claim provisions. For a long term (life) insurance company, the FSA is also concerned that the
company is able to meet policyholders’ reasonable expectations. For long term (life) business, the appointed
actuary must sign a certificate as to whether admissible assets are sufficient to cover the long term (life)
business liabilities. In the event that a long term (life) insurance company is insolvent, the parent company
cannot pay out dividends. The directors are also required to sign a certificate, which includes a statement as to
whether the company has maintained the required minimum margin of solvency throughout the year, and
whether there has been appropriate segregation of long term (life) business funds from other funds and
operations of the business.
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The FSA has the authority to direct that assets be put under the control of an approved trustee as well
as to investigate a company’s affairs at any time and to determine whether an individual is a fit and proper
person to control or manage an insurance company.

Compensation Schemes

A potential annual assessment for the protection of individuals is imposed on all insurance companies
(whether a U.K. or non-U.K. insurer) underwriting long term (life) and general (property and casualty) business
in the United Kingdom to fund the Policyholders Protection Board, established under the Policyholders
Protection Act 1975. The assessment is based on relevant net premium income with a maximum levy of 1.0%
in any year. The funds collected by imposition of the assessment are used to provide compensation for
individual policyholders in the event of insolvency of the insurance company. In practice, the levies made on
insurers in recent years have related to general (property and casualty) business. No levy has been imposed in
the last three years. In 1996, a 0.25% levy was imposed.

The Investors’ Compensation Scheme created under the Financial Services Act 1986 is a fund set up
to provide compensation to customers of authorized firms, including long term (life) insurance companies in the
event that the company goes into liquidation. A charge is made on all PIA members to finance this fund. A
levy was announced in May 1997 in connection with the pension misselling review on long term (life)
insurance companies which received personal pension business from independent financial advisers between
July 1, 1988 and June 30, 1994. Since this date, further levies have arisen and are likely to continue until the
pensions misselling review has been completed. This is scheduled for June 2002.

The FSA intends, under the Financial Services and Markets Act 2000, to integrate the above schemes
under one compensatory scheme, together with other schemes applicable in the financial services area.

In addition, there is a Motor Insurers’ Bureau, or MIB, scheme, which imposes a levy on all
companies underwriting automobile business. The MIB is used to compensate victims of uninsured and
untraced drivers. The levy is made annually and will in part depend upon the total amount that the MIB needs
to raise to finance compensation during the year. The levy is calculated by reference to gross premiums written.

Consumer Complaints

The FSA, in November 1999, issued its second Consultation Paper (‘‘CP33’’) on arrangements that
should apply for handling consumer complaints under the new system of financial services regulation. The
paper sets out detailed proposals relating to key aspects of the Financial Services Ombudsman Scheme, which
will replace the eight existing dispute resolution mechanisms in the financial services area.

The statutory framework, the Scheme and the respective responsibilities of the FSA and the Scheme
Operator, the separate company that will operate the Scheme, are set out in the Financial Services and Markets
Act 2000. A further consultation paper was published in May 2000, which includes the responses received on
CP33 and sets out the draft rules the FSA proposes to make. The period for consultation responses closes at the
end of August 2000.

The Scheme is expected to be the largest Ombudsman in the world with a budget of £20 million. At
least 10,000 firms are expected to be subject to the Scheme’s Compulsory Jurisdiction which will apply to FSA
authorized firms only. The new Scheme will provide a free, simple, informed and accessible alternative to the
courts. It will cover similar kinds of dispute to the existing schemes including, for example, complaints about
misselling, unsuitable advice, unfair treatment, maladministration, misleading advertising, delay and poor
service in relation to products or services provided by financial services firms.
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The Scheme will comply with the criteria of Ombudsmen schemes set out by the British and Irish
Ombudsman Association which are independent from the industry, accessibility for complainants, fairness in its
decision making and public accountability. The main change from the current schemes’ arrangements will be
that small business customers of insurers will be eligible to bring a complaint to the Scheme for the first time.
The CP proposes that small businesses will be those that have a turnover of less than £1 million and fewer than
five employees.

Investments and Reserves

The FSA requires that adequate reserves be maintained for each class of business underwritten both in
respect of reported claims and those incurred but not reported. While no specific regulations exist that dictate
the types of investment that must support insurance liabilities, there are asset admissibility rules for purposes of
measuring solvency. In addition, an insurance company must ensure that such funds are not depleted to a point
where they are no longer sufficient to meet the required margin of solvency.

Solvency

U.K. minimum solvency requirements are in accordance with relevant EU legislation. The required
solvency margin and the guarantee fund minimum are calculated using the ECU British pound exchange rate
on October 31, each year. The October 31, 1999 ECU rate was £0.6393. For general (property and casualty)
insurers, the margin required is generally the larger of (a) 18% of the first 10,000,000 ECU of gross premiums
for the year plus 16% of the remainder reduced by the ratio of gross reinsurance recoveries to gross claims paid
during the last year (maximum reduction 50%), (b) 26% of the first 7,000,000 ECU of average gross claims for
the past three years plus 23% of the remainder reduced by a reinsurance factor as under the premium basis, and
(c) a fixed amount, referred to as the minimum guarantee fund, ranging from 200,000 ECU to 1,400,000 ECU
depending on the class of business and, in the case of credit insurance business, the amount of premiums and
contributions due in respect of that business.

For long term (life) insurers, the minimum solvency margin is assessed by a mathematical formula.
However, the minimum guarantee fund must generally be at least 800,000 ECU should the formula produce a
lesser figure.

The EU is currently in the process of a wholesale review of solvency margins. A quick fix is currently
being considered of enhancing percentages for certain classes of business.

Auditing Requirements

The process of auditing an insurer’s financial statements and part of the annual return is required to be
carried out by a qualified and independent auditor who reports on the truth and fairness of the financial
statements as presented. Under certain circumstances, the auditor may issue a qualified report. Failure to
produce audited financial statements and the annual return as required by Treasury regulations may lead to the
imposition of sanctions on the insurer.

Appointed Actuary

Under U.K. insurance legislation, each insurer carrying on long term (life) business must appoint an
actuary who will prepare an annual report for the company’s directors in relation to the company’s long term
(life) business quantifying the liabilities and confirming the solvency of the long term (life) business fund. The
FSA must receive full details of the appointed actuary’s report including the methods and assumptions adopted.
The appointed actuary has a professional duty to be satisfied at all times as to the solvency of the insurance
company’s long term (life) fund and to report, with recommendations, on bonus rates and premium rates.
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Supervision of Management and Control

No U.K. insurance company may appoint any person as managing director or chief executive without
the FSA’s prior approval, and no person may become a ‘‘controller’’ (as defined in the 1982 Act, but the term
includes, broadly, all holding companies, and the managing directors, the chief executives of holding companies
of those companies which are insurance companies and any other company or person holding more than 10%
of the shares in an insurance company or one of its holding companies) of an insurance company without such
approval. In addition, a person who is already a controller of an insurance company may generally not acquire
a ‘‘notifiable holding’’ in the company unless the person has served on the FSA notice of its intention to
acquire such a holding and the number of shares or details of the voting rights which it proposes to acquire.
The term ‘‘notifiable holding’’ means voting rights or shares of the insurance company or of a corporation of
which it is a subsidiary which, if acquired either alone or with any associates by any person that is already a
controller of the insurance company, will result in its increasing its percentage holding to 10% or more, to 20%
or more, to 33% or more or to 50% or will result in the insurance company becoming a subsidiary of that
person.

Products

Only products that fall within the classes of business in respect of which an authorization is granted by
the FSA may be underwritten. Applications to underwrite an additional class or classes of business will be
considered by the FSA provided all regulatory requirements are fulfilled. Failure to write business in a class
over a certain period of time may lead to the withdrawal of the authorization.

Marketing

There is minimal specific regulation of the marketing of general (property and casualty) insurance in
the United Kingdom. The 1982 Act requires certain information to be disclosed to policyholders at the time or
shortly after a policy is taken out and contains certain provisions regarding advertisements but these regulatory
requirements are not onerous.

The marketing of most long term (life) insurance business (including pension business) falls within the
definition of ‘‘investment business’’ for the purposes of the Financial Services Act 1986. Any authorized
insurer which markets such products is obliged to ensure that its marketing activities comply with the
provisions of that Act and, in particular, with rules made by the FSA or by any of the SROs to which the FSA
has delegated its rule making authority. In the case of long term (life) insurance companies, the relevant SRO is
currently the PIA. Becoming a member of PIA and thereby agreeing to comply with its rules gives long term
(life) insurers the requisite authorization to market insurance products which also qualify as investment
business.

So-called ‘‘polarization’’ rules mean that sellers of investment products must either act for a single
insurance product provider or must be completely independent, such as an independent financial adviser. In
either case, there is a duty to disclose the tied or independent status and to recommend to prospective
policyholders only products that are suited to their needs. Regulations prohibit insurers from establishing a
commission structure that may encourage the promotion of any particular product at the expense of customer
requirements.

Training and Compliance

U.K. self-regulatory authorities have imposed strict requirements with respect to training and selling
methods in recent years. In particular PIA members must have a training program for their agents, who must
demonstrate that they meet certain competence standards. This training program must meet PIA requirements.
All sales people whether working for an independent financial adviser or for a direct product provider are now
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required to pass examinations in order to sell long term (life) insurance and pension products. In addition, long
term (life) insurance companies are required to appoint a compliance officer whose responsibility is to ensure
compliance with training and selling regulations. The compliance officer must report to a director of the
company, unless the PIA agrees on an alternative approach. The costs of such training and oversight have
increased insurers’ costs.

Regular inspections of members, known as periodic inspection visits, or PIVs, are carried out by the
PIA. The PIA has the authority to discipline members. The PIA also has a complaints bureau, the Ombudsman,
which is compulsory for all PIA members.

Disclosure Regulations

Detailed information is required to be disclosed to the customer at the time of sale about any
investment product being purchased, in particular the projection of surrender and maturity values based on the
insurer’s own charges and expenses, and commission to be paid or commission plus benefits and services to be
provided to the sales person as a reward for the introduction. The customer is also entitled to documents
explaining key features of the contracts in non-technical language and to the right to cancel the contract within
14 days. These regulations exceed the disclosure standards mandated by EU directives.

Underwriting

At the end of 1996, regulations came into force restricting discrimination by insurers against
applicants on the grounds of disability, unless the underwriting decision is based upon a reasonable application
of information relevant to the assessment of the risk to be insured, and from a source upon which it is
reasonable to rely.

The Association of British Insurers issued a Code of Practice for Genetic Testing (‘‘Code of Practice’’)
effective January 1, 1998. The Code of Practice endorses the present two year moratorium on use of previously
conducted genetic tests for underwriting decisions on contracts not in excess of £100,000 and connected to a
mortgage. There are also strict statutory rules covering the confidential storage of and access to personal
medical details.

The Human Genetics Advisory Council, established to advise the U.K. government, issued its report in
December 1997. The report did not recommend a permanent ban on the use of genetic test results. However,
they recommend a two year moratorium for all types of life insurance regardless of the amount of the insurance
contract. In addition, the report acknowledges that the insurance industry has satisfactory arrangements in place
to safeguard confidentiality of genetic test results.

New Regulatory Developments

A Labor government was elected in May 1997 with a manifesto including plans for significant changes
to the regulatory structure governing financial services, income tax treatment of certain investment products,
and pensions legislation. This resulted in the publication of the Financial Services and Markets Act 2000. The
core of the new financial regulatory structure was created on October 28, 1997 when the SIB formally changed
its name to the FSA.

Since then, the Bank of England has transferred its supervisory responsibilities to the FSA. The
regulatory role currently discharged by the Treasury and the SROs will in due course be formally transferred to
the FSA, when the Financial Services and Markets Act 2000 is brought into force (expected to be in the first
half of 2001).
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A review of current pensions legislation has resulted in government proposals for ‘‘stakeholder’’
pension legislation, which will come into effect in April 2001. Such pensions would be offered by existing
product providers. These products will be subject to low charges and would allow individuals to make a very
low level of contribution. These proposals are currently being implemented by the U.K. pensions industry.

Apart from the new stakeholder pensions and a new defined contribution tax regime being introduced
in April 2001, the U.K. government is introducing a new Second State Pension which will replace the existing
state funded earnings related schemes possibly in 2002. This is still at the consultation stage.

United States

General State Supervision

In the United States, our U.S. subsidiaries are authorized to transact the business of insurance in all 50
states, the District of Columbia, Puerto Rico, the U.S. Virgin Islands and Guam. As licensed insurance
companies, our U.S. subsidiaries are subject to considerable regulation and supervision by state insurance
administrators. Each state has a chief insurance official (generally the commissioner or superintendent of
insurance) and a staff (generally the department of insurance) to fulfill this regulatory mandate. The extent of
regulation varies but generally has its source in statutes that delegate regulatory, supervisory and administrative
authority to a department of insurance in each state. Among other things, state insurance commissioners
regulate insurer solvency standards, insurer and agent licensing, authorized investments, premium rates,
restrictions on the size of risks that may be insured under a single policy, loss and expense reserves and
provisions for unearned premiums, deposits of securities for the benefit of policyholders, policy form approval
and market conduct regulation, including the use of credit information in underwriting and other underwriting
and claims practices. In addition, many states have enacted variations of competitive ratemaking laws, which
allow insurers to set premium rates for certain classes of insurance without obtaining the prior approval of the
state insurance department. State insurance departments also conduct periodic examinations of the affairs of
insurance companies and require the filing of annual and other reports relating to the financial condition of
companies and other matters.

Many states have insurance holding company laws which require notice to, and approval by, the state
insurance commissioner for the declaration or payment of any dividend, which together with other distributions
made within the preceding twelve months, exceeds the lesser of (i) 10% of the insurer’s surplus or (ii) the
insurer’s net income for the twelve-month period ending the preceding December 31, in each case determined
in accordance with statutory accounting practices. Such declaration or payment is further limited by adjusted
unassigned surplus, as determined in accordance with statutory accounting practices. These same holding
company laws will in many instances require notice (at times on a prior approval basis) of certain intra-group
transactions and agreements.

Virtually all states require licensed insurers to participate in various forms of guaranty associations in
order to bear a portion of the loss suffered by certain insureds caused by the insolvency of other insurers.
Depending upon state law, insurers can be assessed an amount that is generally equal to between 1% and 2% of
the annual premiums written for the relevant lines of insurance in that state to pay the claims of an insolvent
insurer. Most of these assessments are recoverable through premium rates, premium tax credits or policy
surcharges. Significant increases in assessments could limit the ability of our insurance subsidiaries to recover
such assessments through tax credits. In addition, there have been legislative efforts to limit or repeal the tax
offset provisions, which efforts, to date, have been generally unsuccessful. These assessments may increase or
decrease in the future depending upon the rate of insolvencies of insurance companies.

Our insurance subsidiaries are also required to participate in various involuntary assigned risk pools,
principally involving workers’ compensation and automobile insurance, which provide various insurance
coverages to individuals or other entities that otherwise are unable to purchase such coverage in the voluntary
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market. Participation in these pools in most states is generally in proportion to voluntary writings of related
lines of business in that state.

In November 1999, the Gramm-Leach-Bliley Act (Financial Services Modernization Act) was enacted.
The law authorizes financial services companies to affiliate and generally eliminates legal barriers established to
separate the banking, insurance and securities industries. Certain state laws and regulations affecting the
financial services industry, including the provisions governing relationships among insurance companies and
agents, investment banks and commercial banks are preempted by the Financial Services Modernization Act.
The potential impact of such legislation on our businesses cannot be predicted at this time.

Risk-Based Capital

In order to enhance the regulation of insurer solvency, a Risk Based Capital, or RBC, formula and
model were adopted by the National Association of Insurance Commissioners, or NAIC. RBC is designed to
assess minimum capital requirements and raise the level of protection that statutory surplus provides for
policyholder obligations. The RBC formula for property and casualty insurance companies measures four major
areas of risk: (i) underwriting, which encompasses the risk of adverse loss developments and inadequate
pricing; (ii) declines in asset values arising from credit risk; (iii) declines in asset values arising from
investment risks; and (iv) off-balance sheet risk arising from adverse experience from non-controlled assets,
guarantees for affiliates or other contingent liabilities and reserve and premium growth. Pursuant to the law,
insurers having less statutory surplus than that required by the RBC calculation will be subject to varying
degrees of regulatory action, depending on the level of capital inadequacy.

The RBC law provides for four levels of regulatory action. The extent of regulatory intervention and
action increases as the level of surplus to RBC falls. The ‘‘Company Action Level’’ (as defined by the NAIC)
requires an insurer to submit a plan of corrective actions to the regulator if surplus falls below 200% of the
RBC amount. The ‘‘Regulatory Action Level’’ (as defined by the NAIC) requires an insurer to submit a plan
containing corrective actions and permits the relevant insurance commissioner to perform an examination or
other analysis and issue a corrective order if surplus falls below 150% of the RBC amount. The ‘‘Authorized
Control Level’’ (as defined by the NAIC) allows the relevant insurance commissioner to rehabilitate or
liquidate an insurer in addition to the aforementioned actions if surplus falls below 100% of the RBC amount.
The ‘‘Mandatory Control Level’’ (as defined by the NAIC) requires the relevant insurance commissioner to
rehabilitate or liquidate the insurer if surplus falls below 70% of the RBC amount.

The formulas have not been designed to differentiate among adequately capitalized companies that
operate with higher levels of capital. Therefore, it is inappropriate and ineffective to use the formulas to rate or
to rank such companies. Our U.S. subsidiaries have satisfied the RBC formula since it was created in the mid-
1990s and have exceeded all recognized industry solvency standards. At December 31, 1999, all of our U.S.
property and casualty insurance subsidiaries had adjusted capital in excess of amounts requiring company or
regulatory action at any of the four levels.

NAIC Ratios

The NAIC Insurance Regulatory Information System, or IRIS, was developed to help state regulators
identify companies that may require special attention. The IRIS system consists of a statistical phase and an
analytical phase whereby financial examiners review annual statutory basis statements and financial ratios. The
statistical phase consists of eleven key financial ratios that are generated from the NAIC database annually;
each ratio has an established ‘‘usual range’’ of results. These ratios assist state insurance departments in
executing their statutory mandate to oversee the financial condition of insurance companies.

A ratio result falling outside the usual range of IRIS ratios is not considered a failing result; rather,
unusual values are viewed as part of the regulatory early monitoring system. Furthermore, in some years, it
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may not be unusual for financially sound companies to have several ratios with results outside the usual ranges.
An insurance company may fall out of the usual range for one or more ratios because of specific transactions
that are in themselves immaterial. Generally, an insurance company will become subject to regulatory scrutiny
if it falls outside the usual ranges of four or more of the ratios. Guaranty National Insurance Company, one of
the insurance companies acquired as a part of the acquisition of Orion Capital Corporation, has been subject to
basic enquiries from the NAIC which we believe have been satisfactorily answered and resolved. In normal
years, 15% of the companies included in IRIS are expected by the NAIC to be outside the usual range on four
or more ratios.

Change of Control

Many state insurance laws intended primarily for the protection of policyholders require advance
approval by state insurance commissioners of any change in control of an insurance company that is domiciled
(or, in some cases, having such substantial business that it is deemed to be commercially domiciled) in that
state. ‘‘Control’’ is generally presumed to exist through the ownership of 10% or more of the voting securities
of a domestic insurance company or of any company that controls a domestic insurance company. In addition,
many state insurance laws contain provisions that require prenotification to the insurance commissioners of a
change in control of a non-domestic admitted insurance company in that state. Generally the states in which the
insurer maintains a non-domestic license give significant regulatory deference to the company’s state of
domicile regarding a change in control. While these states could, under their own regulatory authority, exert
greater scrutiny over a change in control of a non-domestic admitted insurance company, in practice they rarely
do. Any future transactions that would constitute a change in control of our U.S. subsidiaries would generally
require prior approval by the insurance departments of the insurance subsidiaries’ states of domicile or
commercial domicile and may require pre-acquisition notification in applicable states that have adopted pre-
acquisition notification provisions.

Federal Initiatives

Although, with limited exceptions such as flood insurance, the U.S. federal government does not
directly regulate the business of insurance, federal initiatives often have an impact on the insurance industry.
Legislation has been introduced in Congress during the past several sessions that, if enacted, would result in
substantially greater federal regulation of the insurance business. Current and proposed federal measures that
may affect the property and casualty industry may include: possible changes to the tax laws governing property
and casualty insurance companies; proposals regarding natural disaster protection and tort reform (including
limits to product liability lawsuits). The Financial Services Modernization Act, enacted in November 1999, sets
the stage for greater affiliation among banks, insurers, security brokers and other financial service providers.
The full impact of this new federal law, which repeals many of the institutional ‘‘firewalls’’ between the
financial services sectors, has yet to be realized. However, the act is likely to increase competition in the U.S.
insurance industry.

President Clinton’s 2001 budget proposal (the ‘‘Budget Proposal’’) contains a number of tax provisions
that could adversely impact us, including a provision relating to tax-exempt interest obligations. This provision
of the Budget Proposal has not yet been introduced as part of any legislation in Congress but has engendered
considerable opposition from the public and members of Congress.

It is not possible to predict whether the Budget Proposal or any of the proposed legislation discussed
above will be enacted, what form such legislation might take when enacted, or the potential effects of such
legislation on our competitors and us. Prior efforts by the Clinton administration to include similar provisions
in budget proposals over the last few years have been unsuccessful.
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Other Markets

Our insurance operations are also subject to regulation in the other markets in which we operate,
including Canada, Australia, Denmark and Sweden.

Canada

The insurance market in Canada is regulated federally by the Office of the Superintendent of Financial
Institutions, or OSFI, which reviews an insurance company’s financial soundness and the scope of its business
operations. OSFI derives its powers from, and is responsible for, administering the Insurance Companies Act
(Canada), which sets out the rules for the structure and operation of federally incorporated insurance
companies. The insurance market is also regulated provincially by 10 separate provincial and three territorial
governments as to the licensing of companies, agents and brokers, policy wordings and policyholder rights. In
Canada, we are authorized to engage in insurance activities in all ten provinces and three territories.

Insurance companies in Canada provide information to OSFI on an ongoing basis. Such information
includes both corporate and financial information such as copies of the annual report, signed and audited annual
financial statements, annual financial returns, and various monthly, quarterly and annual financial information.
OSFI’s continuing supervision includes analysis of this information and regular examinations of insurance
companies. Generally, OSFI’s review focuses on capital, assets, management, earnings and liquidity, as well as
reinsurance, actuarial liabilities and underwriting. OSFI assesses each of these areas and makes
recommendations to the company with respect to any situations that may need improvement. Failure to
maintain minimum capital levels may result in a directive to increase or take some other action to rectify any
deficiency.

This year, the OSFI has implemented its new Supervisory Framework. This new methodology will
evaluate the risks associated with a company’s significant activities and the internal controls that are in place to
deal with them. The Supervisory Framework will provide a pro-active assessment of emerging risks or
problems and the supervisory focus will be on activities more likely to affect the soundness of an institution.

The Insurance Companies Act (Canada) imposes a number of requirements on a company’s Appointed
Actuary to report to the company’s board of directors and to file regular reports with OSFI. In addition, OSFI
has recently mandated that all insurers have Legislative Compliance Management Systems, or LCMS,
regarding the Insurance Companies Act (Canada). It is expected that the LCMS requirements will be extensive.
OSFI has also issued a lengthy directive on the management of third party outsourcing arrangements, with
which insurers are expected to comply.

Draft standards of Business and Financial Practice for property and casualty companies have recently
been developed and these will be revised and implemented in the next year. Whilst these were developed using
the life standards as a precedent, the amendments will follow the amended bank standards.

The federal government is also in the process of passing legislation for the protection of personal
information. Once passed, insurance companies will have a transition period of 3 years to comply.

Finally, OSFI has a number of policies and directives regarding the conduct of the life insurance
business. Beginning in 1998, insurers are required to demonstrate compliance with the Standards of Sound
Business and Financial Practices. This requires a company to identify all risks material to its business and any
offsetting controls and to file statements of compliance. Wherever an insurer cannot demonstrate compliance,
an action plan for moving into compliance has to be filed. OSFI assigns a ranking to the company that then
requires OSFI to audit more extensively and perhaps more frequently. The Inspecteur Generale of Quebec
adopted a similar policy and insurers are required to demonstrate compliance and file in Quebec as well.
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Australia

Australian life insurers are subject to the Life Insurance Act, 1995 while Australian property and
casualty insurers are regulated primarily by the Insurance Act, 1973. Workers’ compensation and compulsory
third party automobile insurance and trustee companies are separately regulated at the state level.
Superannuation funds and investment management in Australia are regulated under the Superannuation Industry
(Supervision) Act 1993 and the Corporations Law respectively. The Australian Prudential Regulation Authority,
or APRA, is responsible for prudential regulation of insurance companies, superannuation funds, banks and
other financial institutions. Consumer protection in the financial services industry generally and regulation of
investment management are among the responsibilities of the Australian Securities and Investments
Commission.

An Australian life insurance company is required to prepare financial statements in accordance with
APRA’s rules and to meet a solvency test and a capital adequacy test. Australian property and casualty insurers
are required to meet a solvency test and prepare financial statements in accordance with accounting standards.
APRA is currently undertaking a review of the prudential guidelines for property and casualty insurers
including discussion papers proposing the adoption of a risk based approach to capital adequacy.
Superannuation fund and managed investment scheme trustees must file audited financial statements based on
Australian accounting standards. The Group’s Australian trustee company is required to prepare financial
statements in accordance with state regulations.

Life insurance companies in Australia are required to establish and maintain in the records of the
company at least one statutory fund that relates solely to the life insurance business of the company. Where a
company writes policies providing investment-linked benefits to policyholders in Australia, that business must
be maintained in a separate statutory fund that is exclusive to that business. Likewise, the business of overseas
branches established after July 1, 1995, must be maintained in a separate statutory fund or funds. Pursuant to
the Life Insurance Act, 1995, an insurance company must allocate at the end of each fiscal year the profits and
losses of each of its statutory funds and credit such amounts to the fund’s retained earnings accounts to be held
for distribution to the fund’s participating policyholders and the insurance company’s shareholders.
Distributions of a statutory fund’s retained earnings must be made in accordance with the requirements of the
Life Insurance Act. The auditor and the appointed actuary of a life insurance company in Australia each have
reporting obligations to directors and APRA relating to compliance with the Life Insurance Act, 1995 and
protection of policyholder interests.

Product disclosure, advice and sales are currently regulated by a number of different specific statutes,
codes and guidelines as well as general consumer protection legislation and common law. The Australian
Government has recently released detailed proposals for the introduction of a single product disclosure, advice
and sales regime for all financial products and services.

Acquisitions of substantial stakes in Australian insurance companies and businesses must be approved
by one or more Australian Government authority.

Scandinavia

Denmark

Insurance companies in Denmark are subject to regulation under the Insurance Business Act, or IBA.
Pursuant to the IBA, the Insurance Supervisory Authority, or ISA, has authority to grant regulatory permission
to provide insurance for one or more of the classes recognized by the EU directives on non-life (property and
casualty) and life insurance. Insurance companies are entitled to engage in insurance and closely related
businesses only. Non-life (property and casualty) and life insurance operations must be organized in
independent legal entities.
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Insurance operations report their annual accounts to the ISA. They also annually submit to the ISA a
detailed financial report and key figures statement for their insurance operations. In addition, the external and
internal auditors’ long form audit reports relating to the annual accounts must be filed with the ISA. The
detailed financial report and key figures statement allows the ISA to check the business on a class-by-class
basis and review the continuity of the business and the adequacy of actuarially calculated reserves. The ISA is
also entitled to ask for any additional information from the board, management, internal auditors and external
auditors. Every four to five years, the ISA conducts a thorough on-site inspection of an insurance company and
its business. The ISA may review other issues such as IT-security, Year 2000 problems, reinsurance adequacy
and valuation of assets at any time between the general inspections.

The IBA and ISA also regulate how funds are to be invested to minimize risks to the company’s
policyholders. Assets corresponding to life insurance reserves are registered as available exclusively to cover
those obligations.

Acquisitions of more than 10 percent of the shares of an insurance company, and the passing of
additional 10 percent intervals, must be reported to, and are subject to the ISA’s approval. This approval is
based on the filing of a statutory information questionnaire to allow the ISA to determine that the shareholder is
acceptable. Also, new directors and executive managers must present an information questionnaire and their
criminal record certificate to allow the ISA to determine that they are fit and proper persons to be involved in
running the business.

Norway and Sweden

The regulations and legislation in Norway and Sweden are similar to those described above for
Denmark.

PROPERTIES

Our global headquarters is located at 30 Berkeley Square, London, England. We also have the
following regional headquarters:

� Our Europe region has its headquarters in London, England and Copenhagen, Denmark;

� Our Americas region has its headquarters in Charlotte, North Carolina; and

� Our Asia Pacific region has its headquarters in Singapore and Sydney, Australia.

In addition to our headquarter offices, we have major offices in Liverpool and Horsham, England;
Toronto, Canada; Copenhagen, Denmark; and Sydney, Australia. We own or lease office space in over 50
countries around the world. We believe that these facilities are adequate for our present needs in all material
respects. We also hold other properties for investment purposes.

LEGAL PROCEEDINGS

Litigation and arbitration may affect various companies in our group as insurers, employers and
taxpayers in the normal course of their business. While the ultimate outcome of these proceedings cannot be
predicted with certainty, we do not believe that any pending proceedings will have a material adverse effect on
our results of operations or financial position.
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PRINCIPAL STOCKHOLDERS

We are not directly or indirectly owned or controlled by any other corporation or any government. We
do not know of any person who owns more than 10% of our voting securities.

The table below sets forth the total amount of ordinary shares owned by our directors and officers as a
group as of September 15, 2000, including ordinary shares evidenced by American Depositary Shares.

Title of Class Identity of Person or Group
Number
Owned

Percent of
Class

Ordinary shares . . . . . . . . . . . . . . . . . . . . . . . . . Directors and officers as a group (20
persons)

369,341 0.03%

We do not know of any arrangements which may at a subsequent date result in a change in control of
Royal & Sun Alliance.

EXCHANGE CONTROLS AND OTHER LIMITATIONS

We are not restricted by any current U.K. law, decree or regulation from distributing to or receiving
capital from, or paying dividends or interest or otherwise making payments to, persons who are neither
residents nor nationals of the United Kingdom.

Under U.K. law and our Memorandum and Articles of Association, persons who are neither residents
nor nationals of the United Kingdom may freely hold, vote and transfer their ordinary shares in the same
manner as U.K. residents or nationals.
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MANAGEMENT

Our Memorandum and Articles of Association provide for a Board of Directors consisting of not fewer
than 12 and not more than 36 directors. There are presently 13 directors in office, including five executive
directors.

Our current directors, each of whose business address is 30 Berkeley Square, London W1J 6EW, and
their other significant directorships are as follows:

Name Position
Director

Since Other Significant Directorships

Sir Patrick Gillam . . . . Chairman (1)(2) 1997 Standard Chartered PLC
Anthony Forbes . . . . . . Deputy Chairman (1)(2)(3) 1996� Carlton Communications, The

Merchants Trust plc
Robert Ayling . . . . . . . Director (1)(2) 1993* None
John Baker . . . . . . . . . Director (1)(3) 1996� Celltech Group
Nicholas Barber . . . . . . Director (2)(3) 1996� None
Robert Gunn . . . . . . . . Group Director Americas (4) 1999† None
Julian Hance . . . . . . . . Group Finance Director (4) 1998 None
Arthur Hayes . . . . . . . . Group Director Investment &

Financial Services (4)
1992* Thistle Hotels PLC

Stephen Hill . . . . . . . . Director 2000x Data Broadcasting Corporation,
Financial Times Group
Limited, MarketWatch.com
Inc.

Henry Keswick . . . . . . Director (2)(3) 1975* Jardine Matheson Holdings
Limited, Robert Fleming
Holdings Limited, The
Telegraph Group

Robert Mendelsohn . . . Group Chief Executive
Officer (1)(4)

1997 None

Carole St. Mark . . . . . . Director (1)(2) 1998 Polaroid Corp, SuperValu Inc.
and Gerber Scientific Inc.

Paul Spencer . . . . . . . . Chief Executive U.K. (4) 1996� None

(1) Member of Nomination Committee.
(2) Member of Remuneration Committee.
(3) Member of Audit & Compliance Committee.
(4) Executive Director.
* Director of Sun Alliance Group plc prior to the merger.
� Director of Royal Insurance Holdings plc prior to the merger.
† Appointed on June 2, 1999.
x Appointed on August 2, 2000.

On May 12, 1999, Sir John Kemp-Welch and The Duke of Westminster, both non-executive directors,
resigned. John Rowson retired from the Board at the conclusion of our Annual General Meeting on May 17,
2000.

One-third or, if not divisible by three, the number nearest to but not exceeding one-third, of our
directors, other than those subject to reappointment, shall retire from office by rotation each year. A retiring
director shall be immediately eligible for re-election by our shareholders.

158



Our executive officers, other than the executive directors who are named above, as of September 15,
2000 were as follows:

Additional Executive Officers Position

Executive
Officer
Since

Jens-Erik Christensen . . . . . . . . . . . . . CEO Europe 1998
Ewoud Kulk . . . . . . . . . . . . . . . . . . . . CEO Asia Pacific 1998
Rick Hudson . . . . . . . . . . . . . . . . . . . . Group Director, Worldwide Commercial Practices 1998
Syd Pennington . . . . . . . . . . . . . . . . . . Group Director, Customers & People 1996
Rod Hoover . . . . . . . . . . . . . . . . . . . . Group Treasurer 1998
Ian Hutchinson . . . . . . . . . . . . . . . . . . Director, Group Finance 1999
Jan Miller . . . . . . . . . . . . . . . . . . . . . . Director, Financial Control and Group Company Secretary 1989†

† Group Finance Controller of Royal Insurance Holdings plc prior to the merger.

Compensation of Directors and Officers

Compensation Policy

A Remuneration Committee made up of non-executive directors determines the salary and other
benefits of our executive directors and certain senior executives. The Remuneration Committee’s objectives are
to:

� ensure the attraction, retention and motivation of high caliber individuals

� reward executive directors by reference to the overall performance of the Group, and where
appropriate their individual business units

� align the interests of our executive directors as closely as possible with those of our
shareholders

Over half of our revenues are earned outside the United Kingdom. The majority of our senior
management team are not U.K. citizens. The Remuneration Committee therefore takes careful account of
international, as well as U.K., trends in compensation. The Remuneration Committee’s current policy is to
compensate our executive directors and certain senior executives with an amount equivalent to the median pay
levels of companies of comparable size and complexity, including both international financial services and
other listed companies. We aim to encourage top quartile performance by means of short term and long term
incentive plans. The Remuneration Committee reviews advice and data from compensation consultants where
necessary. In framing its policy, the Remuneration Committee has taken account of the relevant provisions of
the Combined Code annexed to the Listing Rules of the U.K. Listing Authority.

The Remuneration Committee annually reviews the individual salary, incentive and benefit levels of
our executive directors and certain senior executives, giving regard to individual responsibilities and
performance, and taking account of pay and conditions throughout the Group.

Compensation for executives consists of four principal elements:

� a base salary

� an annual bonus, based on the performance of the Group as a whole, the individual and,
where appropriate, the applicable business unit
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� participation in executive share option plans

� pension plans

Compensation

The table below presents total compensation, excluding compensation for termination of contracts, for
each of our directors, including those directors who resigned in 1999, and for our executive officers as a group,
including our executive directors, for the year ended December 31, 1999.

Name
Salary

and Fees
Allowances
and Benefits Total

(£ in thousands)

Executive Directors:
Robert J. Gunn (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 273 18 291
Julian C. Hance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 275 10 285
T. Arthur Hayes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 315 13 328
Robert V. Mendelsohn (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 620 356 976
Paul Spencer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 358 14 372
Non-executive Directors:
Robert J. Ayling . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 — 31
John W. Baker . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 — 31
Nicholas C.F. Barber . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39 — 39
Anthony D.A.W. Forbes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60 — 60
Sir Patrick Gillam . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 152 — 152
Henry Keswick . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39 — 39
Carole F. St. Mark . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 — 31
Former Directors:
Sir John Kemp-Welch (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 — 9
John A. Rowson (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 — 31
The Duke of Westminster (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 — 9
Executive Officers (as a group). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,166 462 3,628

(1) Mr. Gunn was appointed to the Board on June 2, 1999. Of his compensation in 1999, £174,000 was
receivable after appointment to the Board.

(2) As an expatriate director, Mr. Mendelsohn receives compensation which is intended to put him in a
position, after taking into account taxation and living cost differentials, where he is no worse off than were
he to perform the same duties for us in his home country, the United States. We also pay him additional
expatriate benefits, such as the provision of accommodation and relocation allowances. These benefits
totalled £294,000 in 1999 and are included within allowances and benefits.

(3) The Duke of Westminster and Sir John Kemp-Welch resigned on May 12, 1999.
(4) Mr. Rowson retired from the Board on May 17, 2000.

On August 2, 2000, Stephen Hill was appointed to the Board. The aggregate compensation for our
directors, including amounts received from subsidiaries, for the year ended December 31, 1999 was £2.7
million.

Annual Bonus Plans

The annual bonus plans for 1999 and 2000 are based on our risk-based return on capital. The
maximum payment in 2000 for our executive directors, except Mr. Gunn, and other senior executives will be
80% of their base salary. The individuals will be entitled to 30% of their base salary if certain targets are met.
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We will only pay the maximum amount in the event of exceptional individual and corporate performance. Mr.
Gunn will be entitled to 50% of his base salary if certain targets are met and 100% in the event of exceptional
individual and corporate performance.

Annual bonuses for executive directors with regional managerial responsibility are based 70% on the
performance of their region and 30% on Group results.

We did not pay any bonuses to our executive directors for the business year ended December 31,
1999.

Performance Share Plan for Mr. Mendelsohn

In order to recruit Mr. Mendelsohn as Group Chief Executive, his U.S. service contract was replaced
with a U.K. contract that includes a new non-pensionable long-term incentive arrangement. We will grant Mr.
Mendelsohn ordinary shares, at market prices, in an amount equal to his annual base salary multiplied by 1.6
effective January 1, 1998 and annually thereafter during the term of his U.K. employment contract. These
grants are conditional upon satisfying challenging performance criteria over consecutive three-year periods,
such that for 75% to 100% of the ordinary shares to vest all of the following conditions must be met over any
given three-year period:

� growth in our total shareholder return, or TSR, must be in the top quartile of a defined group
of twelve leading U.K., U.S. and continental European insurers;

� growth in our TSR must exceed the U.K. retail prices index, or RPI, plus 2% per annum
compound; and

� our ordinary share price must grow by between 5% and 20%, with 20% growth required if
100% of the shares are to be vested.

If TSR growth is below the comparative group median, or RPI plus 2% per annum is not achieved,
then no ordinary shares will vest. Between 30% and 60% of the ordinary shares will vest for TSR growth
which falls outside the top quartile but which is at or above the comparative group median, subject to achieving
the required 2% growth above RPI. TSR is based on ordinary share price and cumulative cash dividends. Each
three-year performance period will be self-contained. Mr. Mendelsohn is required to accumulate and retain a
minimum shareholding resulting from the operation of this plan that equals his annualized base salary.

Pension Benefits

With the exception of Mr. Gunn, the base salary of executive directors is the only element of
compensation that is pensionable. Mr. Gunn’s pensionable compensation includes his base salary plus the
average of bonuses that he receives in the 5 years before his retirement. With the exception of Mr. Mendelsohn
and Mr. Gunn, all executive directors are participants in one of our two main U.K. pension plans, both of
which are non-contributory and which are open to U.K. staff in general.

The U.K. plans provide participants with a pension of up to two-thirds of pensionable salary, which
excludes any incentive payments, at age 62. Executives who joined either plan after May 1989 are subject to
the statutory earnings cap of £91,800 for 2000/2001 on U.K. Inland Revenue approved pension plans. Benefits
are secured for some executives in respect of that part of their salary exceeding the earnings cap under the
Royal Insurance Supplementary Pension Scheme, which is an unapproved and unfunded plan.

Mr. Mendelsohn continues to accrue benefits under U.S. state and company non-contributory pension
arrangements based on the U.S. dollar equivalent of his U.K. salary or, if higher, a deemed final salary of no
less than $1,300,000.
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Mr. Gunn is a participant in the approved non-contributory Royal & SunAlliance Canada staff pension
plan. This, together with a supplementary pension plan, provides a pension of approximately two-thirds of
salary at age 62. The supplementary pension plan is an unapproved and unfunded plan.

Non-executive directors are not entitled to any pension benefits. The table below presents the pension
benefits earned by each of our executive directors and our executive officers as a group, other than our
executive directors, as participants in our defined benefit plans as of December 31, 1999.

Name Date of birth
Actual service

to year end

Increase in
accrued

pension during
the year (1)

Accumulated
total accrued

pension at
December 31,

1999 (2)

£ £

Robert J. Gunn (3) . . . . . . . . . . . . . . . . April 23, 1945 26 yrs 7 m 101,965 229,209
Julian C. Hance (4) . . . . . . . . . . . . . . . October 6, 1955 12 yrs 9 m 18,584 69,417
T. Arthur Hayes (4) . . . . . . . . . . . . . . . March 31, 1943 37 yrs 11 m 15,610 202,224
Robert V. Mendelsohn (5) . . . . . . . . . . July 18, 1946 5 yrs 11 m 11,851 343,861
Paul Spencer (4) . . . . . . . . . . . . . . . . . January 3, 1950 4 yrs 0 m 14,500 42,293
Executive officers (as a group). . . . . . — — 127,000 —

(1) The increase in accrued pension during 1999 excludes any increase for inflation. No contribution by
participants in the plans is required. All participants have the option of making additional voluntary
payments. Neither the contribution nor the resulting benefits are included in the table.

(2) The accumulated total accrued pension shown is the annual payment from normal retirement age based on
service at December 31, 1999.

(3) Mr. Gunn is a member of our Canadian defined benefit pension plans which provides level pensions from
retirement during his lifetime and 60% of the pension to a surviving spouse. Increases to pensions when in
payment are applied on a discretionary basis with the aim of providing increases of two-thirds of the
increase in the Canadian Consumer Price Index. No allowance is made for these discretionary increases in
transfer values.

Of the amounts shown above, only £19,565 in respect of the accumulated total accrued pension at
December 31, 1999 and £529 of the increase in accrued pension during the year had vested at December
31, 1999. The balance vested in April 2000 when Mr. Gunn turned 55.

(4) Mr. Hance, Mr. Hayes and Mr. Spencer are participants in our U.K. plans, which provide a spouse’s
pension of two-thirds of the participant’s pension. If not payable to a spouse it is payable to adult
dependants, on a discretionary basis, or eligible children. In addition, children’s pensions are one-third of
the participant’s pension except in the case of Mr. Spencer where any eligible children’s pensions are £649
per year per child below age 10 and £973 per year per child aged 10 and above. On the death of a
pensioner within 5 years of retirement, a lump sum is payable equal to the balance of 5 years’ pension
payments except for Mr. Spencer, where the sum is less any dependants’ pensions payable during this
period. Increases to pensions in payment are guaranteed at 5% per year or the increase in price inflation, if
lower. However, an allowance for discretionary increases to pensions in payment is included in transfer
value calculations, although not in the statutory minimum cash equivalent calculation. The allowance is in
respect of the difference between increases in line with price inflation and the guaranteed level of
increases. Early retirement rights at age 60 apply in respect of the component of pension for service from
May 17, 1990, except for Mr. Spencer where the rights are for service from October 1, 1995.

(5) Mr. Mendelsohn is a participant in our U.S. defined benefit pension plans which provide level pensions
from normal retirement age during his lifetime. The benefits are to be paid in the form of a level pension
during his lifetime and two-thirds of the pension to a surviving spouse, the value being actuarially
equivalent to the single life pension to which he is entitled. The pension figures shown are in respect of
the single life pension entitlement. The normal retirement age is 65.
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Early retirement rights vested on January 15, 1999 and apply in respect of £335,073 of the total accrued
pension at December 31, 1999 and in respect of £10,321 of the increase in the accrued pension in the year.
If these rights had been exercised at December 31, 1999, the immediate annual pension entitlement would
have been £248,791.

Mr. Mendelsohn is also a member of a defined contribution plan to which we contributed £2,748 during
the year.

Directors’ Service Contracts

Directors holding executive office have service contracts, the terms of which are considered by the
Remuneration Committee, to provide a proper balance of duties and security between the respective parties.

Mr. Hayes, Mr. Spencer and Mr. Mendelsohn have contracts that are terminable by us on two years’
notice and Mr. Hance’s contract is terminable on one year’s notice. Mr. Gunn is employed under a Canadian
employment agreement. There is no provision for termination in his agreement and thus termination would be a
matter for mutual agreement in the context of Canadian employment law and practice.

In the case of all executive directors, dismissal by us, without notice and in the absence of specific
grounds, may require payments by us. If not so terminated, each executive director’s contract can continue until
the director attains the age of 62, or 65 in the case of Mr. Mendelsohn and Mr. Gunn.

Non-executive directors do not have service contracts and are not entitled to bonus payments or
pension arrangements. The Board sets the compensation levels for our non-executive directors.

Options to Purchase Securities

In 1999, our shareholders at the Annual General Meeting approved the introduction of a new executive
share option scheme, or ESOS. This followed a detailed review by our Remuneration Committee into the
effectiveness of our ESOS.

Awards of executive share options are targeted to reward and encourage high performance. Our
executive directors and other senior executives are eligible to receive annual grants of options in an amount of
ordinary shares equal in current market value to their base salary. When that level of options exceeds four times
salary, these grants are funded by way of ordinary shares purchased in the market and retained in a trust. All
participants in the plan are encouraged to retain their options for as long as possible. Shareholding guidelines
apply to all participants. Our executive directors and certain other senior executives are required to build and
retain a minimum shareholding of ordinary shares equivalent to at least one times their current salary.
Normally, share options are exercisable between three and 10 years after grant.

Grants of executive share options made in 1999 were made subject to a performance condition that
they could not be exercised unless we delivered a net return on capital which exceeded inflation by an annual
average of at least 6% over a three year period. The performance condition is subject to annual review by the
Remuneration Committee. Executive share options granted between 1996 and 1997 were subject to the
performance condition that average total shareholder return must at least equal the median of the FTSE 100
companies for a period of three years prior to exercise.

With the exception of Mr. Mendelsohn, no directors received nor were entitled to receive any benefits
under any other long-term incentive plans, apart from participation in our ESOS and the savings related share
option plans. Our savings related share option plan is also open to all staff in the United Kingdom and an
increasing number of other countries in which we operate.
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As of September 15, 2000 our employees held options under the Savings Related Share Option
Schemes, or SAYE, exercisable within 6 months after maturity, to subscribe for 30,713,995 ordinary shares at
prices ranging between 206.2p and 483.0p per share.

As of September 15, 2000, our employees also held options under the ESOS, potentially exercisable
between three and ten years after grant to subscribe for 33,409,170 ordinary shares at prices ranging between
141.6p and 550.8p per share.

The table below presents changes in option holdings of our executive officers, including our executive
directors, during the year ended December 31, 1999.

Name Plan

Options
held at

January 1,
1999
or on

appointment

Options
granted

during the
period

Options
exercised
or lapsed
during the

period

Weighted
average
exercise

price

Weighted
average
market

price at date
of exercise

Gains on
exercise

Options
held at

December 31,
1999

p p £
Executive directors:
Robert J. Gunn . . . . . . . . . . . ESOS 296,851 26,643 — — — — 323,494

SAYE — 4,269 — — — — 4,269
Julian C. Hance . . . . . . . . . . . ESOS 97,393 91,795 — — — — 189,188

SAYE 13,035 — 8,467 186 516 27,941 4,568
T. Arthur Hayes . . . . . . . . . . . ESOS 194,278 31,683 — — — — 225,961

SAYE 4,018 — — — — — 4,018
Robert V. Mendelsohn . . . . . . ESOS 785,811 61,385 — — — — 847,196

SAYE — — — — — — —
Paul Spencer . . . . . . . . . . . . . ESOS 296,526 72,053 — — — — 368,579

SAYE 5,407 — — — — — 5,407
Executive officers:
Jens-Erik Christensen . . . . . . . ESOS 60,361 66,012 — — — — 126,373

SAYE — 4,272 — — — — 4,272
Rod Hoover . . . . . . . . . . . . . . ESOS 22,132 26,721 — — — — 48,853

SAYE — — — — — — —
Rick Hudson . . . . . . . . . . . . . ESOS 67,717 21,114 — — — — 88,831

SAYE 6,104 — 1,186 233 556 3,831 4,918
Ian Hutchinson . . . . . . . . . . . ESOS 52,574 13,861 — — — — 66,435

SAYE 12,841 598 6,290 186 515 20,663 7,149
Ewoud Kulk . . . . . . . . . . . . . ESOS 104,508 81,894 — — — — 186,402

SAYE — 4,260 — — — — 4,260
Jan Miller (1) . . . . . . . . . . . . . ESOS 91,169 14,059 — — — — 105,228

SAYE 28,482 — 20,830 122 464 59,650 7,652
Syd Pennington . . . . . . . . . . . ESOS 207,198 22,870 — — — — 230,068

SAYE 7,592 — — — — — 7,592

(1) Includes 3,368 options that lapsed during the period.
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The table below presents options to acquire ordinary shares held by our executive officers, including
our executive directors, as of September 15, 2000 as a result of executive and savings related share option
plans.

Name

Number of
ordinary shares

underlying
options

Weighted
average

exercise price
(1)(2)

Dates exercisable (3)

From To

p

Executive Directors:
Robert J. Gunn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 382,046 352.8 5/17/94 9/11/10
Julian C. Hance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 282,689 453.4 4/14/97 9/11/10
T. Arthur Hayes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 309,600 397.9 4/14/97 9/11/10
Robert V. Mendelsohn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,006,548 339.6 6/1/99 9/11/10
Paul Spencer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 466,697 420.7 10/17/99 9/11/10

Executive Officers:
Jens-Erik Christensen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 221,178 458.6 9/15/01 9/11/10
Rod Hoover . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71,413 485.6 9/15/01 9/11/10
Rick Hudson . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143,013 443.8 5/17/94 9/11/10
Ian Hutchinson . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109,623 412.9 4/14/95 9/11/10
Ewoud Kulk . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 252,123 483.6 9/10/00 9/11/10
Jan Miller . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 120,872 377.5 6/2/99 9/11/10
Syd Pennington . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 301,672 424.1 10/17/99 9/11/10

(1) Options granted during 1999 under the ESOS were granted at option prices of 505p and 550.8p, which
were the market prices at the dates of the grants. Options granted during 2000 under the ESOS were
granted at option prices of 345p and 458p, which were the market prices at the dates of the grants.

(2) The official closing middle market price at its highest during 1999 was 622.17p and at its lowest was
356.00p per share. On the last dealing day of the year, the official closing middle market price was
471.50p per share. The official closing middle market price on September 15, 2000 was 459.25p per share.

(3) Options granted under the ESOS are potentially exercisable between three and 10 years after grant.
Current practice is that the exercise of options under the Royal & Sun Alliance Insurance Group plc 1999
Executive Share Option Scheme is conditional upon our delivering a net real return on capital exceeding
an average annual 6% over a period of three consecutive years prior to the exercise. The exercise of
previously issued share options under the ESOS between 1996 and 1997 is conditional upon our achieving
an average total shareholder return at least equal to the median of the FTSE 100 companies for a period of
three years prior to exercise. No performance conditions apply to options granted prior to 1996 under other
plans.
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Shareholdings

The table below presents the number of ordinary shares held by each of our directors and our
executive officers.

Name

Shares held at
January 1,
1999 or on

appointment (1)

Shares held at
December 31,

1999 (2)

Shares held at
September 15,

2000

Directors:
Robert J. Ayling . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600 545 545
John W. Baker . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,890 1,718 4,218
Nicholas C.F. Barber . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,334 6,667 6,667
Anthony D.A.W. Forbes . . . . . . . . . . . . . . . . . . . . . . . . . . 5,335 4,850 4,850
Sir Patrick Gillam . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 9,575 9,952
Robert J. Gunn (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,000 15,327 15,327
Julian C. Hance (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 8,467 8,467
T. Arthur Hayes (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,000 54,543 57,326
Stephen Hill (4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Henry Keswick . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,844 29,536 30,699
Robert V. Mendelsohn (3) . . . . . . . . . . . . . . . . . . . . . . . . . 23,474 46,340 71,340
Paul Spencer (3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 533 484 484
Carole F. St. Mark . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 5,676 5,899
Executive officers:
Jens-Erik Christensen . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Rod Hoover . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,270 10,570 15,570
Rick Hudson . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 29,329 31,554
Ian Hutchinson . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 6,311 8,817
Ewoud Kulk . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Jan Miller . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74,723 85,233 85,637
Syd Pennington . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,605 11,536 11,989

(1) Or on appointment as a director or officer if appointed after January 1, 1999.
(2) On May 14, 1999, every 11 ordinary shares of 25p each were consolidated into 10 new ordinary shares of

27.5p each.
(3) In addition to the interests shown above, the directors indicated, in common with our employees, had a

beneficial interest as at December 31, 1999 in 200,000 ordinary shares of 27.5p each held in the Royal &
Sun Alliance ESOP Trust No 2. On March 29, 2000 a further 275,000 ordinary shares of 27.5p each were
purchased by the Royal & Sun Alliance ESOP Trust No. 2. On September 13, 2000 a further 222,200
ordinary shares of 27.5p each were purchased by the Royal & Sun Alliance ESOP Trust No. 2.

(4) Mr. Hill was appointed to the Board on August 2, 2000.

Interest of Management in Certain Transactions

A number of our directors, other key managers, their close families and entities under their control
have property and casualty and/or life and asset accumulation policies or products with our subsidiary
companies. Such policies and products are on normal commercial terms except that executive directors and key
managers are entitled to special rates that are also available to other members of our staff. The Board has
considered the financial effect of such insurance policies and other products and other transactions with our
companies and has concluded that they are not material to us or to the individuals concerned and, if disclosed,
would not influence decisions made by users of this registration statement.
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At December 31, 1999, we had loans outstanding to Mr. Hance totaling £18,032 under the standard
terms of our U.K. Car Ownership Scheme that is open to all U.K. managers within a qualifying salary band.
The loans were entered into during 1998, prior to his appointment to the Board, and are repayable not later than
2001. Interest is charged at a variable rate, which was 8% per year throughout 1999, except on £5,000 that is
interest free.

The Board has also concluded that there are no transactions with other directors or key managers that
are material to their own financial affairs.

Directors of the Guarantor

The current directors of the Guarantor, each of whose business address is 30 Berkeley Square, London
WIX 5HA, and their other significant directorships are as follows:

Name Position
Other Significant

Directorships

Robert Mendelsohn . . . . . . . . . . . . . . . . . Group Chief Executive None
Paul Spencer . . . . . . . . . . . . . . . . . . . . . . Chief Executive, U.K. None
Julian Hance . . . . . . . . . . . . . . . . . . . . . . Group Finance Director None
Syd Pennington . . . . . . . . . . . . . . . . . . . . Group Director, Customers & People None
Rick Hudson . . . . . . . . . . . . . . . . . . . . . . Group Director, Worldwide Commercial Practices None
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THE EXCHANGE OFFER

Purpose and Effect

On October 1, 1999 we sold the original bonds to Goldman, Sachs & Co., Merrill Lynch, Pierce,
Fenner & Smith Incorporated, Banc of America Securities LLC, Chase Securities Inc. and Salomon Smith
Barney Inc. In connection with the sale of the original bonds, we entered into a registration rights agreement
with Goldman, Sachs & Co., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Banc of America Securities
LLC, Chase Securities Inc. and Salomon Smith Barney Inc. This agreement requires us to file a registration
statement under the Securities Act of 1933 offering to exchange the exchange bonds for your original bonds.
Accordingly, we are offering you the opportunity to exchange your original bonds for the same principal
amount of exchange bonds. The exchange bonds will be registered and issued without a restrictive legend. This
means that, unlike your original bonds, which contain restrictions on their transfer, the exchange bonds may be
reoffered and resold by you to any potential buyer without further registration under the Securities Act of 1933.
This is beneficial to you since in order to sell your original bonds you must find an available exemption from
the registration requirements of the Securities Act of 1933.

The registration rights agreement further provides that we must use our reasonable best efforts to cause
the registration statement to be declared effective on or before October 31, 2000, or we will owe liquidated
damages, in the form of a higher rate of interest, to the original note holders. Except as discussed below, upon
the completion of the exchange offer we will have no further obligations to register your original bonds.

We issued the original bonds as global securities. When we issued the original bonds, we deposited
them with Citibank, N.A., as custodian. Citibank, N.A. issued a certificateless depositary interest in the original
bonds, which represents a 100% interest in the original bonds, to DTC. Beneficial interests in the original
bonds, which direct or indirect participants in DTC hold through the certificateless depositary interest, are
shown on records that DTC maintains in book-entry form.

We want to advise you that a copy of the registration rights agreement has been filed as an exhibit to
this registration statement and you are strongly encouraged to read the entire text of the agreement. We
expressly qualify all of our discussions of the registration rights agreement by the terms of the agreement itself.

Representations We Need From You Before You Participate in the Exchange Offer

We need representations from you before you can participate in the exchange offer.

In order to participate in the exchange offer, we require that you represent to us that:

� the exchange bonds you acquire in the exchange offer are being obtained in the ordinary
course of your business;

� neither you nor any person you are acting for is engaging in or intends to engage in a
distribution of the exchange bonds;

� neither you nor any person you are acting for has an arrangement or understanding with any
person to participate in the distribution of the exchange bonds;

� neither you nor any person you are acting for is an ‘‘affiliate,’’ as defined under Rule 405 of
the Securities Act of 1933, of Royal & SunAlliance or the Guarantor; and

� if you or any other person you are acting for is a broker-dealer, and you receive exchange
bonds for your own account in exchange for your original bonds which were acquired as a
result of market-making activities or other trading activities, you will deliver a prospectus in
connection with any resale of such exchange bonds. Under the registration rights agreement,
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our obligation to make available a prospectus for use by broker-dealers for this type of resale
of the exchange bonds you receive in the exchange offer ends on October 31, 2000. The
exchange offer will not be completed until after October 31, 2000. Accordingly, unless we
notify you, broker-dealers are not authorized to use this prospectus in connection with the
resale of exchange bonds that broker-dealers receive in the exchange offer and may only
resell exchange bonds pursuant to an exemption from, or in a transaction not subject to, the
registration and prospectus delivery requirements of the Securities Act of 1933.

You May Be Entitled to Shelf Registration Rights

In accordance with the registration rights agreement, we are also required to file a ‘‘shelf’’ registration
statement for a continuous offering in accordance with Rule 415 of the Securities Act of 1933 to register your
bonds if:

� we determine that we are not permitted to effect an exchange offer because it would violate
applicable law or the applicable interpretations of the staff of the Securities and Exchange
Commission;

� on or prior to the completion of the exchange offer, existing interpretations of the staff of the
Securities and Exchange Commission are changed such that the exchange bonds you receive
are not freely transferable bonds; or

� we so elect.

In the event that we are obligated to file a ‘‘shelf’’ registration statement, we will be required to keep
such shelf registration statement effective, other than during any blackout period permitted under the
registration rights agreement, for up to two years from the date of effectiveness. Other than as described above,
no holder will have the right to participate in the shelf registration or require that we register his or her original
bonds in accordance with the Securities Act of 1933.

If You Participate in the Exchange Offer, You Should Be Able to Freely Sell or Transfer Your Exchange Bonds

If you participate in the exchange offer, we believe you will be able to sell or transfer freely your
exchange bonds if:

� the exchange bonds issued in the exchange offer are being acquired in the ordinary course of
your business;

� you are not participating, do not intend to participate and have no arrangement or
understanding with any person to participate in the distribution of the exchange bonds issued
to you in the exchange offer; and

� you are not an affiliate of Royal & SunAlliance or the Guarantor.

We believe that the exchange bonds issued to you in this exchange offer may be offered for resale,
sold and otherwise transferred by you, without compliance with the registration and prospectus delivery
provisions of the Securities Act of 1933, only if you make the representations that we discuss above.

Our belief is based upon existing interpretations by the Securities and Exchange Commission’s staff
contained in several ‘‘no-action’’ letters to third-parties unrelated to us. We will not seek our own interpretive
letter. As a result, we cannot assure you that the staff will take the same position on this exchange offer as it
did in interpretive letters to other parties.
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If you are an ‘‘affiliate’’ of Royal & SunAlliance or the Guarantor or you intend to distribute exchange
bonds, or if you are a broker-dealer who purchased original bonds from Royal & SunAlliance to resell pursuant
to Rule 144A or any other available exemption under the Securities Act, you:

� cannot rely on the staff’s interpretations in the above mentioned interpretive letters;

� cannot tender original bonds in the exchange offer; and

� must comply with the registration and prospectus delivery requirements of the Securities Act
to transfer the original bonds, unless the sale is exempt.

In addition, if you are a broker-dealer who acquired original bonds for your own account as a result of
market-making or other trading activities and you exchange the original bonds for exchange bonds, you must
deliver a prospectus with any resales of the exchange bonds, unless the sale is exempt from, or not subject to,
the registration and prospectus delivery requirements of the Securities Act of 1933.

In addition, we may require you to provide information regarding the number of ‘‘beneficial owners’’
of the original bonds within the meaning of Rule 13d-3 under the Exchange Act. Each broker-dealer that
receives exchange bonds for its own account must acknowledge that it acquired the original bonds for its own
account as the result of market-making activities or other trading activities. Each broker-dealer must further
agree that it will deliver a prospectus meeting the requirements of the Securities Act in connection with any
resale of exchange bonds. By making this acknowledgment and by delivering a prospectus, a broker-dealer will
not be deemed to admit that it is an ‘‘underwriter’’ under the Securities Act. Based on the staff’s position in
interpretive letters issued to third parties, we believe that broker-dealers who acquired original bonds for their
own accounts as a result of market-making activities or other trading activities may fulfill their prospectus
delivery requirements with respect to the exchange bonds with a prospectus meeting the requirements of the
Securities Act.

Under the registration rights agreement, our obligation to make available a prospectus for use by
broker-dealers for this type of resale of the exchange bonds you receive in the exchange offer ends on October
31, 2000. The exchange offer will not be completed until after October 31, 2000. Accordingly, unless we notify
you, broker-dealers are not authorized to use this prospectus in connection with the resale of exchange bonds
that broker-dealers receive in the exchange offer and may only resell exchange bonds pursuant to an exemption
from, or in a transaction not subject to, the registration and prospectus delivery requirements of the Securities
Act of 1933. You should read the section entitled ‘‘Plan of Distribution’’ for further information about the use
of this prospectus by broker-dealers. If you are a broker-dealer who acquired original bonds for your own
account as a result of market-making or other trading activities and you exchange the original bonds for
exchange bonds, you must notify us, on or prior to the expiration date, that you are a participating broker-
dealer. This notice may be given in the letter of transmittal or may be delivered to Citibank, N.A. Any
participating broker-dealer who is an ‘‘affiliate’’ of Royal & SunAlliance or the Guarantor may not rely on the
staff’s interpretive letters and must comply with the registration and prospectus delivery requirements of the
Securities Act when reselling exchange bonds.

Each participating broker-dealer exchanging original bonds for exchange bonds agrees that, upon
receipt of notice from Royal & SunAlliance:

� that any statement contained or incorporated by reference in this prospectus makes the
prospectus untrue in any material respect; or

� that this prospectus omits to state a material fact necessary to make the statements contained
or incorporated by reference in this prospectus, in light of the circumstances under which they
were made, not misleading; or

� on the occurrence of other events specified in the registration rights agreements;
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the participating broker-dealer will suspend the sale of exchange bonds.

Each participating broker-dealer agrees not to resell the exchange bonds until:

� Royal & SunAlliance has amended or supplemented this prospectus to correct the
misstatement or omission and Royal & SunAlliance furnishes copies of the amended or
supplemented prospectus to the participating broker-dealer; or

� Royal & SunAlliance gives notice that the sale of the exchange bonds may be resumed.

You May Suffer Adverse Consequences if You Fail to Exchange Your Original Bonds

Following the completion of the exchange offer, except as set forth above and in the registration rights
agreement we refer to, you will not have any further registration rights and your original bonds will continue to
be subject to certain restrictions on transfer. Accordingly, if you do not participate in the exchange offer, your
ability to sell your original bonds could be adversely affected.

Terms of the Exchange Offer

We will accept any validly tendered original bonds which are not withdrawn prior to 5:00 p.m., New
York City time, on the expiration date. We will issue $1,000 principal amount of exchange bonds in exchange
for each $1,000 principal amount of your original bonds tendered. Holders may tender some or all of their
original bonds in the exchange offer.

The exchange offer is not conditioned upon holders tendering a minimum principal amount of original
bonds.

You do not have any appraisal or dissenters’ rights in the exchange offer. If you do not tender original
bonds or you tender original bonds that we do not accept, your original bonds will remain outstanding.

The form and terms of the exchange bonds will be substantially the same as the form and terms of
your original bonds except that (1) interest on the exchange bonds will accrue from the last interest payment
date on which interest was paid on your original bonds, or, if no interest was paid, from the date of the original
issuance of your original bonds, and (2) the exchange bonds have been registered under the Securities Act of
1933 and will not bear a legend restricting their transfer. The exchange bonds will be issued under, and entitled
to the benefits of, the same indenture governing your original bonds.

This prospectus, together with the letter of transmittal you received with this prospectus, is being sent
to you and to others believed to have beneficial interests in the original bonds. We intend to conduct the
exchange offer in accordance with the applicable requirements of the Securities Exchange Act of 1934 and the
rules and regulations of the Securities and Exchange Commission.

We will have accepted your validly tendered original bonds when we have given written notice to
Citibank, N.A. Citibank, N.A. will act as agent for you for the purpose of receiving the exchange bonds from
us. If any tendered original bonds are not accepted for exchange because of an invalid tender, the occurrence of
certain other events, or otherwise, certificates sent to Citibank, N.A. will be returned, without expense, to you
as promptly as practicable after the expiration date.

You will not be required to pay brokerage commissions, fees, or transfer taxes in the exchange of your
original bonds. We will pay all charges and expenses in connection with the exchange offer except for any
taxes you may incur in effecting the transfer of your original bonds or exchange bonds pursuant to some other
plan.
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Neither Royal & SunAlliance or Royal & SunAlliance’s board of directors recommends that you
tender or not tender original bonds in the exchange offer. In addition, Royal & SunAlliance has not authorized
anyone to make any recommendation. You must decide whether to tender in the exchange offer and, if so, the
aggregate amount of original bonds to tender.

Expiration Date; Extensions; Amendments

The exchange offer will expire at 5:00 p.m., New York City time, on November 8, 2000 unless we
extend the exchange offer, in which case the exchange offer shall terminate at 5:00 p.m., New York City time
on the last day of the extension. In any event, the exchange offer will be held open for at least 20 business
days. In order to extend the exchange offer, we will issue a notice by press release or other public
announcement.

We reserve the right, in our sole discretion:

� to delay accepting your original bonds;

� to extend the exchange offer and keep all original bonds tendered other than those bonds
properly withdrawn;

� to terminate the exchange offer, if any of the conditions shall not have been satisfied; or

� to waive any condition or amend the terms of the exchange offer in any manner.

If we delay, extend, terminate or amend the exchange offer, we will give notice to the exchange agent
and issue a press release or other public announcement. In the case of an extension, we will make an
announcement no later than 9:00 a.m., New York City time, on the next business day after the previously
scheduled expiration date. If we materially change the exchange offer, or if we waive a material condition of
the exchange offer, we will promptly distribute a prospectus supplement to you disclosing the change or waiver.
We also will extend the exchange offer if required by Rule 14e-1 under the Securities Exchange Act of 1934.

The settlement date will be five business days after the expiration of the exchange offer. The term
‘‘business days’’ as used herein will have the meaning ascribed to it in the indenture which is each Monday,
Tuesday, Wednesday, Thursday and Friday which is not a day on which banking institutions in The City of
New York or The City of London are authorized or obligated by law or executive order to close.

Procedures for Tendering Your Original Bonds

To tender original bonds in the exchange offer, the registered holder of the original bonds must
transfer those bonds into the exchange agent’s account in accordance with DTC’s Automated Tender Offer
Program, or ATOP, procedures. Bonds can be held indirectly at Euroclear and Clearstream. Participants holding
securities via Euroclear and Clearstream should abide by the procedures set by these systems.

In lieu of delivering a letter of transmittal to the exchange agent, a computer-generated message, in
which the holder of the outstanding original bonds acknowledges and agrees to be bound by the terms of the
letter of transmittal, must be transmitted by DTC on behalf of a holder and received by the exchange agent
prior to 5:00 p.m., New York City time, on the expiration date.

The tender by a holder of original bonds will constitute an agreement between such holder and us in
accordance with the terms and subject to the conditions set forth in this prospectus and in the letter of
transmittal.
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No letter of transmittal should be sent to us.

Only a registered holder of original bonds may tender original bonds in the exchange offer.

Procedure if the Original Bonds are Not Registered in Your Name

Any beneficial owner whose bonds are registered in the name of a broker, dealer, commercial bank,
trust company, or other nominee and who wishes to tender should contact the registered holder promptly and
instruct the registered holder to tender on the beneficial owner’s behalf. We strongly urge you to act
immediately since the transfer of registered ownership may take considerable time.

Signature Requirements and Signature Guarantees

Signatures on a letter of transmittal or a notice of withdrawal must be guaranteed by any eligible
guarantor institution that is a member of a registered national securities exchange or a member of the National
Association of Securities Dealers, Inc. or by a commercial bank or trustee having an office or correspondent in
the United States, or an ‘‘Eligible Guarantor Institution’’ within the meaning of Rule 17Ad-15 under the
Securities Exchange Act of 1934 (each, an ‘‘Eligible Institution’’) unless the original bonds are tendered (1) by
a registered holder who has not completed the box entitled ‘‘Special Registration Instructions’’ or ‘‘Special
Delivery Instructions’’ on the letter of transmittal or (2) for the account of an Eligible Institution. If signatures
on a letter of transmittal or a notice of withdrawal are required to be guaranteed, the guarantee must be by an
Eligible Institution.

If a letter of transmittal or any bonds or bond powers are signed by trustees, executors, administrators,
guardians, attorneys-in-fact, officers or corporations, or others acting in a fiduciary or representative capacity,
such persons should so indicate when signing, and evidence satisfactory to us of their authority to so act must
be submitted with such letter of transmittal unless waived by us.

Conditions to the Exchange Offer

All questions as to the validity, form, eligibility (including time of receipt), acceptance, and
withdrawal of tendered bonds will be determined by us in our sole discretion, and our determination will be
final and binding. We reserve the absolute right to reject any and all original bonds not properly tendered or
any original bonds the acceptance of which would be unlawful in the opinion of our counsel. We also reserve
the right to waive any defects, irregularities, or conditions of tender as to particular original bonds. Our
interpretation of the terms and conditions of an exchange offer, including the instructions in a letter of
transmittal, will be final and binding on all parties. Any defects or irregularities in connection with tenders of
original bonds must be cured within such time as we shall determine, unless waived by us. Although we intend
to notify you of defects or irregularities with respect to tenders of original bonds we, or Citibank, N.A., or any
person, shall not incur any liability for failure to give such notification. Tenders of original bonds will not be
deemed to have been made until such defects or irregularities have been cured or waived. Any original bonds
received by Citibank, N.A. that are not properly tendered and as to which the defects or irregularities have not
been cured or waived will be returned by Citibank, N.A. as soon as practicable following the expiration date to
you, unless you request in the letter of transmittal that the bonds be sent to someone else.

In addition, we reserve the right in our sole discretion to purchase or make offers for any original
bonds that remain outstanding after the expiration date or to terminate the exchange offer and, to the extent
permitted by applicable law, purchase original bonds in the open market in privately negotiated transactions, or
otherwise. The terms of any such purchases or offers could differ from the terms of this exchange offer.
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These conditions are for our sole benefit and may be asserted by us at any time or for any reason or
may be waived by us in whole or in part at any time in our sole discretion. The failure by us to exercise any of
our rights shall not be a waiver of our rights.

In addition, we will not accept for exchange any original bonds tendered, and no exchange bonds will
be issued in exchange for any original bonds, if at such time any stop order shall be threatened or in effect with
respect to the registration statement or the qualification of the indenture relating to the new bonds under the
Trust Indenture Act of 1939. We are required to use reasonable efforts to obtain the withdrawal of any stop
order at the earliest possible time.

In all cases, issuance of exchange bonds for tendered original bonds that are accepted for exchange in
the exchange offer will be made only after timely receipt by Citibank, N.A. of a timely confirmation from DTC
of such original bonds into Citibank, N.A.’s account at DTC, a properly completed electronic instruction in
which the tendering holder acknowledges its receipt of and agreement to be bound by the letter of transmittal
for such exchange offer and all other required documents.

If we do not accept your tendered original bonds or if you submitted original bonds for a greater
aggregate principal amount than you desire to exchange, then the unaccepted or unexchanged original bonds
will be returned without expense to you or, in the case of bonds tendered by book-entry transfer into Citibank,
N.A.’s account at DTC pursuant to the book-entry transfer procedures described below, such non-exchanged
bonds will be credited to an account maintained with DTC, as promptly as practicable after the expiration or
termination of the exchange offer.

Book-Entry Transfer

Citibank, N.A. maintains accounts at DTC. Any financial institution, including Euroclear and
Clearstream, that is a participant in one of these systems may make book-entry delivery of original bonds being
tendered by causing DTC to transfer the original bonds into Citibank, N.A.’s account at DTC in accordance
with the appropriate procedures for transfer.

DTC’s ATOP is the only method of processing exchange offers through DTC. To accept the exchange
offer through ATOP, participants in DTC must send electronic instructions to DTC through DTC’s
communication system. DTC is obligated to communicate those electronic instructions to Citibank, N.A. To
tender original bonds through ATOP, the electronic instructions sent to DTC and transmitted by DTC to
Citibank, N.A. must contain the participant’s acknowledgment of its receipt of and agreement to be bound by
the letter of transmittal for such original bonds.

Guaranteed Delivery Procedures

If you wish to tender your original bonds and the original bonds are not immediately available, or time
will not permit your original bonds or other documents to reach Citibank, N.A. before the expiration date, or
the procedure for book-entry transfer of your original bonds cannot be completed on a timely basis, a tender
may be effected if:

� the tender is made through an Eligible Institution;

� before the expiration date, Citibank, N.A. received a properly completed and duly executed
letter of transmittal or a facsimile thereof and notice of guaranteed delivery, substantially in
the form provided by us by telegram, telex, facsimile transmission, mail or hand delivery. The
notice of guaranteed delivery shall state your name and address and the amount of the
original bonds tendered, that the tender is being made thereby and guaranteeing that within
three New York Stock Exchange (‘‘NYSE’’) trading days after the date of execution of the
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notice of guaranteed delivery, the certificates for all physically tendered original bonds, in
proper form for transfer, or a confirmation from DTC and any other documents required by
the applicable letter of transmittal, will be deposited by the Eligible Institution with Citibank,
N.A.; and

� the certificates for all physically tendered original bonds in proper form for transfer, or a
confirmation from DTC and all other documents required by the applicable letter of
transmittal, are received by Citibank, N.A., within three NYSE trading days after the date of
execution of the notice of guaranteed delivery.

Withdrawal Rights

You may withdraw your tender of original bonds at any time prior to 5:00 p.m., New York City time,
on the expiration date.

For a withdrawal of tendered bonds to be effective, an electronic ATOP transmission notice of
withdrawal must be transmitted by DTC to Citibank, N.A., in accordance with the standard operating
procedures of DTC, Euroclear or Clearstream, as the case may be, prior to 5:00 p.m., New York City time, on
the expiration date and prior to the acceptance thereof by us.

Any such notice of withdrawal must:

� specify your name;

� identify the original bonds to be withdrawn, including principal amount of such original
bonds;

� be signed by you in the same manner as the original signature on the letter of transmittal by
which your original bonds were tendered, including any required signature guarantees, or be
accompanied by documents of transfer sufficient for the trustee of your original bonds to
register the transfer of those bonds into the name of the person withdrawing the tender; and

� specify the name in which you want the withdrawn original bonds to be registered in, if
different from your name.

All questions as to the validity, form, and eligibility, including time of receipt, of such notices will be
determined by us and our determination shall be final and binding on all parties. Any original bonds withdrawn
will be considered not to have been validly tendered for exchange for the purposes of the exchange offer. Any
bonds which have been tendered for exchange but which are not exchanged for any reason will be returned to
you without cost as soon as practicable after withdrawal, rejection of tender, or termination of the exchange
offer relating to such original bonds. Properly withdrawn original bonds may be retendered by following one of
the procedures described in ‘‘Procedures for Tendering Your Original Bonds’’ at any time on or prior to the
expiration date.
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Exchange Agent

All executed letters of transmittal should be directed to the exchange agent. We have appointed
Citibank, N.A. as the exchange agent for the exchange offer. Questions, requests for assistance and requests for
additional copies of the prospectus or a letter of transmittal should be directed to the exchange agent addressed
as follows:

By Mail:
Citibank, N.A.

Attention: Global Agency
and Trust Services

Reference:
Royal & Sun Alliance

Exchange Offer
P.O. Box 18055

5 Carmelite Street
London EC4Y 0PA

By Overnight Mail or Courier:
Citibank, N.A.

Attention: Global Agency
and Trust Services

Reference:
Royal & Sun Alliance

Exchange Offer
P.O. Box 18055

5 Carmelite Street
London EC4Y 0PA

By Hand:
Citibank, N.A.

Attention: Global Agency and
Trust Services

Reference:
Royal & Sun Alliance

Exchange Offer
P.O. Box 18055

5 Carmelite Street
London EC4Y 0PA

Fax: (44-20) 7508-3866 Confirm by Telephone: (44-20) 7508-3867

Fees and Expenses

We will not make any payments to brokers, dealers, or others soliciting acceptances of the exchange
offer. The principal solicitation is being made by mail. However, additional solicitations may be made in person
or by telephone by our officers and employees.

The estimated cash expenses to be incurred in connection with the exchange offer will be paid by us
and are estimated in the aggregate to be £100,000, including, without limitation, fees and expenses for the
trustee of the bonds, accounting, printing, legal and related fees and expenses.

Transfer Taxes

If you tender original bonds for exchange you will not be obligated to pay any transfer taxes unless
you instruct us to register exchange bonds in a different name. If you request that your original bonds not
tendered or not accepted in the exchange offer be returned to a different person, you will be responsible for the
payment of any applicable transfer tax.

Regulatory Matters

We are not aware of any additional governmental or regulatory approvals required in order to complete
the exchange offer.

Consequences of Failure to Exchange

Your participation in the exchange offer is voluntary. You are urged to consult your financial and tax
advisors in making your own decisions on what actions to take and should read the ‘‘Taxation’’ section.

If you do not exchange your original bonds in the exchange offer, your bonds may be resold only:

� to a person whom you reasonably believe is a qualified institutional buyer (as defined in Rule
144A under the Securities Act of 1933) in a transaction meeting the requirements of Rule
144A;
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� in a transaction meeting the requirements of Rule 144 under the Securities Act of 1933;

� in accordance with another exemption from the registration requirements of the Securities Act
of 1933 (and based upon an opinion of your counsel if we so request);

� in an offshore transaction in accordance with Regulation S under the Securities Act of 1933;

� to us; or

� under an effective registration statement.

In each case, you must comply with any applicable securities laws of any state of the U.S. or any other
applicable jurisdiction. Under certain circumstances, we are required to file a shelf registration statement. We
do not currently expect to have to file a shelf registration statement.

Payment of Additional Interest Upon Registration Default

We will be required to pay additional interest on the original bonds in the event that:

� the exchange offer registration statement or the shelf registration statement, as the case may
be, is not declared effective on or before October 31, 2000;

� the exchange offer is not completed on or before the earlier of 30 business days after the date
of effectiveness of the registration statement or November 30, 2000; or

� the exchange offer registration statement or the shelf registration statement is declared
effective but then is withdrawn or ceases to be effective or usable.

Each of these events is a registration default. In the case of a registration default, we will be required
to pay additional interest (‘‘Special Interest’’) in cash on each interest payment date in an amount equal to one-
half of one percent (0.50%) per year of the applicable principal amount of the original bonds until the
registration default has been cured. Once the registration default is cured, the additional interest will cease to
accrue.

177



DESCRIPTION OF THE EXCHANGE BONDS
AND THE GUARANTEE

We will issue the exchange bonds (including the related guarantee), like the original bonds, under an
indenture, dated as of October 1, 1999, among us, Royal & Sun Alliance Insurance plc (the ‘‘Guarantor’’) and
Citibank, N.A., as trustee (the ‘‘Trustee’’). The exchange bonds are the same as the original bonds except that
the exchange bonds:

� will not bear legends restricting their transfer; and

� will not contain terms providing for an increase in the interest rate under the circumstances
described in the registration rights agreement.

The terms of the exchange bonds include those stated in the indenture and those made part of the
indenture by reference to the Trust Indenture Act of 1939.

The following description is a summary of the material provisions of the indenture. It does not restate
the indenture in its entirety. We urge you to read the indenture because it, and not this description, defines your
rights as holders of the bonds. We have filed a copy of the indenture as an exhibit to the registration statement
which includes this prospectus.

The Guarantor will irrevocably and unconditionally guarantee, on a direct, unsecured and subordinated
basis, our obligations under the bonds, including the payment of principal and interest.

Brief Description of the Exchange Bonds

The exchange bonds:

� are our direct, unsecured and subordinated obligations;

� will rank equally in the event of our winding up with our €500 million subordinated
guaranteed Euro Bonds due October 15, 2019;

� will be subordinated in right of payment to all of our existing and future debt other than
subordinated debt that is expressed to rank equally with or junior to the exchange bonds; and

� will effectively be subordinated to all debt for money borrowed by our subsidiaries other than
the Guarantor and policyholder liabilities of our subsidiaries.

The guarantee:

� is a direct, unsecured and subordinated obligation of the Guarantor; and

� will be subordinated in right of payment to all existing and future debt of the Guarantor other
than subordinated debt that is expressed to rank equally with or junior to the guarantee.

The indenture does not limit our ability or the ability of the Guarantor or any of our other subsidiaries,
including Royal Insurance Holdings plc (the immediate holding company of the Guarantor), to incur additional
indebtedness or to give guarantees that rank senior to the bonds or the guarantee. These abilities may include
issuing indebtedness or guarantees that are senior to the bonds or guarantee, as the case may be, but junior to
other indebtedness or guarantees issued by us or the Guarantor. See ‘‘Summary—Royal & Sun Alliance
Insurance Group plc’’ for a simplified organizational chart for us and our subsidiaries.

178



Principal, Maturity and Interest

We will initially issue up to $500 million aggregate principal amount of exchange bonds. The bonds
will mature on October 15, 2029. Interest on the bonds will accrue on their principal amount cumulatively at a
rate of 8.95% per annum. Subject to our right to defer payment of interest, this interest is payable semi-
annually in arrears on each April 15 and October 15 (each an ‘‘Interest Payment Date’’), commencing on April
15, 2000, to the Book-Entry Depositary (as defined below) as holder in the case of the Global Bonds (as
defined below) and to holders of Definitive Registered Bonds (as defined below), if any, of record at the close
of business on the applicable April 1 and October 1, as the case may be (each a ‘‘Record Date’’) immediately
preceding such Interest Payment Date. Interest payable on the bonds will be calculated on the basis of a 360-
day year of twelve 30-day months and, in the case of an incomplete month, the actual number of days elapsed.

Option to Defer Interest Payments

So long as no Event of Default (as defined below) has occurred, we have the right under the indenture
to defer the payment of interest at any time or from time to time during the term of the bonds for a period not
exceeding 10 consecutive semi-annual periods with respect to each deferral period (each an ‘‘Extension
Period’’). However, no Extension Period may extend beyond the maturity date of the bonds. Except in the case
where an Extension Period is extended as provided below, at the end of an Extension Period, we must pay all
interest then accrued and unpaid during such Extension Period. Arrears of interest will not themselves bear
interest.

Upon the termination of any Extension Period and the payment of all amounts then due, we may elect
to begin a new Extension Period. During an Extension Period, interest will continue to accrue and holders of
the bonds will be required to accrue interest income for U.S. federal income tax purposes. See ‘‘Taxation—
Certain U.S. Federal Income Tax Considerations’’.

During any Extension Period, we may not:

(1) declare or pay any dividends or distributions on, or redeem, purchase, acquire, or make a
liquidation payment with respect to, any of our share capital; or

(2) make any payment of principal, interest or premium, if any, on or repay, repurchase or
redeem any debt securities issued by us that rank equally with or junior to the bonds or make any
guarantee payments with respect to any guarantee by us of the debt securities of any of our
subsidiaries if such guarantee ranks equally with or junior to the bonds;

other than in the case of (1) and (2):

� dividends or distributions in shares, warrants or other rights to subscribe or acquire our
shares;

� any declaration of a dividend in connection with the implementation of a shareholders’ rights
plan, or the issuance of shares, warrants or other rights to subscribe or acquire shares under
any such plan, or the redemption or repurchase of any such rights pursuant thereto;

� purchases or redemptions of shares, warrants or other rights to subscribe for or acquire shares
related to the issuance of shares, warrants or other rights (A) in connection with any
employment contract, benefit plan, stock option program or similar arrangement with or for
the benefit of employees, officers, directors or consultants or (B) in connection with a
dividend reinvestment plan or stockholder purchase plan;

� purchases or redemptions of shares, warrants or other rights to subscribe for or acquire shares
related to the issuance of shares as consideration in certain acquisition transactions; and
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� purchases of fractional interests of shares in connection with the exchange or conversion of
securities for shares.

Prior to the termination of any Extension Period, we may further extend that Extension Period,
provided that no Event of Default has occurred and is continuing and the extension does not cause the
Extension Period to exceed 10 consecutive semi-annual periods or to extend beyond the maturity date of the
bonds. Upon the termination of any Extension Period and the payment of all amounts then due on any Interest
Payment Date, we may elect to begin a new Extension Period subject to the above requirements. No interest
shall be due and payable during an Extension Period, except at the end of the period. We must give the Trustee
notice of our election of any Extension Period at least five Business Days prior to the Record Date with respect
to an Interest Payment Date. The Trustee shall give notice of our election to begin or extend a new Extension
Period to the holder of the Global Bonds and to holders of Definitive Registered Bonds, if any. There is no
limitation on the number of times that we may elect to begin an Extension Period.

Methods of Receiving Payments on the Bonds

Payments of interest and principal with respect to the Global Bonds will be made to the Book-Entry
Depositary as holder of the Global Bonds. The Book-Entry Depositary will distribute all such payments
received to DTC, and, upon receipt of any payment, DTC will promptly credit participants’, including
Euroclear’s and Clearstream’s, accounts with payments in amounts proportionate to their respective ownership
of Book-Entry Interests (as defined below), as shown on the records of DTC. See ‘‘—Description of Book-
Entry System’’.

No Mandatory Repurchase or Redemption

The indenture does not contain any provisions that permit the holders of the bonds to require us or the
Guarantor to repurchase or redeem the bonds or otherwise protect the holders of bonds in the event of a
takeover, recapitalization or similar restructuring or in the event of any other highly leveraged transaction.

Listing of Bonds on the Official List of the U.K. Listing Authority and Trading of the Bonds on the
London Stock Exchange

We have applied to list the exchange bonds on the Official List of the U.K. Listing Authority and to
trade on the London Stock Exchange. We cannot give any assurance as to the nature and adequacy of the
trading market in the exchange bonds. See ‘‘Risk Factors—An active trading market for the exchange bonds
may not develop’’.

Guarantee

The Guarantor will irrevocably and unconditionally guarantee, on a direct, unsecured and subordinated
basis, our obligations under the bonds, including the payment of principal and interest.

The indenture does not contain any restrictions on the ability of the Guarantor to:

(1) pay dividends or distributions on, or redeem, purchase, acquire, or make a liquidation
payment with respect to, any of the Guarantor’s share capital; or

(2) make any payment of principal, interest or premium, if any, on or repay, repurchase or
redeem any debt securities of the Guarantor, including any such share capital and debt securities that
ranks equally with or junior to the guarantee, or make any guarantee payments with respect to any
guarantee by the Guarantor of the debt securities of any subsidiary of the Guarantor including any
such debt securities that ranks equally with or junior to the guarantee.
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Sinking Fund

There will be no sinking fund payments for the bonds.

Ranking

In the event of a winding up of us or the Guarantor, the claims of the holders of the bonds will be
subordinated in right of payment to all Claims of Senior Creditors of us and the Guarantor, as the case may be.

As used in this prospectus:

‘‘Claims’’ means all liabilities payable to Senior Creditors of us or the Guarantor including the value
of any amount determined by the court pursuant to paragraph 1(2) or paragraph 8 of Schedule 2 to the U.K.
Insurance Companies (Winding-up) Rules 1985 to be due to a policyholder to reflect any right to receive or
expectation of receiving benefits which that policyholder may have.

‘‘Senior Creditors’’ means all creditors of us or the Guarantor, as the case may be, including, in the
case of the Guarantor, all policyholders of the Guarantor, who are:

(1) unsubordinated creditors of us or the Guarantor, as the case may be; or

(2) subordinated creditors of us or the Guarantor, as the case may be, other than those whose
claims rank or are expressed to rank equally with or junior to the claims of the holders in respect of
the bonds or the guarantee, as the case may be.

As of December 31, 1999, the Claims of Senior Creditors of us and the Guarantor, on a combined
basis, would have been approximately £10.5 billion.

All of our operations are conducted through our subsidiaries. Our subsidiaries, other than the
Guarantor, have not guaranteed the bonds. Claims of creditors of non-guarantor subsidiaries, including
policyholder liabilities, secured creditors and creditors holding indebtedness and guarantees issued by non-
guarantor subsidiaries, and claims of preferred shareholders, if any, of non-guarantor subsidiaries generally will
have priority with respect to assets and earnings of non-guarantor subsidiaries over the claims of our creditors,
including holders of the bonds, even if those obligations do not constitute Claims of Senior Creditors. The
bonds, therefore, will be effectively subordinated to creditors (including policyholders) and preferred
shareholders, if any, of our non-guarantor subsidiaries.

On a winding up of the Guarantor there may be no surplus amounts available to meet the claims of
holders of the bonds under the guarantee after the Claims of the Senior Creditors of the Guarantor have been
satisfied.

Because of the subordination provisions contained in the indenture, in the event of insolvency,
creditors of us or the Guarantor whose claims constitute Claims of Senior Creditors of us or the Guarantor may
recover more, on a rated basis, than the holders of the bonds.

The terms of the subordination provisions described above will not apply to payments from money or
the proceeds of obligations issued by the United States deposited in trust prior to the occurrence of an event
prohibiting payment of or on the bonds and held in trust by the Trustee for the payment of principal of and
interest on the bonds pursuant to the provisions described under ‘‘—Defeasance’’.
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Form of Exchange Bonds

The exchange bonds will be represented by global securities in bearer form, without coupons (the
‘‘Global Bonds’’), which have been issued in each case in a denomination equal to the outstanding principal
amount of exchange bonds. The Global Bonds will be deposited with Citibank N.A., as book-entry depositary
(the ‘‘Book-Entry Depositary’’), pursuant to the terms of a Securities Depositary Agreement, dated as of
October 1, 1999 (the ‘‘Securities Depositary Agreement’’) among us, the Guarantor, the Book-Entry Depositary
and the owners from time to time of Book-Entry Interests. See ‘‘—Description of Book-Entry System’’.

Under the terms of the Securities Depositary Agreement, as an owner of a Book-Entry Interest, you
will receive a Definitive Registered Bond:

(1) if DTC notifies the Book-Entry Depositary that it is unwilling or unable to act as
depositary or ceases to be a clearing agency registered under the Securities Exchange Act of 1934, as
amended, and, in either case, a successor depositary is not appointed by the Book-Entry Depositary at
our request or the request of the Guarantor within 120 days;

(2) in the event of an Event of Default under the indenture upon the request of the owner of
such Book-Entry Interest;

(3) at any time if we or the Guarantor in our sole discretion determines that the Global
Bonds, in whole but not in part, should be exchanged for Definitive Registered Bonds; or

(4) if the Book-Entry Depositary is at any time unwilling or unable to continue as Book-
Entry Depositary and a successor Book-Entry Depositary is not appointed by us or the Guarantor
within 120 days of its giving notification thereof to us or the Guarantor.

Any Definitive Registered Bond, if issued, will be issued in registered form in the denomination of
$1,000 principal amount or any integral multiple thereof. Definitive securities in bearer form will not be issued.
Any Definitive Registered Bonds will be registered in such name or names as the Book-Entry Depositary shall
instruct the Trustee based on the instructions of DTC. It is expected that such instructions will be based upon
directions received by DTC from its participants, including Euroclear and Clearstream, with respect to
ownership of Book-Entry Interests. To the extent permitted by law, we, the Guarantor, the Trustee and any
paying agent shall be entitled to treat the person in whose name any Definitive Registered Bond is registered as
the absolute owner thereof. The amount of the relevant Global Bonds, and the Book-Entry Interests, will be
increased or decreased to reflect exchanges or issues of Definitive Registered Bonds. The Book-Entry
Depositary will request the Trustee to make the appropriate adjustments to the Global Bond or Bonds
underlying the Book-Entry Interests to reflect any such issues or adjustments. The indenture contains provisions
relating to the maintenance by a registrar of a register reflecting ownership of Definitive Registered Bonds, if
any, and other provisions customary for an issue of registered debt securities. Payment of principal and interest
on, and all other amounts payable under, each Definitive Registered Bond will be made to the holder appearing
on the register at the close of business on the Record Date at his address shown on the register on the Record
Date.

Holders should be aware that, under current U.K. tax law, upon the issuance to a holder of a
Definitive Registered Bond, such holder will become subject to U.K. income tax (currently 20%) to be
withheld on any payments of interest on the Definitive Registered Bonds as set forth under‘‘Taxation’’.
A holder of Definitive Registered Bonds will, to the extent described below under‘‘—Payment of
Additional Amounts ’’, be entitled to receive additional amounts with respect to such Definitive Registered
Bonds. However, a U.S. holder of Definitive Registered Bonds may be entitled to receive a refund of
withheld amounts from the Inland Revenue in certain circumstances. See‘‘Taxation—Certain U.K. Tax
Considerations—Interest’’.

182



Any person receiving a Definitive Registered Bond will not be obligated to pay or otherwise bear the
cost of any tax or governmental charge or any cost or expense of the Book-Entry Depositary relating to
insurance, postage, transportation or any similar charge, all of which will be solely the responsibility of us and
the Guarantor.

Transfers of any Definitive Registered Bond may be made, in accordance with the procedures set out
in the indenture, by presenting and surrendering such Definitive Registered Bond at the office of any transfer
agent. Transfers of a portion of a Definitive Registered Bond may be made in authorized denominations of
$1,000, in accordance with the indenture, at the office of any transfer agent, and new Definitive Registered
Bonds in appropriate denominations will be made available at such office.

Payments

All payments are subject in all cases to any applicable fiscal or other laws and regulations applicable
in the place of payment, but without prejudice to the provisions of the bonds relating to the payment of
Additional Amounts described below.

We may vary or terminate the appointment of any Paying Agent (as defined below) or appoint
additional or other Paying Agents or approve any change in the offices through which any Paying Agent acts,
provided that, so long as the bonds are admitted to trading on the London Stock Exchange, there will always be
a Paying Agent in London. Any variation, termination, appointment or removal shall only take effect after not
less than 90 days’ prior notice thereof shall have been given to the holders of the bonds, except in the case of
insolvency, when it shall be of immediate effect.

Claims in respect of principal and interest will become void unless, in the case of the Global Bonds,
presentation for payment is made within a period of 10 years in the case of principal and 5 years in the case of
interest from the date on which the relevant payment first becomes due. We will be discharged from our
obligation to pay principal and interest on Definitive Registered Bonds to the extent that payments duly made
are not claimed within a period of 10 years in the case of principal or 5 years in the case of interest from the
date on which the relevant payment first becomes due.

Principal of and interest on, and all other amounts payable under, any Definitive Registered Bonds will
be payable at the corporate trust office or agency of the Trustee in The City of New York or London
maintained for such purposes, upon surrender of the relevant Definitive Registered Bond in the case of
payments of principal. In addition, interest on Definitive Registered Bonds may be paid by check mailed to the
person entitled thereto as shown on the register on the Record Date for the Definitive Registered Bonds. No
service charge will be made for any registration of transfer or exchange of any Definitive Registered Bonds.

Redemption and Purchase

The bonds are not subject to redemption prior to October 15, 2029 except as provided below.

Optional Tax Redemption

The bonds will be subject to redemption in entirety upon not less than 30 nor more than 60 days
notice at our election or the election of the Guarantor at any time at a redemption price equal to 100% of the
principal amount along with accrued and unpaid interest, if any, to the date of redemption, if:

(1) we are required to issue Definitive Registered Bonds in respect of all exchange bonds in
the circumstances set out in clauses (1), (2) and (4) of the second paragraph under ‘‘—Form of
Exchange Bonds’’ after using all reasonable efforts to avoid having to issue such Definitive Registered
Bonds and we are, or the Guarantor is, required, or either of us would be so required in the absence of
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any applicable tax treaty, on the next succeeding Interest Payment Date to pay Additional Amounts
with respect to such exchange bonds as described under ‘‘—Payment of Additional Amounts’’; or

(2) we have, or the Guarantor has, become, or either of us would become obligated to pay
any Additional Amounts in the absence of any applicable tax treaty, on the next date on which any
amount would be payable with respect to such bonds as a result of:

� any amendment to or change in the laws, rules or regulations of (A) the United Kingdom or
any of its political subdivisions or taxing authorities or (B) in the case of Additional Amounts
payable by a successor or substitute person to us or the Guarantor, the jurisdiction in which
such person is organized or any of its political subdivisions or taxing authorities; or

� any amendment or change in any official interpretation or application of such laws or rules or
regulations or any execution of or amendment to any treaty affecting taxation entered into by
(A) the United Kingdom or any of its political subdivisions or taxing authorities or (B) in the
case of Additional Amounts payable by a successor or substitute person to us or the
Guarantor, the jurisdiction in which such person is organized or any of its political
subdivisions or taxing authorities.

The optional redemption described in this clause (2) is only available if the amendment or change
becomes effective on or after September 28, 1999, or in the case of Additional Amounts payable by a successor
or substitute person to us or the Guarantor, if the amendment or change is publicly announced and becomes
effective on or after the date on which such person became a successor or substitute pursuant to the applicable
provisions of the indenture, and the Additional Amount cannot be avoided by us or the Guarantor, as the case
may be, using all commercially reasonable measures available to us or the Guarantor. For this purpose, such
reasonable measures shall not include, where relevant, the issuance of Definitive Registered Bonds at our
option to holders of Book-Entry Interests in lieu of redeeming the bonds under the circumstances set forth
above, save in circumstances where the issuance of such Definitive Registered Bonds would result in us and the
Guarantor not having to pay any Additional Amounts.

If we decide to redeem as described, we may not give notice of redemption earlier than 90
days prior to the earliest date on which we or the Guarantor would be obligated to pay such Additional
Amounts were a payment in respect of the bonds then due.

Further, if our decision to redeem is based on an event described in (2) above, at the time a
notice of redemption is given, we may only give notice of redemption if the change giving rise to the
obligation to pay such Additional Amounts has not been reversed or withdrawn.

Purchase

We and any of our subsidiaries, as defined in Section 736 of the U.K. Companies Act 1985, may at
any time purchase bonds at any price in the open market or otherwise. The bonds so purchased, while held by
or on behalf of us or any of our subsidiaries, will not entitle the holder to vote at any meetings of the holders of
bonds and will not be deemed to be outstanding for the purpose of calculating quorums at any meetings of
holders.

Cancellation

All bonds redeemed, or purchased, other than in the ordinary course of an investment business, will be
cancelled and may not be re-issued or resold.
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Payment of Additional Amounts

All payments made by us in respect of the bonds or the Guarantor in respect of the guarantee will be
made free and clear of and without withholding or deduction for or on account of any present or future taxes,
duties, assessments or governmental charges of whatever nature unless the withholding or deduction is then
required by law. If any withholding or deduction for or on account of any present or future taxes, duties,
assessments or other governmental charges of the United Kingdom or any of its political subdivisions or taxing
authorities (‘‘Taxes’’) shall at any time be required in respect of any amounts to be paid by us or the Guarantor,
we or the Guarantor, as appropriate, will pay such additional amounts (‘‘Additional Amounts’’) as may be
necessary so that the net amount received by each holder, including Additional Amounts, after such
withholding or deduction will not be less than the amount the holder would have received if such Taxes had not
been withheld or deducted; providedthat the foregoing obligation to pay Additional Amounts does not apply
to:

(1) bonds presented for payment in the United Kingdom;

(2) any Taxes which would not have been so imposed but for the existence of any present or
former connection between the holder and the United Kingdom other than the mere receipt of such
payment or the ownership or holding outside of the United Kingdom of such bonds;

(3) any estate, inheritance, gift, sales, excise, transfer, personal property tax or similar tax,
assessment or governmental charge; or

(4) any Taxes payable otherwise than by deduction or withholding from payments of
principal of or interest, including Special Interest, on such bonds.

In addition we will not pay Additional Amounts:

� if the payment could have been made by or through another paying agent without such
deduction or withholding; or

� if the payment could have been made without such deduction or withholding had the holder
of the bond complied with a request by us or the Guarantor or any other person through
whom payment may be made, made upon reasonable notice prior to such payment, addressed
or otherwise provided to such holder or beneficiary to provide information, documents or
other evidence concerning the nationality, residence, identity or connection with the taxing
jurisdiction of such holder or beneficiary which is required or imposed by a statute, treaty,
regulation or administrative practice of the taxing jurisdiction as a precondition to exemption
from all or part of such tax; or

� with respect to any payment of principal of or interest on such bond to any holder who is a
fiduciary or partnership or Person other than the sole beneficial owner of such payment, to the
extent such payment would be required by the laws of the United Kingdom or any of its
political subdivisions or taxing authorities to be included in the income for tax purposes of a
beneficiary or settlor with respect to such fiduciary or a member of such partnership or a
beneficial owner who would not have been entitled to the Additional Amounts had such
beneficiary, settlor, member or beneficial owner been the holder of such a bond; or

� if the bond was presented for payment on a date more than 30 days after the date on which
such payment became due and payable or the date on which payment thereof is duly provided
for, whichever occurs later, except to the extent that the holder would have been entitled to
such Additional Amounts if it had presented such bond for payment on any day within such
period of 30 days.
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The foregoing provisions also apply to any withholding or deduction for or on account of any present
or future taxes, assessments or governmental charges of whatever nature of any jurisdiction in which any
successor person to us or the Guarantor is organized, or any of its political subdivisions or taxing authorities.

Defeasance

We and the Guarantor may:

(1) discharge any and all of our obligations in respect of the bonds and the guarantee, as the
case may be, except for certain obligations to register the transfer, substitution or exchange of such
bonds, to replace stolen, lost or mutilated bonds, and to maintain paying agencies, and except for the
right of the holders of the bonds to receive payments of principal and interest, and the rights,
obligations and immunities of the Trustee (‘‘legal defeasance’’); or

(2) release any and all of their obligations with respect to certain covenants that are described
in the indenture (‘‘covenant defeasance’’), and any omission to comply with such obligations will not
constitute a default or Event of Default with respect to the bonds, upon the deposit with the Trustee, in
trust, of money or obligations issued by the United States through which the payment of interest and
principal in respect thereof in accordance with their terms will provide money in an amount to pay the
principal of and each installment of interest on the bonds on the stated maturity of such payments or
on a selected date of redemption in accordance with the terms of the indenture and the bonds.

Such a trust may only be established for either legal defeasance or covenant defeasance if, among
other things, the Trustee has received an opinion of counsel:

(1) to the effect that neither the trust nor the Trustee will be required to register as an
investment company under the U.S. Investment Company Act of 1940, as amended; and

(2) to the effect that the holders of the bonds will not recognize income, gain or loss for U.S.
federal income tax purposes as a result of such deposit, defeasance and discharge and will be subject
to U.S. federal income tax on the same amount and in the same manner and at the same times, as
would have been the case if such deposit, defeasance and discharge had not occurred.

The opinion of counsel described in (2) above must be based, if rendered in connection with a legal
defeasance, on either a private letter ruling of the U.S. Internal Revenue Service concerning the bonds, a
published ruling of the U.S. Internal Revenue Service or a change in the applicable U.S. federal income tax
law.

Events of Default

The following are Events of Default under the indenture:

(a) our failure to pay any principal of or interest, including Additional Amounts, if any, and
Special Interest, on any of the bonds when due which failure continues for a period of 14 days, except
where interest is deferred as described above;

(b) either:

(1) we are or the Guarantor is adjudicated or found insolvent or bankrupt by a court
of competent jurisdiction or we are or the Guarantor is unable to pay its debts, within the
meaning of Section 123 of the U.K. Insolvency Act 1986, excluding sub-section 1(a), or we
stop or the Guarantor stops or threatens to stop payment to its creditors generally or makes a
general assignment or an arrangement or composition with or for the benefit of its creditors
generally; or
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(2) any of the foregoing occurs and, under applicable law, such occurrence of itself
operates as a stay, postponement or suspension of judicial, administrative or other actions or
proceedings against us or the Guarantor, as the case may be, to assess, fix or recover claims
arising prior to such occurrence; or

(c) an order by a competent court is made or an effective resolution passed for the winding
up or dissolution of, or an administration order is made in relation to, us or the Guarantor, except with
the prior written consent of the holders of at least 25% in aggregate principal amount of the
outstanding bonds or for the purpose of and followed by a reconstruction, amalgamation,
reorganization, merger or consolidation on terms approved by the holders of at least 25% in aggregate
principal amount of the outstanding bonds or an Extraordinary Resolution of the holders of the bonds;
or

(d) (1) the Lords Commissioners of Her Majesty’s Treasury (‘‘H.M. Treasury’’) shall have
directed pursuant to Section 11 of the U.K. Insurance Companies Act 1982 (the ‘‘Act’’) that the
Guarantor shall cease to be authorized to effect contracts of insurance generally or H.M. Treasury shall
have confirmed a direction under Section 12A of the Act or H.M. Treasury shall have directed
pursuant to Section 13 of the Act that the Guarantor shall cease to be authorized to carry on insurance
business generally, in any such case in circumstances where no administrative or legal proceedings
(including, without limitation, by way of appeal) are available to the Guarantor (whether as a result of
lapse of time or otherwise) to challenge or contest such direction or, where such administrative or
legal proceedings are available, such proceedings are not initiated within 180 days of such direction
(or such longer period as the holders of at least 25% in aggregate principal amount of the outstanding
bonds may agree); or

(2) the authorization of the Guarantor to carry on insurance business generally is
surrendered, or relinquished by the Guarantor;

where the effect of such direction or, as the case may be, such surrender or relinquishment is to preclude the
Guarantor from carrying on insurance business generally in the United Kingdom; or

(e) we or the Guarantor shall cease to carry on the whole or substantially the whole of our
respective businesses, save in each case for the purpose of amalgamation, merger, consolidation,
reorganization, reconstruction or other similar arrangement

(1) not involving or arising out of the insolvency of us or the Guarantor and under
which all or, in the opinion of the Trustee, substantially all of its assets are transferred to
another member or members of the Group or

(2) the terms of which have previously been approved by the holders of at least 25%
in aggregate principal amount of the outstanding bonds or an extraordinary resolution of the
holders of the bonds; or

(f) the guarantee is not, or is claimed by the Guarantor not to be, in full force and effect.

For the purposes of this section:

‘‘Group’’ means Royal & Sun Alliance Insurance Group plc and its Subsidiaries; and

‘‘Subsidiary’’ means any of our subsidiaries, as defined in Section 736 of the U.K. Companies Act
1985.

Subject to the provisions of the indenture relating to the duties of the Trustee in case an Event of
Default shall occur and be continuing, the Trustee is under no obligation to exercise any of its rights or powers
under the indenture at the request or direction of any of the holders, unless such holders shall have offered to
the Trustee reasonable indemnity. Subject to such provisions for the indemnification of the Trustee, the holders
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of a majority in aggregate principal amount of the outstanding bonds shall have the right to direct the time,
method and place of conducting any proceeding for any remedy available to the Trustee or exercising any trust
or power conferred on the Trustee.

If an Event of Default, other than an Event of Default described in clause (b)(2) above, occurs and is
continuing, then either the Trustee or the holders of at least 25% in aggregate principal amount of the
outstanding bonds may accelerate the maturity of the bonds. However, in the event of such an acceleration, but
before a judgment or decree based on acceleration, the holders of a majority in aggregate principal amount of
such outstanding bonds may, under certain circumstances, rescind and annul such acceleration if all Events of
Default, other than the non-payment of accelerated principal, have been cured or waived as provided in the
indenture. If an Event of Default specified in clause (b)(2) above occurs, the outstanding bonds will become
immediately due and payable without any declaration or other act on the part of the Trustee or any holder. For
information as to waiver of defaults, see ‘‘—Modification and Waiver’’.

No holder of any bond shall have any right to institute any proceeding with respect to the indenture or
for any remedy under the indenture, unless:

� such holder shall have previously given to the Trustee written notice of a continuing Event of
Default; and

� the holders of at least 25% in aggregate principal amount of the outstanding bonds shall have
made written request, and offered reasonable indemnity, to the Trustee to institute such
proceeding as trustee, and the Trustee shall not have received from the holders of a majority
in aggregate principal amount of such outstanding bonds a direction inconsistent with such
request and shall have failed to institute such proceeding within 60 days.

However, such limitations do not apply to a suit instituted by a holder of a bond for enforcement of
payment of the principal of or interest on, or any other amounts payable under, such bond on or after the
respective due dates, or in the case of a redemption the redemption dates, expressed in or established pursuant
to the terms of such bonds and indenture.

The indenture provides that the Trustee will, within 30 days after the occurrence of any Default, give
to the holders of bonds notice of the default known to it, unless the default shall have been cured or waived;
providedthat, subject to the Trust Indenture Act, the Trustee shall be protected in withholding notice if it
determines in good faith that the withholding of notice is in the interest of the holders.

We are required to furnish to the Trustee annually a statement as to the performance by it of certain
obligations under the indenture and as to any default in such performance.

Modification and Waiver

From time to time we and the Guarantor when authorized by resolutions of their respective Boards of
Directors, and the Trustee, without the consent of the holders of the bonds, may amend, waive or supplement
the indenture or the bonds for certain specified purposes, including, among other things, curing ambiguities,
defects or inconsistencies, maintaining the qualification of the indenture under the Trust Indenture Act or
making any change that does not adversely affect the rights of any holder.

Modifications and amendments of the indenture affecting the bonds may be made by us and the
Trustee with the consent of the holders of a majority in aggregate principal amount of outstanding bonds;
provided, however, that no such modification or amendment may, without the consent of the holder of each
outstanding bond affected thereby, to:
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(a) change the stated maturity of, or payment date of any installment of interest, including
Special Interest, or Additional Amounts, on any bond;

(b) reduce the principal amount of, or interest, including Special Interest, or Additional
Amounts, on any bond;

(c) change the place or currency of payment of principal of, or interest, including Special
Interest, or Additional Amounts, on any bond;

(d) impair the right to institute suit for the enforcement of any payment on or after the due
date or, in the case of redemption, the redemption date;

(e) reduce the above-stated percentage of outstanding bonds necessary to modify or amend
the indenture;

(f) reduce the percentage or principal amount of outstanding bonds necessary for waiver of
compliance with certain provisions of the indenture or for waiver of certain defaults; or

(g) modify certain provisions of the indenture relating to the modification and amendment of
the indenture or the waiver of past defaults or covenants, except as otherwise specified.

The holders of not less than a majority in aggregate principal amount of the outstanding bonds on
behalf of all holders of the bonds, may waive compliance by us and the Guarantor with certain restrictive
provisions and covenants of the indenture affecting the bonds. Subject to certain rights of the Trustee, as
provided in the indenture, the holders of not less than a majority in aggregate principal amount of the
outstanding bonds, on behalf of all holders of the bonds, may waive any past default under the indenture
affecting the bonds, except a default in the payment of principal or interest or any other amounts due in respect
of the bonds or in respect of a covenant or provision that cannot be modified or amended without the consent
of the holder of each outstanding bond.

Consolidation, Merger and Sale of Assets; Assumption of Obligations

Under the indenture, we and the Guarantor may consolidate with or merge into any other corporation,
partnership, company, trust, association or other person, or sell, convey or transfer all or substantially all of its
assets to any other corporation, partnership, company, trust, association or other person, without the consent of
holders of the bonds, provided that the purchasing or transferee entity or the successor, continuing or resulting
entity in the case of a merger or consolidation, as the case may be:

(1) is an entity organized under the laws of the United Kingdom, any other member of the
European Union, the United States, Switzerland or an Organization for Economic Cooperation and
Development member nation;

(2) expressly assumes, by a supplemental indenture executed and delivered to the Trustee in
form satisfactory to the Trustee, the obligations of us or the Guarantor, as the case may be, under the
indenture and the due and punctual performance and observance of all the covenants and conditions to
be performed or observed by us or the Guarantor, as the case may be, pursuant to the indenture; and

(3) agrees to assume our obligations under the bonds or the Guarantor’s obligations under the
guarantee, as the case may be, to pay Additional Amounts as discussed under ‘‘—Payment of
Additional Amounts’’ above, substituting the name of the jurisdiction in which such entity is organized
for the United Kingdom each place that it appears therein. It shall be a condition to any consolidation,
merger, sale of assets or assumption, that immediately after giving effect to such consolidation,
merger, sale of assets or assumption, no Event of Default shall have occurred and be continuing and
no event which, after notice or lapse of time or both, would become an Event of Default, shall have
occurred and be continuing.
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An assumption of our obligations under the bonds or the Guarantor’s obligations under the guarantee,
as the case may be, by any person might be deemed for U.S. federal income tax purposes to be an exchange of
the bonds for new securities by the holders of the new securities, resulting in the recognition of gain or loss for
such purposes and possibly certain other adverse tax consequences to the holders. Holders should consult their
own tax advisors regarding the tax consequences of such an assumption.

Substitution

The indenture contains provisions permitting the Trustee to agree, subject to such amendment of the
indenture and such other conditions as the Trustee may require, but without the consent of the holders of the
bonds:

(1) to the substitution of the Guarantor in place of us as principal debtor under the indenture;
or

(2) subject to the bonds remaining unconditionally and irrevocably guaranteed on a
subordinated basis by the Guarantor, to the substitution of a Subsidiary in place of us as principal
debtor under the indenture; or

(3) to the substitution of:

(a) a successor in business, as defined in the indenture, to the Guarantor; or

(b) a subsidiary, as defined in Section 736 of the U.K. Companies Act 1985, of the
Guarantor acceptable to the Trustee as guarantor of the bonds, in each case in place of the
Guarantor, any such substitution as aforesaid being subject to compliance with the terms of
the indenture. In the case of such substitution the Trustee may agree, without the consent of
the holders of the bonds, to a change of the law governing the bonds, the guarantee and or the
indenture provided that such change would not in the opinion of the Trustee be materially
prejudicial to the interests of the holders of the bonds.

The Trustee

The duties and responsibilities of the Trustee are those provided by the Trust Indenture Act.
Notwithstanding the foregoing, the indenture does not require the Trustee to expend or risk its own funds or
otherwise incur any financial liability in the performance of any of its duties under the indenture, or in the
exercise of any of its rights or powers, if it has reasonable grounds for believing that repayment of such funds
or adequate indemnity against such risk of liability is not reasonably assured to it.

The Trustee is permitted to engage in other transactions with us, the Guarantor, or any of their
affiliates, provided, however, that if it acquires any conflicting interest, as defined in the Trust Indenture Act, it
must eliminate such conflict or resign.

Description of Book-Entry System

General

The Book-Entry Depositary will hold the Global Bonds for the benefit of DTC and its participants,
including Euroclear and Clearstream. Pursuant to the terms of the Securities Depositary Agreement, the Book-
Entry Depositary has agreed that the Global Bonds may be transferred only to a successor of the Book-Entry
Depositary. Beneficial interests, called ‘‘Book Entry Interests’’, in the Global Bonds are shown on, and transfers
thereof are effected only through, records maintained in book-entry form by DTC and its participants, including
Euroclear and Clearstream. Ownership of the Book-Entry Interests will be limited to participants and indirect
participants of DTC. Procedures with respect to the ownership of Book-Entry Interests are set forth below.
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Upon receipt of each Global Bond, the Book-Entry Depositary will issue a certificateless depositary
interest (the ‘‘Certificateless Depositary Interest’’) which represents a 100% interest in the underlying Global
Bond to DTC and its nominee. The Book-Entry Depositary will maintain, as our agent, a book-entry register in
which it will record the nominee of DTC as beneficial owner of such Certificateless Depositary Interest. Upon
such issuance, DTC will credit on its book-entry registration and transfer system the participants’ accounts with
the respective interests owned by such participants (including Euroclear and Clearstream). Ownership of Book-
Entry Interests is shown on, and the transfer of such interests will be effected only through, records maintained
by DTC and its respective participants (with respect to interests of indirect participants). The laws of some
countries and some states in the United States may require that certain purchasers of securities take physical
delivery of such securities in definitive form. Such limits and such laws may impair the ability to own, transfer
or pledge the Book-Entry Interests.

All interests in the bonds, including those held through Euroclear or Clearstream, will be subject to the
procedures and requirements of DTC. Those interests, if held through Euroclear or Clearstream, will also be
subject to the procedures and requirements of such system.

So long as the Book-Entry Depositary, or its nominee, is the holder of the Global Bonds, the Book-
Entry Depositary or such nominee, as the case may be, will be considered the sole holder of such Global Bonds
for all purposes under the indenture. Except as set forth above under ‘‘—Form of Exchange Bonds’’,
participants, including Euroclear and Clearstream, or indirect participants are not entitled to have bonds or
Book-Entry Interests registered in their names, will not receive or be entitled to receive physical delivery of
bonds or Book-Entry Interests in definitive form and will not be considered the owners or holders thereof under
the indenture. Accordingly, each person owning a Book-Entry Interest must rely on the procedures of the Book-
Entry Depositary and DTC and, if such person is not a participant in DTC on the procedures of the participant
in DTC, including Euroclear and Clearstream, through which such person owns its interest, to exercise any
rights and remedies of a holder under the indenture. See ‘‘—Actions by Owners of Book-Entry Interests’’
below. If any definitive bonds are issued to participants or indirect participants, they will be issued in registered
form (‘‘Definitive Registered Bonds’’), as described under ‘‘—Form of Exchange Bonds’’. Unless and until
Book-Entry Interests are exchanged for Definitive Registered Bonds, as described under ‘‘—Form of Exchange
Bonds’’, the Certificateless Depositary Interest held by DTC may not be transferred except as a whole by DTC
to its nominee or by its nominee to DTC or another nominee of DTC or by DTC or any such nominee to a
successor of DTC or a nominee of such successor.

Payments on the Global Bonds

Payments of any amounts owing in respect of the Global Bonds will be made through one or more
paying agents (the ‘‘Paying Agents’’) appointed under the indenture, which initially will include the Trustee, to
the Book-Entry Depositary, as the holder of the Global Bonds. Payment to or to the order of the holder of the
Global Bonds shall discharge our payment obligations and those of the Guarantor in respect of the bonds and
the guarantee represented thereby. Upon receipt of any such amounts, the Book-Entry Depositary will pay such
amounts to DTC, which should distribute such payments to its participants, including Euroclear and
Clearstream. Pursuant to the indenture, we have agreed that, so long as the bonds are admitted to trading on the
London Stock Exchange, we will maintain a Paying Agent having a specified office in London.

Payments of all such amounts will be made without deduction or withholding for or on account of any
present or future taxes, duties, assessments or governmental charges of whatever nature except as may be
required by law, and if any such deduction or withholding is required to be made by any law or regulation of
the United Kingdom then, to the extent described under ‘‘—Payment of Additional Amounts’’ above, such
Additional Amounts will be paid as may be necessary in order that the net amounts received by any holder of
the Global Bonds after such deduction or withholding will equal the net amounts that such holder would have
otherwise received in respect of such Global Bond, absent such withholding or deduction. DTC, upon receipt of
any such payment, will immediately credit participants’, including Euroclear’s and Clearstream’s, accounts with
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payments in amounts proportionate to their respective ownership of Book-Entry Interests, as shown on their
records. We expect that payments by participants, including Euroclear and Clearstream, or indirect participants
to owners of Book-Entry Interests held through such participants or indirect participants will be governed by
standing customer instructions and customary practices, as is now the case with the securities held for the
account of customers in bearer form or registered in ‘‘street name’’ and will be the responsibility of such
participants.

Under the provisions of the indenture, the holder of the Global Bonds is treated as the absolute owner
of the bonds represented thereby, and has no responsibility or liability for the payment of amounts owing in
respect of the depositary interests held by DTC to owners of Book-Entry Interests representing interests in the
Global Bonds. Payments by DTC participants, including Euroclear and Clearstream, to owners of Book-Entry
Interests held through such participants are the responsibility of such participants as is the case with securities
held for the account of customers in bearer form or registered in ‘‘street name’’.

None of Royal & Sun Alliance, the Guarantor, the Trustee, the Book-Entry Depositary, the initial
purchasers or any agent of Royal & Sun Alliance, the Guarantor, the Trustee, the Book-Entry Depositary or the
initial purchasers have any responsibility or liability for any aspect of the records relating to or payments made
on account of Book-Entry Interests or for maintaining, supervising or reviewing any records relating to such
Book-Entry Interests.

Information Concerning DTC, Euroclear and Clearstream

We understand the following with respect to DTC: DTC is a limited purpose trust company organized
under the New York Banking Law, a ‘‘banking organization’’ within the meaning of the New York Banking
Law, a member of the Federal Reserve System, a ‘‘clearing corporation’’ within the meaning of the New York
Uniform Commercial Code, and a ‘‘clearing agency’’ registered pursuant to the provisions of Section 17A of
the Securities Exchange Act of 1934, as amended. DTC was created to hold securities of its participants and to
facilitate the clearance and settlement of transactions among its participants in such securities through
electronic book-entry changes in accounts of the participants, thereby eliminating the need for physical
movement of securities certificates. DTC participants include securities brokers and dealers, banks, trust
companies, clearing corporations and certain other organizations, some of whom, and/or their representatives,
own DTC. Access to the DTC book-entry system is also available to others, such as banks, broker-dealers and
trust companies that clear through or maintain a custodial relationship with a participant, either directly or
indirectly.

We understand as follows with respect to Euroclear and Clearstream: Euroclear and Clearstream each
hold securities for their account holders and facilitate the clearance and settlement of securities transactions by
electronic book-entry transfer between their respective account holders, thereby eliminating the need for
physical movements of certificates and any risk from lack of simultaneous transfers of securities. Euroclear and
Clearstream each provide various services including safekeeping, administration, clearance and settlement of
internationally traded securities and securities lending and borrowing. Euroclear and Clearstream each also deal
with domestic securities markets in several countries through established depository and custodial relationships.
The respective systems of Euroclear and Clearstream have established an electronic bridge between their two
systems across which their respective account holders may settle trades with each other.

Account holders in DTC, Euroclear and Clearstream are world-wide financial institutions including
underwriters, securities brokers and dealers, banks, trust companies and clearing corporations. Indirect access to
both Euroclear and Clearstream is available to other institutions that clear through or maintain a custodial
relationship with an account holder of either system.

An account holder’s overall contractual relations with either Euroclear or Clearstream are governed by
the respective rules and operating procedures of Euroclear or Clearstream and any applicable laws. Both
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Euroclear and Clearstream act under such rules and operating procedures only on behalf of their respective
account holders, and have no record of or relationship with persons holding through their respective account
holders.

Because DTC can only act on behalf of participants, including Euroclear and Clearstream, who in turn
act on behalf of indirect participants and certain banks, the ability of an owner of a Book-Entry Interest to
pledge such interest to persons or entities that do not participate in the DTC, Euroclear or Clearstream systems,
or otherwise take actions in respect of such interest, may be limited by the lack of a definitive certificate for
such interest. The laws of some countries and some states in the United States require that certain persons take
physical delivery of securities in definitive form. Consequently, the ability to transfer Book-Entry Interests to
such persons may be limited. In addition, beneficial owners of Book-Entry Interests through DTC will receive
distributions attributable to the Global Bonds only through DTC.

We understand that under existing industry practices, if either we or Trustee requests any action of
holders of bonds or if an owner of a Book-Entry Interest desires to give instructions or take any action that a
holder is entitled to give or take under the indenture, DTC would authorize its participants, including Euroclear
and Clearstream, owning the relevant Book-Entry Interests to give instructions or take such action, and such
participants would authorize indirect participants to give instructions or take such action or would otherwise act
upon the instructions of such indirect participants.

Redemption

In the event any Global Bond or a portion of any Global Bond is redeemed, the Book-Entry
Depositary will redeem, from the amount received by it in respect of the redemption of any Global Bond, an
equal amount of the Book-Entry Interests. The redemption price payable in connection with the redemption of
Book-Entry Interests will be equal to the amount received by the Book-Entry Depositary in connection with the
redemption of the Global Bonds or a portion of the Global Bonds.

Transfers and Transfer Restrictions

All transfers of Book-Entry Interests are recorded in accordance with the book-entry system
maintained by DTC, pursuant to customary procedures established by DTC and its participants, including
Euroclear and Clearstream.

Surrender of Definitive Registered Bonds

While Global Bonds are outstanding, holders of Definitive Registered Bonds may exchange their
Definitive Registered Bonds for Book-Entry Interests in the applicable Global Bonds by surrendering their
Definitive Registered Bonds to the Book-Entry Depositary. The amount of the Book-Entry interests will be
increased or decreased to reflect such transfers or exchanges. The Book-Entry Depositary will request the
Trustee to make the appropriate adjustments to the applicable Global Bond for a new Global Bond in an
appropriate principal amount to reflect any such transfers or exchanges.

Actions by Owners of Book-Entry Interests

As soon as practicable after receipt by the Book-Entry Depositary of notice of any solicitation of
consents or request for a waiver or other action by the holders of bonds, the Book-Entry Depositary will mail
to DTC a notice containing:

(a) such information as is contained in such notice received by the Book-Entry Depositary;
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(b) a statement that at the close of business on a specified record date DTC will be entitled to
instruct the Book-Entry Depositary as to the consent, waiver or other action, if any, pertaining to such
bonds; and

(c) a statement as to the manner in which such instructions may be given.

In addition, the Book-Entry Depositary will forward to DTC or, based upon instructions received from
DTC to owners of Book-Entry Interests, all materials pertaining to any such solicitation, request, offer or other
action. Upon the written request of DTC, the Book-Entry Depositary shall endeavor insofar as practicable to
take such action regarding the requested consent, waiver, offer or other action in respect of such bonds in
accordance with any instructions set forth in such request. DTC may grant proxies or otherwise authorize their
respective participants, including Euroclear and Clearstream, or persons owning Book-Entry Interests through
their respective participants, to provide such instructions to the Book-Entry Depositary so that it may exercise
any rights of a holder or take any other actions which a holder is entitled to take under the indenture. The
Book-Entry Depositary will not exercise any discretion in the granting of consents or waivers or the taking of
any other action relating to the indenture.

Reports

The Book Entry Depositary will immediately send to DTC a copy of any notices, reports and other
communications received relating to us, the Guarantor, the bonds or the Book-Entry Interests.

Notices

Notices to the holders of bonds while represented by the Global Bonds will be given by publication in
a leading daily newspaper in English language of general circulation in London and New York. Such
publication is expected to be made in The Financial Times in London and the Wall Street Journal in New York.
If Definitive Registered Bonds are issued, notices to holders of Definitive Registered Bonds will be given by
mail to the addresses of such holders as they appear in the register. Such notices will be deemed to have been
given on the date of such publication or mailing.

Resignation of Book-Entry Depositary

The Book-Entry Depositary may at any time resign as Book-Entry Depositary by written notice to us,
the Guarantor, the Trustee and DTC, such resignation to become effective upon the appointment of a successor
book-entry depositary, in which case the Global Bonds shall be delivered to that successor. If no such successor
has been so appointed within 120 days of such notification, the Book-Entry Depositary may request that we and
the Guarantor issue Definitive Registered Bonds as described above.

Charges of Book-Entry Depositary

We and the Guarantor have agreed to indemnify the Book-Entry Depositary against certain liabilities
incurred by it and pay the charges of the Book-Entry Depositary as agreed between us, the Guarantor and the
Book Entry Depositary.

Amendment and Termination of the Securities Depositary Agreement

The Securities Depositary Agreement may be amended by us, the Guarantor and the Book-Entry
Depositary without notice to or consent of DTC or any owner of Book-Entry Interests:

(a) to cure any ambiguity, defect or inconsistency, provided that such amendment or
supplement does not adversely affect the rights of any holder of Book-Entry Interests;
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(b) to evidence the succession or substitution of another person to Royal & Sun Alliance or
the Guarantor, as the case may be (when a similar amendment with respect to the indenture is being
executed);

(c) to evidence or provide for a successor Book-Entry Depositary;

(d) to make any amendment, change or supplement that does not adversely affect the owners
of Book-Entry Interests;

(e) to add to the covenants of Royal & Sun Alliance, the Guarantor or the Book-Entry
Depositary; or

(f) to comply with the U.S. Federal securities laws.

Upon the issuance of Definitive Registered Bonds in exchange for Book-Entry Interests constituting
the entire principal amount of bonds, the Securities Depositary Agreement will terminate. The Securities
Depositary Agreement may be terminated upon the resignation of the Book-Entry Depositary if no successor
has been appointed within 120 days as set forth under ‘‘—Resignation of Book-Entry Depositary’’.

Settlement

Any secondary market trading activity in the Book-Entry Interests is expected to occur through the
participants of DTC, including Euroclear and Clearstream, and the securities custody accounts of investors will
be credited with their holdings against payment in same-day funds on the settlement date.

The exchange bonds have been accepted for clearance by DTC under CUSIP No. 78004VAB9,
common code 011751709 and have been assigned Identification Number US78004VAB99.
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TAXATION

Certain U.S. Federal Income Tax Considerations

The following is a summary of the principal United States federal income tax consequences with
respect to (1) the receipt of an exchange bond in exchange for an original bond, (2) the ownership and
disposition of such an exchange bond and (3) the ownership and disposition of an original bond by holders who
initially purchased an original bond but who decide not to exchange such original bond for an exchange bond.
This summary assumes that you will hold the exchange bond as a capital asset for tax purposes. This summary
does not apply to taxpayers subject to special rules, such as dealers in securities or currencies, traders in
securities that elect mark to market treatment, financial institutions, insurance companies, tax-exempt
organizations, taxpayers who hold the exchange bonds as part of a hedge, conversion transaction or straddle,
and taxpayers whose functional currency is not the U.S. dollar. This summary is based on the Internal Revenue
Code of 1986, as amended (the ‘‘Code’’), its legislative history, existing regulations thereunder, administrative
rulings and court decisions currently in effect, all of which are subject to change, possibly on a retroactive
basis.

Prospective holders of an exchange bond should consult their own tax advisors in determining
the tax consequences to them of tendering an original bond for an exchange bond and the ownership and
disposition of an exchange bond under the Code and the laws of any other taxing jurisdiction. Holders
who initially purchased an original bond but who decide not to exchange such original bond for an
exchange bond should consult their own tax advisors in determining the tax consequences to them of the
ownership and disposition of such an original bond under the Code and the laws of any other taxing
jurisdiction.

Exchange of Original Bonds

The receipt of an exchange bond in exchange for an original bond will not constitute a taxable event
to you. Consequently, you will recognize no gain or loss upon receipt of an exchange bond in exchange for an
original bond. Your holding period in an exchange bond will include your holding period in the related original
bond, and your basis in an exchange bond immediately after the exchange will be the same as your basis in the
original bond immediately before the exchange.

U.S. Holders

As used herein, the term ‘‘U.S. Holder’’ means an individual who is a citizen or resident of the United
States, a corporation, partnership or other entity created or organized in or under the laws of the United States
or any political subdivision thereof, any estate the income of which is subject to United States federal income
taxation regardless of its source and any trust if a court within the United States is able to exercise primary
supervision over the administration of the trust and one or more United States persons have the authority to
control all substantial decisions of the trust. The term ‘‘Non-U.S. Holder’’ means any holder other than a U.S.
Holder.

If you are not a U.S. Holder, this section does not apply to you, and you should refer to the section
entitled ‘‘Non-U.S. Holders’’ below for information that may apply to you.

U.S. Holders and Non-U.S. Holders who initially purchased an original bond but who decide not to
exchange such original bond for an exchange bond are subject to the same U.S. and U.K. tax consequences as
discussed below with ‘‘original bond’’ replacing ‘‘exchange bond’’.

For United States federal income tax purposes, interest on an exchange bond will be taxable to you as
ordinary income in accordance with your method of accounting for tax purposes. The interest paid or accrued
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will constitute income from sources outside the United States and, with certain exceptions, will be ‘‘passive’’ or
‘‘financial services’’ income, which is treated separately from other types of income for purposes of computing
your foreign tax credit.

We have the right to defer the payment of interest on the exchange bonds for up to 10 consecutive
semi-annual periods (each, an ‘‘Extension Period’’). The existence of the Issuer’s option to extend the interest
payment period could cause the exchange bonds to be subject to the original issue discount (‘‘OID’’) rules for
United States federal income tax purposes. We believe, however, and intend to take the position that, as of the
exchange date, the terms and conditions of the exchange bonds (in particular the restrictions on our ability to
pay dividends during an Extension Period) make the likelihood that we would elect to defer the payment of
interest a ‘‘remote’’ contingency for these purposes. As a result, the exchange bonds should not be subject to
the OID rules unless such option is exercised.

Upon the sale, redemption, retirement or other taxable dispositions of an exchange bond, you will
recognize a gain or loss, if any, for United States federal income tax purposes equal to the difference between
the amount realized on the sale, redemption, retirement or other taxable disposition and your adjusted tax basis
in the exchange bond. Except to the extent attributable to accrued but unpaid interest, such gain or loss will be
a long term capital gain or loss if the exchange bond has been held for more than one year prior to the sale,
redemption, retirement or other taxable disposition.

Non-U.S. Holders

This section summarizes the U.S. federal income tax consequences to a Non-U.S. Holder of the
ownership and disposition of such exchange bond. If you are a U.S. Holder, this section does not apply to you,
and you should refer to the section entitled ‘‘U.S. Holders’’ above for information that may apply to you.

Interest payments made to you with respect to an exchange bond will not be subject to United States
federal income tax, including withholding tax, unless you (i) are an insurance company carrying on a U.S.
insurance business to which the interest payments are attributable, within the meaning of the Code or (ii) have
an office or other fixed place of business in the United States to which the interest payments are attributable
and you derive the interest income in the active conduct of a banking, financing or similar business within the
United States.

Upon the sale, redemption, retirement or other taxable disposition of an exchange bond, you will not
be subject to United States federal income tax on the gain recognized, if any, unless (i) such gain is effectively
connected to your United States trade or business, if any, or (ii) you were present in the United States for 183
or more days during the taxable year in which the gain is realized and certain other conditions exist.

Information Reporting and Backup Withholding

Payments of interest and principal on an exchange bond and the proceeds from the sale of an exchange
bond paid to a U.S. Holder (other than a corporation or other exempt recipient) will generally be reported to the
Internal Revenue Service. A U.S. Holder may be subject to U.S. backup withholding at a rate of 31% with
respect to payments on an exchange bond unless such U.S. Holder (i) is a corporation or comes within certain
other exempt categories and, when required, demonstrates this fact, or (ii) provides a correct taxpayer
identification number, certifies as to no loss of exemption from backup withholding and otherwise complies
with the applicable requirements of the backup withholding rules.

Interest on an exchange bond paid to a Non-U.S. Holder is exempt from information reporting and
backup withholding under current rules if paid outside the United States or if certain documentation and other
requirements are satisfied. Under regulations generally effective January 1, 2001, interest on an exchange bond
paid outside the United States to a Non-U.S. Holder through a U.S. person or a U.S. related person is subject to
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information reporting and possible backup withholding unless certain documentation and other requirements are
satisfied.

The payment of principal on an exchange bond and the proceeds from the disposition of an exchange
bond by a Non-U.S. Holder to or through the U.S. office of any broker, U.S. or foreign, or the non-U.S. office
of a U.S. person or a U.S. related person will be subject to information reporting and possible backup
withholding unless (i) the owner certifies its non-U.S. status under penalties of perjury or otherwise establishes
an exemption and (ii) the broker does not have actual knowledge that the holder is a U.S. Holder or that the
conditions of any other exemption are not, in fact, satisfied. A ‘‘U.S. related person’’ is a person with certain
enumerated U.S. relationships.

Any amount withheld under the backup withholding rules will generally be creditable against the
holder’s United States federal income tax liability, subject to satisfaction of certain procedural requirements.
Holders of exchange bonds should consult their tax advisors to determine whether they qualify for exemption
from U.S. backup withholding and the procedure for obtaining an exemption, if applicable.

Certain U.K. Tax Considerations

The following is a general summary of certain of the anticipated U.K. tax consequences with respect
to (1) the receipt of an exchange bond in exchange for an original bond and (2) the ownership and disposition
of such exchange bond. It does not purport to be a comprehensive description of all the tax considerations that
may be relevant to a prospective holder of an exchange bond.

The statements regarding U.K. tax laws and practices set out below, including the statements regarding
the U.K./U.S. double tax convention relating to income and capital gains (the ‘‘Tax Treaty’’), are based on
those laws in force and as applied in practice as of the date of this Offering Memorandum and are subject to
changes therein (possibly with retrospective effect).

This summary relates only to the position of persons who are the absolute beneficial owners of
exchange bonds and does not necessarily apply where the income is deemed for tax purposes to be the income
of any other person. This summary does not address the tax consequences to investors that do not hold
exchange bonds as capital assets or special classes of investors such as dealers in securities.

Prospective investors are advised to consult their tax advisers as to the U.K. or other tax
consequences to them of tendering an original bond for an exchange bond and the ownership and
disposal of such exchange bond, including the effect of any local tax laws.

Interest

So long as the exchange bonds continue to be listed on a recognized stock exchange within the
meaning of Section 841 of the Income and Corporation Taxes Act 1988 (which includes the London Stock
Exchange), payments of interest may be made without withholding or deduction for or on account of U.K.
income tax where:

(a) the payment is made by or through an overseas paying agent; or

(b) the payment is made by or through a person who is in the United Kingdom but:

(i) the beneficial owner of the exchange bonds and the interest paid thereon is not resident in
the United Kingdom; or
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(ii) the exchange bonds are held in a ‘‘recognized clearing system’’ (Euroclear, DTC and
Clearstream, Luxembourg have each been designated as a ‘‘recognized clearing system’’
for this purpose and for the purposes of the collecting agent rules referred to above)

and a declaration to that effect in the form required by law has been given to that person (or the Inland
Revenue has issued a notice to that effect to that person). The exception will then be available unless the Inland
Revenue has issued a direction that it considers that neither of the conditions in (i) and (ii) is satisfied.

In all other cases, interest will be paid under deduction of income tax at the lower rate (currently 20%)
subject to any direction to the contrary from the Inland Revenue in respect of such relief as may be available
pursuant to the provisions of any applicable double taxation treaty.

Where a person in the United Kingdom in the course of a trade or profession, either:

(a) acts as custodian of the exchange bonds and receives interest on the exchange bonds, or
directs that interest on the exchange bonds be paid to another person, or consents to such
payment; or

(b) collects or secures (or arranges to collect or secure) payment of, or receives interest on, the
exchange bonds for a holder of the exchange bonds (except by means of clearing a check or
arranging for the clearing of a check),

that person (a ‘‘collecting agent’’) will be required to withhold on account of U.K. income tax at the
lower rate (currently 20%) unless any one of certain exceptions applies, including where:

(i) the collecting agent acts as depository for the ‘‘recognized clearing system’’ in which the
exchange bonds are held;

(ii) the relevant exchange bonds are held in a ‘‘recognized clearing system’’ and the
collecting agent pays or accounts for the interest directly or indirectly to the clearing
system;

(iii) the person beneficially entitled to the interest and who beneficially owns the related
exchange bonds is not resident in the United Kingdom;

(iv) the person beneficially entitled to the interest is eligible under specified provisions for
relief from U.K. tax in respect of the interest;

(v) the interest falls to be treated as the income of, or of the government of, a sovereign
power or of an international organization; or

(vi) the exchange bonds and the interest thereon are beneficially owned by a person falling
into certain specified categories, or any of certain other circumstances applies, in each
case as prescribed by regulations made under the relevant legislation, which would
apply, for example, to exchange bonds held under an ISA, in a pension funds pooling
scheme or a superannuation fund.

For exceptions (ii) to (vi) to be available, a declaration in a specified form has to be provided (or a notice
issued by the Inland Revenue) to the collecting agent. The exception will then be available unless the Inland
Revenue issues a directive to that effect having reason to believe that none of the exceptions applies or that the
depository or collecting agent has failed to comply with certain requirements.

United Kingdom withholding tax (including withholding or deduction for or on account of tax by
issuers, paying agents and collecting agents) will be abolished in relation to interest payments made (or in the
case of collecting agents, received) on or after April 1, 2001 on the bonds provided that the bonds are listed on
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a recognized stock exchange, as defined in section 841 of the Taxes Act. It is proposed to introduce new
provisions from the same date enabling the United Kingdom Inland Revenue to obtain information about
United Kingdom savings income of individuals and, in certain circumstances, to exchange taxpayer information
with the tax authorities of other jurisdictions.

The interest has a U.K. source and accordingly may be chargeable to U.K. tax by direct assessment
even where paid without withholding, subject to the provisions of any applicable double taxation treaty. Where
the interest is paid without withholding or deduction, the interest will not be assessed to U.K. tax in the hands
of holders who are not resident in the United Kingdom, except where such holders carry on a trade, profession
or vocation in the United Kingdom through a U.K. branch or agency in connection with which the interest is
received or to which the exchange bonds are attributable, in which case, subject to exemptions for interest
received by certain categories of agent, tax may be levied on the U.K. branch or agency.

Where interest has been paid under deduction of U.K. income tax, holders who are not resident in the
United Kingdom may be able to recover all or part of the tax deducted if there is an appropriate provision in an
applicable double taxation treaty. A U.S. Holder will generally be eligible to recover in full any U.K. tax
withheld from payments of interest to which such U.S. Holder is beneficially entitled by making a claim under
the Tax Treaty on the appropriate form. Claims for repayment must be made within six years of the end of the
U.K. year of assessment (generally April 5 in each year) to which the interest relates and must be accompanied
by the original statement provided by the company when the interest payment was made showing the amount
of U.K. income tax deducted.

Holders should note that the provisions relating to additional amounts referred to in ‘‘Description of
the Exchange Bonds and the Guarantee—Payment of Additional Amounts’’ above would not apply if the
Inland Revenue sought to assess directly the person entitled to the relevant interest to U.K. tax.

Exchange of Original Bonds

Corporate Holders

Holders subject to U.K. corporation tax will be liable for tax as income on any gain recognized in the
holder’s accounts as arising on receipt of an exchange bond.

Other Holders

The receipt of an exchange bond in exchange for an original bond will not give rise to a disposal for
the purposes of capital gains tax.

Accrued Income Scheme

No charge should arise to any holder under the Accrued Income Scheme as a result of the receipt of
an exchange bond in exchange for an original bond.

Disposal (including Redemption)

Corporate Holders

Holders subject to U.K. corporation tax will be liable for tax as income on all profits and gains arising
from, and from fluctuations in the value of, the exchange bonds, broadly in accordance with their statutory
accounting treatment so long as the accounting treatment is in accordance with a mark-to-market basis or an
accruals basis which is authorized for tax purposes. Such Holders will generally be charged in each accounting
period by reference to interest and any profit or loss which, in accordance with such holder’s authorized
accounting method, is applicable to that period.
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Other Holders

Disposal. A disposal of an exchange bond by a holder resident or ordinarily resident for tax purposes
in the United Kingdom or who carries on a trade, profession or vocation in the United Kingdom through a
branch or agency to which the exchange bond is attributable may give rise to a chargeable gain or allowable
loss for the purposes of taxation of capital gains. In calculating any gain or loss on the disposal of an exchange
bond, sterling values are compared at acquisition and transfer. Accordingly, a taxable profit can arise even
where the foreign currency amount received on a disposal is less than or the same as the amount paid for the
exchange bond.

Adjustment for accrued interest.A transfer of an exchange bond by a holder resident or ordinarily
resident for tax purposes in the United Kingdom or who carries on a trade, profession or vocation in the United
Kingdom through a branch or agency to which the exchange bond is attributable may give rise to a charge to
tax on income in respect of an amount representing interest on the exchange bond which has accrued since the
preceding interest payment date.

U.K. Stamp Duty and Stamp Duty Reserve Tax

No U.K. stamp duty or stamp duty reserve tax is payable on the issue or transfer by delivery of an
exchange bond or on its redemption.

Proposed European Withholding Tax

In June 1998, the European Commission presented to the Council of Ministers of the European Union
a proposal to oblige Member States to adopt either a ‘‘withholding tax system’’ or an ‘‘information reporting
system’’ in relation to interest, discount or premium. The ‘‘withholding tax system’’ would require a paying
agent established in a Member State unless such individual presents a certificate obtained from the tax
authorities of the Member State to withhold tax at a minimum rate of 20% from any interest, discount or
premium paid to an individual resident in another Member State unless such an individual presents a certificate
obtained from the tax authorities of the Member State in which he is resident confirming that those authorities
are aware of the payment due to that individual. The ‘‘information reporting system’’ would require a Member
State to supply to the other Member States details of any payment of interest, discount or premium made by
paying agents within its jurisdiction to an individual resident in another Member State. For these purposes, the
term ‘‘paying agent’’ is widely defined and includes an agent who collects interest, discounts or premiums on
behalf of an individual beneficially entitled thereto. If this proposal is adopted, it will not apply to payments of
interest, discounts and premiums made before January 1, 2001.

It appears, however, from a report by the ECOFIN Council to the European Council dated June 20,
2000 (and which has been endorsed by the European Council), that the proposals will not be adopted in their
present form and that the ECOFIN Council has agreed (and the European Council has endorsed) that the
ultimate objective of any EU Directive shall be the exchange of information between Member States (although
Member States would be permitted temporarily to operate a withholding tax system if they so wish provided
that an appropriate share of the tax collected is transferred to the Member State in which the relevant payee is
resident).
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PLAN OF DISTRIBUTION

Based on an interpretation by the staff of the Securities and Exchange Commission set forth in no-
action letters issued to third parties in similar transactions, we believe that exchange bonds issued in the
exchange offer in exchange for the original bonds may be offered for resale, resold and otherwise transferred
by you (other than if you are our ‘‘affiliate’’ or an affiliate of the Guarantor within the meaning of Rule 405
under the Securities Act of 1933) without compliance with the registration and prospectus delivery provisions
of the Securities Act of 1933. However, this applies only if exchange bonds are acquired in the ordinary course
of your business and you have not arranged with any person to participate in the distribution of these exchange
bonds. We refer you to the ‘‘Morgan Stanley & Co. Inc.’’ SEC No-Action Letter (available June 5, 1991),
‘‘Exxon Capital Holdings Corporation’’ SEC No-Action Letter (available May 13, 1988) and ‘‘Shearman &
Sterling’’ SEC No-Action Letter (available July 2, 1993) for support of this belief.

Each broker-dealer that receives exchange bonds for its own account must acknowledge that it will
deliver a prospectus in connection with any resale of such exchange bonds. Under the registration rights
agreement, our obligation to make available a prospectus for use by broker-dealers for this type of resale of the
exchange bonds you receive in the exchange offer ends on October 31, 2000. The exchange offer will not be
completed until after October 31, 2000. Accordingly, unless we notify you, broker-dealers are not authorized to
use this prospectus in connection with the resale of exchange bonds that broker-dealers receive in the exchange
offer and may only resell exchange bonds pursuant to an exemption from, or in a transaction not subject to, the
registration and prospectus delivery requirements of the Securities Act of 1933.

We will not receive any proceeds from any sale of exchange bonds by any broker-dealer. Exchange
bonds received by broker-dealers for their own account in the exchange offer may be sold from time to time in
one or more transactions in the over-the-counter market, in negotiated transactions, through the writing of
options on the exchange bonds or a combination of such methods of resale, at market prices prevailing at the
time of resale, at prices related to such prevailing market prices or at negotiated prices. Any type of resale of
exchange bonds may be made directly to purchasers or to or through broker or dealers who may receive
compensation in the form of commissions or concessions from any such broker-dealer or from the purchasers
of the exchange bonds. Any broker-dealer that resells exchange bonds that were received by it for its own
account in the exchange offer and any broker or dealer that participates in a distribution of these exchange
bonds may be deemed to be an ‘‘underwriter’’ within the meaning of the Securities Act of 1933 and any profit
on any such resale of exchange bonds and any commissions or concessions received by these persons may be
deemed to be underwriting compensation under the Securities Act of 1933. The Letter of Transmittal states that
by acknowledging that it will deliver and by delivering a prospectus, a broker-dealer will not be deemed to
admit that it is an ‘‘underwriter’’ within the meaning of the Securities Act of 1933.

We have agreed to pay all expenses incident to our performance of, or compliance with our
registration rights agreement with Goldman, Sachs & Co., Merrill Lynch, Pierce, Fenner & Smith Incorporated,
Banc of America Securities LLC, Chase Securities Inc. and Salomon Smith Barney Inc. In addition, we will
indemnify holders of the original bonds (including any broker-dealers) against certain liabilities, including
certain liabilities under the Securities Act of 1933.

The exchange bonds may not be offered or sold to persons in the United Kingdom prior to admission
of the exchange bonds to listing in accordance with Part IV of the United Kingdom Financial Services Act
1986 (the ‘‘FSA’’) except to persons whose ordinary activities involve them in acquiring, holding, managing or
disposing of investments (as principal or agent) for the purposes of their businesses or otherwise in
circumstances which have not resulted and will not result in an offer to the public in the United Kingdom
within the meaning of the Public Offers of Securities Regulations 1995 or the FSA. All applicable provisions of
the FSA with respect to anything done in relation to the exchange bonds in, from or otherwise involving the
United Kingdom must be complied with. Any document received in connection with the issue of the exchange
bonds, other than a document which consists of, or any part of, listing particulars, supplementary listing
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particulars or any other document required or permitted to be published by listing rules under Part IV of the
FSA, may only be issued or passed on to a person who is of a kind described in Article 11(3) of the Financial
Services Act 1986 (Investment Advertisements) (Exemptions) Order 1996 or is a person to whom the document
may otherwise be lawfully issued or passed on.

VALIDITY OF SECURITIES

Willkie Farr & Gallagher, our U.S. lawyers, and Allen & Overy, our English lawyers, will issue
opinions on certain legal matters with respect to the exchange bonds.

EXPERTS

The consolidated financial statements as of December 31, 1999 and 1998 and for each of the three
years in the period ended December 1999 included in this prospectus have been so included in reliance on the
report of PricewaterhouseCoopers, independent accountants, given on the authority of said firm as experts in
auditing and accounting.

The Guarantor’s consolidated financial statements as of December 31, 1999 and 1998 and for each of
the three years in the period ended December 1999 included in this prospectus have been so included in
reliance on the report of PricewaterhouseCoopers, independent accountants, given on the authority of said firm
as experts in auditing and accounting.

ENFORCEMENT OF CIVIL LIABILITIES

We and the Guarantor are both public limited companies incorporated under the laws of England and
Wales and certain members of both companies’ boards of directors, certain officers and certain of the experts
named herein are residents of the United Kingdom or other countries outside the United States. A substantial
portion of our assets and the Guarantor’s assets and the assets of such persons are located outside the United
States. As a result, it may not be possible for investors to effect service of process within the United States
upon us, the Guarantor or such persons, or to enforce against us or such persons in courts in the United States,
judgments of such courts predicated upon the civil liability provisions of U.S. securities laws. In addition, it
may be difficult for investors to enforce, in original actions brought in courts in jurisdictions outside the United
States, liabilities predicated upon the U.S. securities laws.

PRESENTATION OF INFORMATION

We publish consolidated financial statements prepared in accordance with accounting principles
generally accepted in the United Kingdom (‘‘U.K. GAAP’’). U.K. GAAP is based on requirements set forth in
the Companies Act 1985 (as amended) of England and Wales (the ‘‘Companies Act’’), the Statement of
Recommended Practice (‘‘SORP’’) issued by the Association of British Insurers in December 1998, Statements
of Standard Accounting Practice issued by the U.K. Accounting Standards Committee (pre-1990) and Financial
Reporting Standards issued by the U.K. Accounting Standards Board (since 1990). Our consolidated financial
statements including the notes thereto included in this prospectus have been prepared in accordance with U.K.
GAAP. Unless we note otherwise, financial information contained in this prospectus is presented in accordance
with U.K. GAAP. U.K. GAAP differs significantly from accounting principles generally accepted in the United
States (‘‘U.S. GAAP’’). See notes 48 and 49 to our consolidated financial statements for a description of the
significant differences between U.K. GAAP and U.S. GAAP, a reconciliation of net income and shareholders’
equity from U.K. GAAP to U.S. GAAP and condensed consolidated U.S. GAAP financial statements.
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We publish our consolidated financial statements in British pounds. Unless we note otherwise, all
amounts in this prospectus are expressed in British pounds. As used herein, references to ‘‘U.S. dollars,’’
‘‘dollars’’ or ‘‘$’’ and ‘‘cents’’ or ‘‘c’’ are to U.S. currency, references to ‘‘British pounds,’’ ‘‘pounds’’ or ‘‘£’’
and ‘‘pence’’ or ‘‘p’’ are to U.K. currency, references to ‘‘euro’’ or ‘‘€’’ are to the currency introduced at the
start of the third stage of European economic and monetary union pursuant to the Treaty establishing the
European Community, amended by the Treaty on European Union, and references to ‘‘Japanese yen’’ or ‘‘¥’’
are to Japanese currency. For your convenience, unless otherwise stated, this prospectus contains translations of
British pound amounts at the rate of £1.00 per $1.51, the Noon Buying Rate in New York City for cable
transfers in British pounds as certified for customs purposes by the Federal Reserve Bank of New York (the
‘‘Noon Buying Rate’’) on June 30, 2000. On September 15, 2000, the Noon Buying Rate was £1.00 per $1.40.
See ‘‘Exchange Rate Information’’ for certain historical exchange rate information regarding the Noon Buying
Rate. You should not construe these translations as representations that the amounts referred to actually
represent translated amounts or that you could convert these amounts into the translated currency at the rates
indicated.

The financial information concerning our consolidated group contained in this prospectus does not
constitute statutory accounts within the meaning of Section 240 of the Companies Act. Statutory accounts of
our consolidated group in respect of the three financial periods ended December 31, 1997, 1998 and 1999 have
been delivered to the Registrar of Companies. In respect of the statutory accounts for the financial period ended
December 31, 1997, our independent accountants, Coopers & Lybrand, have given a report under Section 235
of the Companies Act, and in respect of each of the statutory accounts for the financial periods ended
December 31, 1998 and 1999, the successor to Coopers & Lybrand, PricewaterhouseCoopers, has given a
report under Section 235 of the Companies Act, in each case unqualified within the meaning of Section 262 of
the Companies Act and not containing a statement under Section 237(2) or (3) of the Companies Act.

Royal & Sun Alliance Insurance Group plc was incorporated on January 26, 1989 as a public company
with limited liability in England and Wales under the Companies Act with registered number 2339826. Our
principal executive office is located at 30 Berkeley Square, London W1J 6EW, England (telephone:
44-20-7636-3450).

Royal & Sun Alliance Insurance plc was originally constituted by a deed of settlement dated May 31,
1845, was incorporated as an unlimited liability company on November 1, 1862 and as a limited liability
company on June 19, 1907 and re-registered as a public company on January 1, 1982. It changed its name on
November 1, 1997 and is currently a public company with limited liability in England and Wales under the
Companies Act with registered number 93792. Its principal executive office is located at St. Mark’s Court,
Horsham, Sussex RH12 1XL, England (telephone: 44-1403-232323).

GENERAL INFORMATION

1. The listing of the exchange bonds on the Official List of the U.K. Listing Authority and admission
for trading on the London Stock Exchange will be expressed as a percentage of their respective principal
amounts (exclusive of accrued interests). Transactions will normally be effected for settlement in U.S. dollars
and for delivery on the third business day in London after the date of the transaction. It is expected that listing
of the exchange bonds on the Official List of the U.K. Listing Authority and admission for trading on the
London Stock Exchange will be granted on or before October 13, 2000, subject only to the issue of each
Global Bond. Prior to official listing, however, dealings will be permitted by the London Stock Exchange in
accordance with its rules.

2. The issue of the exchange bonds was authorized by resolution of the Board of Directors of Royal &
Sun Alliance Insurance Group plc passed on August 2, 2000 and the giving of the guarantee by the Guarantor
was authorized by resolution of the Board of Directors of the Guarantor passed on August 4, 2000 and by a
resolution of the shareholder of the Guarantor passed on August 17, 2000.
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3. There has been no significant change in the financial or trading position of Royal & Sun Alliance
Insurance Group plc or the Group since June 30, 2000 (the date at which the latest consolidated interim
financial statements of Royal & Sun Alliance Insurance Group plc were published) and no material adverse
change in the financial position or prospects of Royal & Sun Alliance Insurance Group plc, the Group or the
Guarantor and its subsidiaries since December 31, 1999 (the date at which the latest audited consolidated
accounts of Royal & Sun Alliance and the Guarantor were published).

4. There has been no significant change in the financial or trading position of the Guarantor and its
subsidiaries since December 31, 1999 (the date at which the latest audited accounts of the Guarantor were
published).

5. None of Royal & Sun Alliance Insurance Group plc, the Group or the Guarantor and its
subsidiaries is, nor has been, involved in any legal or arbitration proceedings which may have, or have had
during the 12 months preceding the date of this prospectus, a significant effect on the financial position of
Royal & Sun Alliance Insurance Group plc, the Group or the Guarantor and its subsidiaries, nor is Royal &
Sun Alliance Insurance Group plc, the Group or the Guarantor and its subsidiaries aware that any such legal or
arbitration proceedings are pending or threatened.

6. PricewaterhouseCoopers (Chartered Accountants) have audited, and rendered an unqualified audit
report on, the consolidated accounts of Royal & Sun Alliance Insurance Group plc and of the Guarantor for the
years ended December 31, 1999, 1998 and 1997. PricewaterhouseCoopers have also conducted a review and
rendered an independent review report on the unaudited consolidated interim financial statements of Royal &
Sun Alliance Insurance Group plc for the six months ended June 30, 2000 and 1999. PricewaterhouseCoopers
have given and have not withdrawn their consent to the issue of this prospectus with the inclusion in it of their
audit reports and independent review report in the form and context in which they are included and have
authorized such reports for the purposes of section 152(1)(e) of the Financial Services Act of 1986.

7. Copies of the following documents may be inspected at the offices of Allen & Overy, One New
Change, London EC4M 9QQ during usual business hours on any weekday (Saturdays and public holidays
excepted) for 14 days from the date of this prospectus:

(i) the Memorandum and Articles of Association of Royal & Sun Alliance and the Guarantor;

(ii) the audited consolidated annual accounts of Royal & Sun Alliance Insurance Group plc for
the years ended December 31, 1997, 1998 and 1999 and the unaudited consolidated interim
accounts of Royal & Sun Alliance Insurance Group plc for the six months ended June 30,
2000 and 1999, and the audited consolidated annual accounts of the Guarantor for the years
ended December 31, 1997, 1998 and 1999;

(iii) the Exchange Agent Agreement; and

(iv) the indenture among Royal & Sun Alliance Insurance Group plc, the Guarantor and the
Trustee.

The registered office of Royal & Sun Alliance Insurance Group plc is 30 Berkeley Square, London
W1J 6EW.

The registered office of Royal & Sun Alliance Insurance plc is St. Mark’s Court, Chart Way, Horsham,
Sussex RH12 1XL.

The business address of the directors of Royal & Sun Alliance Insurance Group plc is c/o the
Company Secretary, Royal & Sun Alliance Insurance Group plc, 30 Berkeley Square, London W1J 6EW.
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ROYAL & SUN ALLIANCE INSURANCE GROUP PLC

Consolidated Financial Statements
As at December 31, 1999 and 1998 and for the
three years ended December 31, 1999, 1998 and 1997

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders
of Royal & Sun Alliance Insurance Group plc

We have audited the accompanying consolidated balance sheets of Royal & Sun Alliance Insurance
Group plc and its subsidiaries (the ‘‘Group’’) as of December 31, 1999 and 1998 and the related consolidated
profit and loss accounts, consolidated statements of total recognized gains and losses, reconciliation of
movements in consolidated shareholders’ funds, and consolidated statements of shareholders’ cash flows for
each of the three years in the period ended December 31, 1999. These financial statements are the responsibility
of the Group’s management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits of these statements in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe our audits provide a reasonable basis for our opinion.

Our evaluation of the presentation of information in the financial statements has had regard to the
statutory requirements for insurance companies to maintain equalization provisions. The nature of equalization
provisions, the amounts set aside at December 31, 1999 and 1998 and the effect of the movement in those
provisions during each of the three years in the period ended December 31, 1999 on the balance on the general
(property and casualty) business technical account and profit on ordinary activities before tax, are disclosed in
note 11.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Royal & Sun Alliance Insurance Group plc and its subsidiaries
at December 31, 1999 and 1998, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 1999, in conformity with accounting principles generally accepted in
the United Kingdom.

Accounting principles generally accepted in the United Kingdom vary in certain significant respects
from accounting principles generally accepted in the United States. The application of the latter would have
affected the determination of consolidated net income for each of the three years in the period ended December
31, 1999 and the determination of consolidated shareholders’ funds and consolidated financial position at
December 31, 1999 and 1998; the extent of this effect for the three years in the period ended December 31,
1999 and as of December 31, 1999 and 1998 is summarized in note 48 to the consolidated financial statements.

PricewaterhouseCoopers
London, England
August 2, 2000
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SUMMARY CONSOLIDATED PROFIT AND LOSS ACCOUNTS (STATEMENTS OF INCOME)
For the years ended December 31,

(UK Basis of Accounting)

1999
£m

Restated
1998
£m

Restated
1997
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,664 11,062 10,676
Outward reinsurance premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,221) (1,339) (1,451)

Premiums written, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,443 9,723 9,225
Change in the provision for unearned premiums, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (142) (178) 16

Earned premiums, net of reinsurance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,301 9,545 9,241

Investment income (note 3, 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,496 5,478 3,800
Net unrealized gains/(losses) on investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (228) 711 2,907

Total income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,569 15,734 15,948

Claims incurred, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8,214) (8,051) (7,460)
Change in long term (life) technical provisions, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,525) (3,426) (3,330)

Acquisition costs, net of amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,163) (2,068) (1,964)
Administrative expenses (includes central expenses) (note 5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (923) (852) (835)
Amortization of goodwill (note 17) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (1) —
Amortization of goodwill in acquired property and casualty claims provisions (note 17) . . . . . . . . . . . . . . . (12) — —
Other technical charges—amortization of acquired present value of long term (life) business (note 20) . . . . (4) (1) —
Reinsurance commissions and profit participation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 166 143 147

Net operating expenses(note 5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,950) (2,779) (2,652)

Investment expenses and charges (note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (139) (265) (108)
Tax attributable to the long term (life) business (note 14) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (240) (365) (247)
Change in the equalization provisions (note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (51) (84)

Total charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14,080) (14,937) (13,881)

Income less charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,489 797 2,067
Transfers to the fund for future appropriations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,191) (17) (327)

298 780 1,740
Tax credit attributable to balance on long term (life) business technical account (note 14) . . . . . . . . . . . . . . 59 69 63
Income from other activities, net of charges (note 4, 5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 15 7

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378 864 1,810
Tax on profit on ordinary activities (note 3, 14) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (270) (374) (354)

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108 490 1,456
Attributable to equity minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) (33) (40)

Profit for the financial year attributable to shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 87 457 1,416
Dividends (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,113) (369) (334)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,026) 88 1,082

Earnings per ordinary share (note 16) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3p 28.7p 91.0p
Diluted earnings per ordinary share (note 16) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.2p 28.3p 88.2p

Group operating earnings after tax per ordinary share (based on longer term investment return)(note 16) . . 25.7p 24.7p 42.4p

Total Group operating profit before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 290 909 1,770
Share of results of associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88 (45) 40

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378 864 1,810

Analysis of profit on ordinary activities before tax
General (property and casualty) business result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 312 352 683
Long term (life) business result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 243 230 231
Other activities (including associated undertakings) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 20 74

Group operating result (based on longer term investment return). . . . . . . . . . . . . . . . . . . . . . . . . . . . . 566 602 988
Change in the equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (51) (84)
Other items (note 4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (96) (150) (61)

Group operating profit (based on longer term investment return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 458 401 843
Other movements in investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (80) 463 967

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378 864 1,810
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Discontinued and acquired operations do not form a material part of the figures above.

‘‘Group operating result (based on longer term investment return)’’ is a measure used for internal
purposes in the management of our business segments. It includes the profits of the long term (life) business,
the general (property and casualty) business, and other activities with both the property and casualty profit and
that of the profit from other activities determined using a longer term investment return to remove the effect of
short term fluctuations. Group operating result (based on longer term investment return) is arrived at before the
change in equalization provisions and certain other items (see note 4 to the consolidated financial statements). It
also includes the Group’s share of the results of associates accounted for under the equity method. Group
operating profit (based on longer term investment return) is stated after the above items but before other
movements in investments. This measure differs from the profit on ordinary activities before taxation, which
includes the effects of actual short-term fluctuations in investment return.

The accompanying notes are an integral part of the consolidated financial statements. During 2000 a
presentational change was made to the Group’s consolidated profit and loss account (statement of income) from
the published UK GAAP Report and Accounts for the year ended December 31, 1999. The line previously
described in the 1999, 1998 and 1997 consolidated profit and loss accounts (statement of income) as Group
operating profit (based on longer term investment return) was renamed Group operating result (based on longer
term investment return).
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME)
For the year ended December 31, 1999

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

£m

Non-Technical
Account

£m

Summary
Total
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,260 3,404 11,664
Outward reinsurance premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,101) (120) (1,221)

Premiums written, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,159 3,284 10,443
Change in the gross provision for unearned premiums . . . . . . . . . . . . . . (147) — (147)
Change in the provision for unearned premiums, reinsurers’ share . . . . . 5 — 5

Earned premiums, net of reinsurance. . . . . . . . . . . . . . . . . . . . . . . . . 7,017 3,284 10,301
Investment income (note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 3,845 1,651 5,496
Net unrealized gains /(losses) on investments . . . . . . . . . . . . . . . . . . . . . — 417 (645) (228)
Allocated investment return transferred from the non-technical account

(note 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 997 — (997) —

Total income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,014 7,546 9 15,569

Claims paid
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,637) (2,837) (9,474)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,043 87 1,130

(5,594) (2,750) (8,344)

Change in the provision for claims
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25) (24) (49)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 179 — 179

154 (24) 130

Claims incurred, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . (5,440) (2,774) (8,214)

Change in long term (life) business provision
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (932) (932)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47 47

(885) (885)
Change in technical provisions for linked liabilities, net of reinsurance . . (1,640) (1,640)

Change in other technical provisions, net of reinsurance. . . . . . . . . . (2,525) (2,525)

Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,853) (350) (2,203)
Change in deferred acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 16 40
Administrative expenses (includes central expenses) (note 5) . . . . . . . . . (645) (242) (36) (923)
Amortization of goodwill (note 17) . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (14) (14)
Amortization of goodwill in acquired property and casualty claims

provisions (note 17) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) — — (12)
Other technical charges—amortization of acquired present value of long

term (life) business (note 20) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (4) — (4)
Reinsurance commissions and profit participation . . . . . . . . . . . . . . . . . . 166 — 166

Net operating expenses (note 5). . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,320) (580) (50) (2,950)
Investment expenses and charges (note 12) . . . . . . . . . . . . . . . . . . . . . . — (60) (79) (139)
Tax attributable to the long term (life) business (note 14) . . . . . . . . . . . . — (240) — (240)
Change in the equalization provisions (note 11) . . . . . . . . . . . . . . . . . . . (12) — — (12)

Total charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,772) (6,179) (129) (14,080)

Transfers to the fund for future appropriations . . . . . . . . . . . . . . . . . . . . (1,191) (1,191)
Balance on the general (property and casualty) business technical

account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 242 242 —

Balance on the long term (life) business technical account. . . . . . . . . 176 176 —

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended December 31, 1999

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

£m

Non-Technical
Account

£m

Summary
Total
£m

Tax credit attributable to balance on long term (life) business
technical account (note 14) . . . . . . . . . . . . . . . . . . . . . . . . . . . 59 59

Income from other activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 282 282
Charges from other activities (note 4, 5) . . . . . . . . . . . . . . . . . . . (261) (261)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . 378 378
Tax on profit on ordinary activities (note 14) . . . . . . . . . . . . . . . . (270) (270)

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . 108 108
Attributable to equity minority interests . . . . . . . . . . . . . . . . . . . (21) (21)

Profit for the financial year attributable to shareholders. . . . . 87 87
Dividends (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,113) (1,113)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,026) (1,026)

Total Group operating profit . . . . . . . . . . . . . . . . . . . . . . . . . . 290 290
Share of results of associated undertakings . . . . . . . . . . . . . . . . . 88 88

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . 378 378

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended December 31, 1998

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,088 2,974 11,062
Outward reinsurance premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,221) (118) (1,339)

Premiums written, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,867 2,856 9,723
Change in the gross provision for unearned premiums . . . . . . . . . . . . . . (117) — (117)
Change in the provision for unearned premiums, reinsurers’ share . . . . . (61) — (61)

Earned premiums, net of reinsurance. . . . . . . . . . . . . . . . . . . . . . . . . 6,689 2,856 9,545
Investment income (note 3, 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 3,765 1,713 5,478
Net unrealized gains/(losses) on investments . . . . . . . . . . . . . . . . . . . . . — 850 (139) 711
Allocated investment return transferred from the non-technical account

(note 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 999 — (999) —

Total income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,688 7,471 575 15,734

Claims paid
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,030) (3,015) (9,045)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 958 89 1,047

(5,072) (2,926) (7,998)

Change in the provision for claims
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (62) (25) (87)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 9 34

(37) (16) (53)

Claims incurred, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . (5,109) (2,942) (8,051)

Change in long term (life) business provision
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,650) (2,650)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40 40

(2,610) (2,610)
Change in technical provisions for linked liabilities, net of reinsurance . . (816) (816)

Change in other technical provisions, net of reinsurance. . . . . . . . . . (3,426) (3,426)

Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,764) (308) (2,072)
Change in deferred acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 (7) 4
Administrative expenses (includes central expenses) (note 5) . . . . . . . . . (630) (192) (30) (852)
Amortization of goodwill (note 17) . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) (1)
Other technical charges—Amortization of acquired present value of long

term (life) business (note 20) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (1) — (1)
Reinsurance commissions and profit participation . . . . . . . . . . . . . . . . . . 143 — 143

Net operating expenses(note 5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,240) (508) (31) (2,779)
Investment expenses and charges (note 12) . . . . . . . . . . . . . . . . . . . . . . — (52) (213) (265)
Tax attributable to the long term (life) business (note 14) . . . . . . . . . . . . — (365) — (365)
Change in the equalization provisions (note 11) . . . . . . . . . . . . . . . . . . . (51) — — (51)

Total charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,400) (7,293) (244) (14,937)

Transfers to the fund for future appropriations . . . . . . . . . . . . . . . . . . . . (17) — (17)

Balance on the general (property and casualty) business technical
account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 288 288 —

Balance on the long term (life) business technical account. . . . . . . . . 161 161 —

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended December 31, 1998

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Tax credit attributable to balance on long term (life) business
technical account (note 14) . . . . . . . . . . . . . . . . . . . . . . . . . . . 69 69

Income from other activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 260 260
Charges from other activities (note 4, 5) . . . . . . . . . . . . . . . . . . . (245) (245)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . 864 864
Tax on profit of ordinary activities (note 14) . . . . . . . . . . . . . . . . (374) (374)

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . 490 490
Attributable to equity minority interests . . . . . . . . . . . . . . . . . . . (33) (33)

Profit for the financial year attributable to shareholders. . . . . 457 457
Dividends (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (369) (369)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . . . . 88 88

Total Group operating profit . . . . . . . . . . . . . . . . . . . . . . . . . . 909 909
Share of results of associated undertakings . . . . . . . . . . . . . . . . . (45) (45)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . 864 864

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended December 31, 1997

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,002 2,674 10,676
Outward reinsurance premiums . . . . . . . . . . . . . . . . . . . . . . . . . (1,368) (83) (1,451)

Premiums written, net of reinsurance . . . . . . . . . . . . . . . . . . . . . 6,634 2,591 9,225
Change in the gross provision for unearned premiums . . . . . . . . . 69 — 69
Change in the provision for unearned premiums, reinsurers’

share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (53) — (53)

Earned premiums, net of reinsurance . . . . . . . . . . . . . . . . . . . 6,650 2,591 9,241
Investment income (note 3, 12) . . . . . . . . . . . . . . . . . . . . . . . . . — 2,655 1,145 3,800
Net unrealized gains on investments . . . . . . . . . . . . . . . . . . . . . . — 1,942 965 2,907
Allocated investment return transferred from the non-technical

account (note 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 983 — (983) —

Total income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,633 7,188 1,127 15,948

Claims paid
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,650) (2,712) (8,362)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 952 68 1,020

(4,698) (2,644) (7,342)

Change in the provision for claims
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 (9) 39
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (162) 5 (157)

(114) (4) (118)

Claims incurred, net of reinsurance. . . . . . . . . . . . . . . . . . . . . (4,812) (2,648) (7,460)

Change in long term (life) business provision
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,691) (2,691)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 38

(2,653) (2,653)
Change in technical provisions for linked liabilities, net of

reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (677) (677)

Change in other technical provisions, net of reinsurance. . . . . (3,330) (3,330)

Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,748) (301) (2,049)
Change in deferred acquisition costs . . . . . . . . . . . . . . . . . . . . . . 17 68 85
Administrative expenses (includes central expenses) (note 5) . . . . (618) (188) (29) (835)
Reinsurance commissions and profit participation . . . . . . . . . . . . 147 — — 147

Net operating expenses(note 5) . . . . . . . . . . . . . . . . . . . . . . . . (2,202) (421) (29) (2,652)
Investment expenses and charges (note 12) . . . . . . . . . . . . . . . . . (47) (61) (108)
Tax attributable to the long term (life) business (note 14) . . . . . . (247) — (247)
Change in the equalization provisions (note 11) . . . . . . . . . . . . . . (84) — — (84)

Total charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,098) (6,693) (90) (13,881)

Transfers to the fund for future appropriations. . . . . . . . . . . . . . . (327) — (327)

Balance on the general (property and casualty) business
technical account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 535 535 —

Balance on the long term (life) business technical account. . . 168 168 —

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended December 31, 1997

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Tax credit attributable to balance on long term (life) business
technical account (note 14) . . . . . . . . . . . . . . . . . . . . . . . . . . . 63 63

Income from other activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 194 194
Charges from other activities (note 4, 5) . . . . . . . . . . . . . . . . . . . (187) (187)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . 1,810 1,810
Tax on profit on ordinary activities (note 14) . . . . . . . . . . . . . . . . (354) (354)
Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . 1,456 1,456
Attributable to equity minority interests . . . . . . . . . . . . . . . . . . . (40) (40)

Profit for the financial year attributable to shareholders. . . . . 1,416 1,416
Dividends (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (334) (334)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,082 1,082

Total Group operating profit . . . . . . . . . . . . . . . . . . . . . . . . . . 1,770 1,770
Share of results of associated undertakings . . . . . . . . . . . . . . . . . 40 40

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . 1,810 1,810

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF TOTAL RECOGNIZED GAINS AND LOSSES
For the years ended December 31,

(UK Basis of Accounting)

1999

Other
reserves

£m

Profit
and loss
account

£m
Total
£m

Profit for the financial year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 87 87
Movement in value of long term (life) business (other than on acquisition) . . . . . . . . . . . . . . . . . . . . . . . . . . 169 — 169
Exchange:

Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) 39 34
Share of associates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (3) (3)

Shareholders’ consolidated recognized gains arising in the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 164 123 287

1998

Other
reserves

£m

Profit
and loss
account

£m
Total
£m

Profit for the financial year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 457 457
Movement in value of long term (life) business (other than on acquisition) . . . . . . . . . . . . . . . . . . . . . . . . . . (115) — (115)
Exchange:

Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) (25) (26)
Share of associates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (43) (43)

Shareholders’ consolidated recognized gains arising in the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (116) 389 273

1997

Other
reserves

£m

Profit
and loss
account

£m
Total
£m

Profit for the financial year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 1,416 1,416
Movement in value of long term (life) business (other than on acquisition) . . . . . . . . . . . . . . . . . . . . . . . . . . 179 — 179
Exchange:

Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (60) (60)
Share of associates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (8) (8)

Shareholders’ consolidated recognized gains arising in the year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 179 1,348 1,527

Exchange includes a loss of £1m (1998 and 1997 £0m) on exchange relating to foreign currency
borrowings.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED MOVEMENTS IN SHAREHOLDERS ’ FUNDS
For the years ended December 31,

(UK Basis of Accounting)

Share
capital/

premium
£m

Capital
redemption

reserve
£m

Other
reserves

£m

Profit
and
loss

account
£m

Total
£m

Shareholders’ funds at January 1, 1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 561 — 1,399 4,381 6,341
Shareholders’ consolidated recognized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 179 1,348 1,527
Issue of share capital (note 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 — — — 6
Increase in share premium (note 26, 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 — — (26) 30
Purchase of own shares (note 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8) 8 — (153) (153)
Goodwill written off (note 24, 26) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (131) (131)
Dividends (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (334) (334)
Scrip dividend adjustment (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 47 47

Shareholders’ funds at December 31, 1997. . . . . . . . . . . . . . . . . . . . . . . . . . . 615 8 1,578 5,132 7,333
Shareholders’ consolidated recognized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (116) 389 273
Issue of share capital (note 26, 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 — — — 3
Increase in share premium (note 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40 — — (11) 29
Dividends (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (369) (369)

Shareholders’ funds at December 31, 1998. . . . . . . . . . . . . . . . . . . . . . . . . . . 658 8 1,462 5,141 7,269
Shareholders’ consolidated recognized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 164 123 287
Issue of share capital (note 26, 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — — — 2
Increase in share premium (note 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 — — (15) 13
Goodwill written back (note 25) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 26 26
Dividends (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (1,113) (1,113)

Shareholders’ funds at December 31, 1999. . . . . . . . . . . . . . . . . . . . . . . . . . . 688 8 1,626 4,162 6,484

The change in accounting policy explained in note 3 on page F-23 had no effect on recognized gains
in 1998 or 1997 or on shareholders’ funds at December 31, 1998 or 1997.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS
As of December 31, 1999 and 1998

(UK Basis of Accounting)

1999
£m

1998
£m

ASSETS
Intangible assets(note 17) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,035 13

Investments
Land and buildings (note 18) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,386 2,664
Interests in associated undertakings (note 23) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 222 218
Other financial investments(note 18)
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,742 18,107
Debt securities and other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,646 23,864
Loans and deposits with credit institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,396 1,644

44,784 43,615
Value of long term (life) business (note 20, 43) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,784 1,506
Deposits with ceding undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115 110

Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49,291 48,113
Assets held to cover linked liabilities(note 18) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,304 6,675
Reinsurers’ share of technical provisions
Provision for unearned premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507 367
Long term (life) business provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 394 377
Claims outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,189 2,254
Technical provisions for linked liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 12

4,104 3,010
Debtors
Debtors arising out of direct insurance operations (note 21) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,710 2,465
Debtors arising out of reinsurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 886 698
Other debtors (note 21) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740 1,066

4,336 4,229
Other assets
Tangible assets (note 22) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268 218
Cash at bank and in hand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 822 626
Own shares (note 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29 —

1,119 844
Prepayments and accrued income
Accrued interest and rent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 443 439
Deferred acquisition costs—long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 628 637
Deferred acquisition costs—general (property and casualty) business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 825 712
Other prepayments and accrued income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121 107

2,017 1,895

Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70,206 64,779

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS, Continued
As of December 31, 1999 and 1998

(UK Basis of Accounting)

1999
£m

1998
£m

LIABILITIES
Capital and reserves
Ordinary share capital (note 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 393 391
Preference share capital (note 27) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125 125

Called up share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 518 516
Share premium account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170 142
Other reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,626 1,462
Capital redemption reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 8
Profit and loss account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,162 5,141

Equity shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,359 7,144
Non-equity shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125 125

Shareholders’ funds (note 26) (see page F-12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,484 7,269
Equity minority interests in subsidiary undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406 291
Long term subordinated liabilities (note 28) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610 —

Total capital, reserves and long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,500 7,560
Fund for future appropriations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,840 3,785

Technical provisions
Provision for unearned premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,476 3,755
Long term (life) business provision (note 29) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,433 26,618
Claims outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,162 11,850
Equalization provisions (note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 259 250

45,330 42,473
Technical provisions for linked liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,318 6,687
Provisions for other risks and charges(note 30) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 363 421
Deposits received from reinsurers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203 198

Creditors
Creditors arising out of direct insurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504 471
Creditors arising out of reinsurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 619 413
Debenture loans including convertible debt (note 31) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 540 279
Amounts owed to credit institutions (note 31) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 136 170
Other creditors including taxation and social security (note 32) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,238 1,719
Proposed dividend (note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 233 238

3,270 3,290
Accruals and deferred income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 382 365

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70,206 64,779

Except for certain debenture loans and amounts owed to credit institutions shown in note 31, all
creditors are payable within a period of five years.

The accompanying notes are an integral part of the consolidated financial statements. The financial
statements on pages F-2 to F-109 were approved on August 2, 2000 on behalf of the Board of Directors and are
signed on its behalf by:

JULIAN HANCE
Group Finance Director
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CONSOLIDATED SHAREHOLDERS ’ CASH FLOW STATEMENT
For the years ended December 31, 1999, 1998 and 1997

(UK Basis of Accounting)

1999
£m

Restated
1998
£m

Restated
1997
£m

Operating activities
Net cash inflow from general (property and casualty) business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 168 64 364
Shareholders’ net cash inflow from long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150 158 133
Other operating cash flows attributable to shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 2 12
Premium redemption of convertible bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (142) —

Net cash inflow from operating activities (note 36) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 320 82 509

Dividends from associates. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 1 —
Servicing of finance
Premium on redemption of subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) — —
Dividends paid on non-equity shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (9) (9)
Issue costs on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) — —
Dividends paid to minorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8) (10) (8)

(36) (19) (17)

Taxation paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (145) (214) (147)

Capital expenditure
Purchases less sales of tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (83) (69) (55)

Acquisitions and disposals
Acquisition of interests in associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (49) (74) —
Acquisition of subsidiary undertakings and redemption of subordinated liabilities (note 24, 40) . . . . . . . . . (1,736) (142) (188)
Acquisition of minority interests in subsidiary undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) — (18)
Disposal of interests in associated undertakings/branches . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2 —
Disposal of subsidiary undertakings (note 25, 41) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 319 6 21
Disposal of minority interests in subsidiary undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 — —

(1,482) (208) (185)

Dividends paid on equity shares. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,109) (337) (258)

Financing
Issue of ordinary share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 14 31
Issue by subsidiary of ordinary share capital to minorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30 — —
Net proceeds from issue of long term subordinated liabilities (note 39) . . . . . . . . . . . . . . . . . . . . . . . . . . . 615 — —
Purchase of own shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (29) — (153)

Net cash inflow/(outflow) from financing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 631 14 (122)

Cash available for investment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,848) (750) (275)

Cash flows were invested as follows:
Movement in cash holdings(note 39) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 215 28 (11)

Net portfolio investments (note 37, 38, 39)
Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (489) (2) 6
Shares and other variable yield securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,459) (1,210) 183
Loans, debt securities and other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153 290 (438)
Deposits with credit institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (46) 110 (255)
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (222) 34 240

(2,063) (778) (264)

Net investment of cashflows . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,848) (750) (275)

As required by FRS 1 (Revised) the cash flow statement does not include any amounts relating to the
long term (life) business except cash transactions between the long term (life) business and shareholders’ funds.

The 1998 and 1997 amounts have been restated from our Subordinated Guaranteed Bonds offering
memorandum dated September 28, 1999 to reflect the presentational change arising from the raising of long
term subordinated liabilities and their designation as long term Group Financing. Borrowings are available to
meet shorter term liquidity needs and, as such, are now shown as a component of investment movement. All
cash flows arising from the servicing of borrowings have been restated as operational cash flows.

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

A. Organization

On July 19, 1996, Sun Alliance Group plc (Sun Alliance) was renamed Royal & Sun Alliance
Insurance Group plc and became the Parent Company of the new Group formed by the merger of Royal
Insurance Holdings plc (Royal Insurance) and Sun Alliance. Merger accounting principles set out in Financial
Reporting Standard 6 ‘‘Acquisitions and Mergers’’ have been used and the results have been presented as if the
new Group had been established throughout all years. Royal & Sun Alliance Insurance Group plc and
subsidiaries (the ‘‘Group’’) conducts both general (property and casualty) and long term (life) insurance
business. The general (property and casualty) insurance subsidiaries are multiple line companies writing
substantially all lines of general (property and casualty) insurance. The Group’s life insurance subsidiaries offer
a wide range of traditional insurance and financial and investment products. Traditional products consist of
individual and group life, annuities, and accident and health policies. Financial and investment products consist
of single premium annuity, variable annuities, guaranteed investment contracts and universal life products. The
Group also offers principally in the UK, participating and unit-linked individual retirement products and life
savings products. The Group writes business throughout the United Kingdom, Americas, Europe and Asia
Pacific.

B. Presentation

The financial statements are prepared in accordance with applicable UK accounting standards and the
Statement of Recommended Practice (SORP) issued by the Association of British Insurers in December 1998
(together ‘‘UK GAAP’’) which differs in certain significant respects from accounting principles generally
accepted in the United States (‘‘US GAAP’’). A summary of the significant differences between UK GAAP and
US GAAP is included in note 48 of the Notes to the Consolidated Financial Statements.

The figures in the consolidated financial statements are presented in millions of pounds sterling
(‘‘£m’’).

The consolidated profit and loss accounts and consolidated balance sheets are drawn up in accordance
with the presentation recommended by the SORP. Certain presentational changes have been made to the
consolidated profit and loss accounts previously published by the Group in its UK statutory financial statements
in order to facilitate the understanding of the financial performance by readers of these financial statements in
the United States. In particular, a summary consolidated profit and loss account has been prepared for each of
the three years which presents the results in a format which is more familiar to US readers. This summary on
pages F-3 is a condensed aggregation of balances reported in the consolidated profit and loss accounts on pages
F-5 to F-10 and should be read in conjunction with those statements.

These financial statements, including the consolidated balance sheets as of December 31, 1999 and
1998 and the consolidated profit and loss accounts for each of the three years in the period ended December 31,
1999 have been prepared under the accounting policies described below. These accounting policies reflect
changes in UK accounting standards introduced during 1999, 1998 and 1997. The consolidated balance sheet as
of December 31, 1998 and the consolidated profit and loss accounts and cash flow statements for the years
ended December 31, 1998 and 1997 have been restated in certain respects from the Group’s statutory financial
statements, as published, for those years, which were prepared under accounting standards prevailing at that
time and also to reflect the presentational changes highlighted in note 1C below.
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C. Changes in Accounting Policy

The Group has adopted the requirements of Financial Reporting Standard 16 ‘‘Current Tax’’ in 1999.
Dividends, interest or other income receivable includes any withholding tax but excludes any other taxes, such
as attributable credits, not payable wholly on behalf of the Group. Previously attributable tax credits were
included in investment income. The tax on ordinary activities is reduced by an equal amount. The financial
impact of this change is disclosed in note 3 on page F-23 and comparatives have been restated from those
published in the Debt Offering Memorandum dated September 28, 1999.

D. Group Accounts

The consolidated financial statements of the Group include the results of all subsidiaries for each of
the three years in the period ended December 31, 1999. Intercompany transactions are eliminated in the
consolidated financial statements except for certain transactions with the long term business fund as disclosed
in note 49.

Subsidiaries acquired during the year are consolidated from the effective date of acquisition.

The consolidated shareholders’ cash flow statement is prepared in accordance with Financial Reporting
Standard 1 (Revised) which requires the cash flow statement to exclude the cash flows of the long term (life
insurance) policyholders’ funds.

Principal associated undertakings are accounted for by the equity method in the consolidated financial
statements. The figures included for interests in principal associated undertakings are for the accounting periods
indicated in note 50.

E. Translation of Foreign Currencies

Assets and liabilities including long term subordinated liabilities and results of both businesses and
associates denominated in foreign currencies are translated into sterling at rates ruling at the year end and the
resulting differences are taken to reserves (a separate component of shareholders’ equity) or in the case of long
term (life) business are included within the long term (life) business technical account. Transactions
denominated in foreign currencies are translated at the prevailing rate at the date of the transaction and the
resulting exchange differences are included within the profit and loss account. Foreign currency assets and
liabilities are translated into sterling at rates ruling at year end and the resulting exchange differences are
included within the profit and loss account.

F. Derivatives

The Group has entered into certain interest rate swaps in relation to its subordinated liabilities, which
are treated as hedges. The underlying hedged liabilities are carried at cost and accordingly the swaps have not
been marked to market. The interest payable or receivable on interest rate swaps is included in interest paid.
Futures contracts and purchased options, and other derivatives are included within the category to which the
contract relates and are valued at market value.

G. General (Property and Casualty) Business Technical Account (Property and Casualty Business)

General (property and casualty) business is accounted for on an annual basis. Premiums written are
accounted for in the year in which the contract is entered into and include estimates where the amounts are not
determined at the balance sheet date. Premiums written exclude taxes and duties levied on premiums. An

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS, Continued
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allocation of the investment return has been made to the general (property and casualty) business technical
account from the non-technical account on the longer term rate of return basis. The commission and other
acquisition costs incurred in writing the business are deferred and amortized over the period in which the
related premiums are earned.

Claims paid represent all payments made during the period whether arising from events during that or
earlier periods.

The balance on the general (property and casualty) business technical account is arrived at after taking
account of changes in the equalization provisions. See note 11.

H. Long Term (Life) Business Technical Account (Life Business)

Premiums and annuity considerations are accounted for when due except premiums in respect of
linked (separate account) business which are accounted for when the policy liabilities are created. Single
premiums are those relating to products issued by the Group where there is a contractual obligation for the
payment of only one premium. Annual premiums are those where there is a contractual obligation for the
payment of premium on a regular basis and include premiums relating to certain group life and disability
business which are considered recurring premiums. Claims arising on maturity are recognized when the claim
becomes due for payment. Death claims are accounted for on notification. Surrenders are accounted for at the
earlier of the payment date or the date at which the policy ceases to be included in the long term (life) business
provision or the technical provisions for linked liabilities (separate account liabilities).

Acquisition costs comprise direct and indirect costs of obtaining and processing new business. These
costs are deferred as an explicit deferred acquisition cost asset, gross of tax relief and amortized over the period
in which they are expected to be recovered out of margins in matching revenues from related policies. At the
end of each accounting period, deferred acquisition costs are reviewed for recoverability by category against
future margins from the related policies in force at the balance sheet date.

The profits on long term (life) insurance business represent the transfer from the long term funds to
shareholders following the actuarial valuation of liabilities, investment income arising on shareholders’ funds
attributable to the long term (life) business based on the longer term investment return and the movements in
certain reserves attributable to shareholders held within the long term funds. Profits are shown in the non-
technical account grossed up for tax at the effective rate of corporation tax applicable in the period. For
business transacted overseas, results have been included in accordance with local generally accepted accounting
principles where they are consistent with UK practice.

New business premiums are recognized when the policy liability is established. New single premiums
include recurrent single premium contracts including Department of Social Security rebates and increments
under group pension schemes. Where products are substituted by the policyholder or pension contracts are
vested, these transactions are reflected as new business only to the extent that they give rise to incremental
premiums.

Reversionary bonuses are recognized when declared; terminal bonuses are recognized when payable.

Shareholders’ accrued interest represents the excess of accumulated profit recognized under the
modified statutory basis of reporting long term (life) business over the statutory transfers made from the long
term funds to shareholders. The amount of profit recognized as shareholders’ accrued interest is credited to the
profit and loss account within capital and reserves.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS, Continued
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I. Reinsurance

Amounts recoverable from general (property and casualty) and long term (life) reinsurers are estimated
in a manner consistent with the outstanding claim provision or settled claim associated with the reinsured
policy. The cost of reinsurance related to long-duration contracts is accounted for over the life of the underlying
reinsured policies using assumptions consistent with those used to account for the underlying policies.

In the ordinary course of business, the Group cedes reinsurance to other insurance companies for the
purpose of limiting its net loss potential through diversification of its risks. Reinsurance arrangements do not
relieve the Group from its direct obligations to its policyholders. Thus, a credit exposure exists with respect to
general and life reinsurance ceded to the extent that any reinsurer is unable to meet the obligations assumed
under the reinsurance agreements. A provision has been recorded for estimated unrecoverable reinsurance. The
Group’s business is not substantially dependent upon any reinsurance contract.

Reinsurance is effected under reinsurance treaties and by negotiation on individual risks. Certain of
these reinsurance arrangements consist of excess of loss contracts which protect the Group against losses over
stipulated amounts.

The Group, as a property insurer, is subject to losses that may arise from catastrophic events. The
Group uses industry-developed software to estimate the probable maximum loss and to maintain a reinsurance
program reflective of these estimates.

J. Investment Return

Income from investments is included in the profit and loss account (statement of income) on an
accruals basis. Dividend income on ordinary shares is recognized when the related investment goes ‘‘ex-
dividend’’. Realized and unrealized gains and losses on investments attributable to long term (life) business are
dealt with in the long term (life) business technical account. Realized and unrealized gains and losses on other
investments, including the Group’s share of realized and unrealized gains and losses of associated undertakings,
are dealt with in the non-technical account. Realized gains and losses on investment disposals represent the
difference between net sale proceeds and cost of acquisition. Unrealized gains and losses on investments
represent the difference between the carrying value at the year end and the carrying value at the previous year
end or, in the case of investments purchased in the year, the cost of acquisition.

Group operating result (based on longer term investment return) and Group operating profit (based on
longer term investment return) are presented including investment return on the longer term rate of return basis.
The longer term rate of return basis reflects both historical experience and the directors’ current expectations
for investment returns. The rates of longer term return are set with the objective of ensuring that, in aggregate
over time, the return recognized in operating profit does not exceed or fall below the actual returns achieved.
Other movements in investments represent the difference between the actual investment return in the year and
that determined on the longer term rate of return basis.

K. Group Operating Result/Profit (Based on Longer Term Investment Return)

Group operating result (based on longer term investment return) is the operating measure used by the
Group to evaluate its segmental results and is analysed between general (property and casualty) business, long
term (life) business and other activities as an additional disclosure. It excludes interest on long term
subordinated liabilities, the change in the equalizaton provisions, amortization of goodwill and of goodwill in
acquired claims provisions and other items including reorganisation costs and gains on the disposal of

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS, Continued
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subsidiaries. Group operating profit (based on longer term investment return) is stated after the above items but
before other movements in investments.

L. Taxation

Taxation in the non-technical account and long term (life) business technical account is based on
profits and income for the year as determined in accordance with the relevant tax legislation, together with
adjustments to provisions for prior years. UK tax in respect of overseas subsidiaries and principal associated
undertakings is based on dividends received. Taxation in the non-technical account includes the tax by which
the balance on the long term (life) business technical account has been grossed up.

Deferred taxation is calculated on the liability method and consists of the estimated taxation, or relief
from taxation, which is expected to arise in the foreseeable future from material timing differences using
expected future rates of tax where applicable. Under this policy, no provision is made for taxation which might
arise on the distribution of profits retained by overseas subsidiaries or associated undertakings. Credit is taken
for relief for trading losses only to the extent that the directors anticipate that profits will absorb such losses in
the foreseeable future.

Allowance is made in the long term (life) business provision reserve for future life and health policy
benefits and within assets held for linked liabilities (separate account liabilities) for deferred taxation at
appropriate discounted rates in respect of related unrealized gains. A provision for deferred taxation on other
unrealized gains is made where realizations giving rise to a taxation liability are anticipated in the foreseeable
future.

M. Goodwill

Goodwill, being the difference between the cost of an acquisition and the fair value of the net tangible
assets acquired, arising on the acquisition of subsidiary companies and associated undertakings, is capitalized in
the balance sheet and amortized to the profit and loss account (statement of income) on a straight line basis.
The cost of acquisition is the amount of cash paid and the fair value of other purchase consideration given
together with associated expenses. The period of amortization is determined by an assessment of the useful
economic life of the goodwill, but not exceeding twenty years (as permitted by Financial Reporting Standard
10 ‘‘Goodwill and Intangible Assets’’). Goodwill arising prior to December 31, 1997 has been eliminated
against reserves (shareholders’ equity) in accordance with the Group accounting policy at the date of
acquisition. In the event of the disposal of a business acquired prior to this date, the related goodwill is credited
to the reserves and then charged to the profit and loss account in the year of sale.

The shareholders’ interest in the acquired value of long term (life) business is included as part of the
fair value of the acquired net assets in the goodwill calculation and is dealt with as described in note O below.

The fair value of general (property and casualty) business claims provisions (loss reserves) relating to
businesses acquired is established after making allowance for future investment income. The discount, being
the difference between the fair value and the undiscounted value at which they are accounted for on
consolidation, is capitalized as goodwill in acquired claims provisions and amortized to the profit and loss
account (statement of income) in relation to the expected run-off period of the related claims.

N. Investments

Investments and assets held to cover linked liabilities (separate account assets), are shown at market
value, for which purpose unlisted investments, mortgages and loans are included at directors’ valuation and
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properties at professional valuation. For listed securities the stock exchange values are used except that fixed
income securities held for long term (life) business in certain overseas operations are included on an amortized
cost basis. Properties are valued annually at open market value.

In accordance with Statement of Standard Accounting Practice 19 ‘‘Accounting for Investment
Properties’’, no depreciation is provided on these properties on the basis that depreciation is already reflected in
the annual valuations.

It is the Group’s practice to maintain properties occupied by the Group in a continual state of sound
repair. Accordingly the directors consider that the economic lives of these properties and their residual values,
based on prices prevailing at the time of acquisition or subsequent valuation, are such that any depreciation is
insignificant and is thus not provided.

O. Value of Long Term (Life) Business

This represents the directors’ assessment of the value of the shareholders’ investment in the long term
(life) business funds, not already recognized under the modified statutory principles of profit recognition. It
comprises the shareholders’ share of both the net of tax future cash flows arising from the in-force long term
(life) business policies and the surplus held within the funds to meet solvency and future business development
requirements. Movements in this asset, except those arising on acquisition, are recognized in the Statement of
Total Recognized Gains and Losses.

The present value of in-force long term (life) business existing at acquisition which will be recognized
as profit, is amortized in the long term technical account on a systematic basis over the anticipated periods of
the related contracts in the portfolios.

P. Tangible Assets and Depreciation

Tangible assets comprise fixtures, fittings and equipment (including computers and motor vehicles)
which are stated at cost and depreciated over periods not exceeding their estimated useful lives (between three
and ten years) after taking into account residual value.

Q. Own Shares

The shares held by the Royal & Sun Alliance ESOP Trusts are recognized as assets under the heading
‘‘Own Shares’’ at original cost in the consolidated balance sheet until such time as the shares vest
unconditionally with the relevant executive director or employee. Any profit that may arise in the Trusts upon
exercise of the options will be recognized at the exercise date.

R. Fund for Future Appropriations

Certain long term funds (life insurance companies) comprise either participating, or both participating
and non-participating, long term (life) business contracts, where policyholders have a contingent interest in the
excess of assets over liabilities in the fund. Accordingly the excess of assets over liabilities within these funds
is not allocated between policyholders and shareholders and is taken to the fund for future appropriations.

S. Long Term Subordinated Liabilities

Long term subordinated liabilities comprise long term subordinated bonds. Subordinated bonds are
stated at the fair value of consideration received after deduction of unamortized issue costs and discount. Issue
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costs together with discount allowed on issue of bonds are amortized to the profit and loss account on an
annual basis over the term of the bonds.

Long term subordinated liabilities are presented as a component of the Group’s capital base as they are
in the nature of long term capital financing. As such, the cost of such liabilities is treated as a financing item
and is not deducted in arriving at Group operating result (based on longer term investment return).

T. Technical Provisions (Insurance Reserves)

The provision for unearned premiums (unearned premium reserve) represents the proportion of
premiums written relating to periods of insurance subsequent to the balance sheet date, calculated principally
on a daily pro-rata basis.

The provision for claims outstanding (reserve for loss and loss adjustment expenses), whether reported
or not, comprises the estimated cost of claims incurred but not settled at the balance sheet date. It includes
related expenses and a deduction for the expected value of salvage and other recoveries. The provision is
determined using the best information available of claims settlement patterns, forecast inflation trends and after
recognition of the potential time elapsed in the notification, development and settlement of claims. As permitted
under local statutory guidelines, claims provisions relating to long term permanent disability claims in the
United States, Canada and Scandinavia paid on an annuity basis are discounted after reflecting interest expected
to be earned on the related investments.

Differences between the estimated cost and subsequent settlement of claims are dealt with in the
appropriate technical account for the year in which they are settled or re-estimated.

Provision is made, based on information available at the balance sheet date, for any estimated future
underwriting losses relating to unexpired risks after taking into account future investment income on relevant
technical provisions. The unexpired risk provision (premium deficiency reserves) is assessed in aggregate for
business classes which, in the opinion of the directors, are managed together.

The long term (life) business provision (reserve for future life and health policy benefits) is derived
from actuarial valuation. For with profits business, the calculation includes explicit allowance for vested
bonuses (including those vesting following valuation at the balance sheet date). Implicit allowance is made for
future reversionary bonuses through the use of a net premium valuation method employing a reduced valuation
rate of interest. No provision is made for terminal bonuses.

Equalization provisions are established in accordance with the requirements of legislation in certain
countries and are in addition to the provisions required to meet the anticipated ultimate cost of settlement of
outstanding claims at the balance sheet date.

The technical provisions for linked liabilities (separate account liabilities) are the repurchase value of
units allocated to in-force policies at the balance sheet date, where the policy benefits are wholly or partly
related to investments of any description or to indices of the value of investments.

U. Operating Leases

Payments made under operating leases are charged to operating income on a straight-line basis over
the term of the lease.
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V. Pension Costs

The cost of providing pensions for the Group’s employees is accounted for over the employees’
working lives on a systematic basis as advised by qualified actuaries.

W. Use of Estimates

The preparation of the financial statements in conformity with accounting standards requires
management to make estimates and assumptions that affect the reported amounts of certain assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and revenue and
expenses during the period reported. Actual results could differ from these estimates.

2. Merger of Royal Insurance and Sun Alliance

The merger of the businesses of Royal Insurance and Sun Alliance meets the definition of a merger as
set out in Financial Reporting Standard 6 ‘‘Acquisitions and Mergers’’. The principles of merger accounting
have been followed in presenting the combined Group’s results.

The merger was effected on July 19, 1996 by means of a scheme of arrangement sanctioned by the
High Court whereby all of Royal Insurance’s issued share capital (other than one share held by Royal & Sun
Alliance Insurance Group plc (the ‘‘Company’’)) was cancelled and new share capital was issued by Royal
Insurance to the Company by capitalization of the reserve arising from the cancellation. Under the scheme, the
Company issued new shares to the former Royal Insurance shareholders on the basis of 1,067 ordinary shares
of 25p each in the Company for every 1,000 Royal Insurance shares of 25p each previously held. On July 18,
1996 the market price of the ordinary shares of the Company was 365p, and the market price of the ordinary
shares of Royal Insurance was 389.5p.

In adopting merger accounting, the results of the former Royal Insurance and Sun Alliance groups
were first brought together for the whole of 1996 with adjustments to achieve uniformity of accounting
policies. Merger accounting requires that the share premium account of Royal Insurance together with the
difference between the nominal value of the shares issued to former shareholders in Royal Insurance and the
nominal value of the shares received in exchange is shown as a movement in the profit and loss account. By
December 31, 1996, 736,710,336 ordinary shares of 25p each with a fair value of £2,699m had been issued by
the Company in exchange for 690,450,172 ordinary shares of 25p in Royal Insurance.

3. Impact of Changes on Profit and Loss Account Arising from Accounting Policy Changes

The impact of the change in accounting policy arising from the adoption of Financial Reporting
Standard 16 ‘‘Current Tax’’ in the non-technical account (see note 1C) is to reduce the investment income and
the profit on ordinary activities before tax by £7m (1998 £14m, 1997 £21m). The tax on ordinary activities is
reduced by an equivalent amount. In the long term (life) business technical account the impact is to reduce both
investment income and tax attributable to long term (life) business by £39m (1998 £49m, 1997 £46m).

4. Other Items

a. Other items within the consolidated profit and loss accounts comprise: £46m (1998 £13m, 1997 £0m) of
reorganization costs in relation to general (property and casualty) insurance business in the UK,
Scandinavia, USA and Asia Pacific, and in Asia Pacific £4m (1998 and 1997 £0m) of reorganization costs
in relation to long term (life) businesses and £2m (1998 and 1997 £0m) of reorganization costs in relation
to non-insurance activities. Additionally, there is £4m (1998 and 1997 £0m) amortization
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of the present value of acquired in-force business, £14m (1998 £142m, 1997 £0m) premium on the
redemption of subordinated liabilities and convertible bonds, interest on long term subordinated liabilities
£10m (1998 and 1997 £0m), amortization of goodwill and goodwill in acquired claims provisions £26m
(1998 and 1997 £0m) and £10m (1998 £5m, 1997 £3m) of profit on disposal of subsidiaries and branches.

b. As a result of the integration of the businesses of the Royal Insurance and Sun Alliance groups following
the merger on July 19, 1996, £64m of costs in 1997 have been charged to the consolidated profit and loss
account (statement of income) within general (property and casualty) business administrative expenses.

5. Net Operating Expenses and Other Charges

General (property &
casualty) business Long term (life) business

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

a. Net operating expenses in the technical accounts
include:

Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 53 70 15 12 15
Operating lease rentals—premises . . . . . . . . . . . . . 75 67 60 10 8 6
Operating lease rentals—other assets . . . . . . . . . . . 17 15 13 2 1 —

Operating expenses in 1998 include a fine of £225,000 levied by the Personal Investment Authority in
respect of administration procedures, mainly arising before the end of 1996, which related to the review of
pension transfer and opt-out business.

b. Charges from other activities in the non-technical account include depreciation of £5m (1998 £7m, 1997
£8m), operating lease rentals—premises of £13m (1998 £12m, 1997 £11m) and operating lease rentals—
other assets of £1m (1998 £1m, 1997 £0m).

c. Administrative expenses in the non-technical account include depreciation of £1m (1998 and 1997 £0m)
and operating lease rentals—premises of £5m (1998 £1m, 1997 £0m).

d. Income and charges from other activities within the consolidated non-technical account include profit
attributable to the shareholders’ interest in Codan Bank A/S until its disposal on August 31, 1999 and the
results arising from the Group’s investment management, insurance broking and estate agency activities.

6. Exchange Rates

In respect of the major overseas currencies, the rates of exchange used in these financial statements are
US Dollar 1.61 (1998 1.66 and 1997 1.65), Canadian Dollar 2.34 (1998 2.56, 1997 2.35), Danish Kroner 11.96
(1998 10.59, 1997 11.27) and Australian Dollar 2.46 (1998 2.71, 1997 2.53).
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7. Long Term (Life) Insurance Business

1999
£m

1998
£m

1997
£m

New business written during the year, net of reinsurance was as
follows:

Annual premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 247 223 211
Single premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,661 1,214 1,060

1,908 1,437 1,271

Gross new business premiums are not materially different to the above.

Total reversionary and terminal bonuses included within the long term (life) business technical account
are £690m(1998 £855m, 1997 £791m).

Included in the long term (life) business premiums written, net of reinsurance, are £1,354m(1998
£1,216m, 1997 £1,131m) of premiums relating to participating business. For further discussion of participating
business see note 48.

8. Employee Information

1999
£m

1998
£m

1997
£m

Staff costs for all employees comprise:
Wages and salaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 995 928 880
Social security costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77 73 65
Pension costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49 48 46

1,121 1,049 991

Average for year

1999
Number

1998
Number

1997
Number

The average number of employees of the Group during the year
was as follows:

UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,891 24,408 24,560
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,186 7,475 6,929
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,549 8,544 8,263
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,868 4,067 3,733

46,494 44,494 43,485

9. Pension Costs

The Group mainly operates funded defined benefit pension plans for its employees. There is a funded
defined contribution plan in Denmark and a number of unfunded overseas plans. Overseas plans are
administered in accordance with local law and practice. The major pension plans in the UK, USA and Denmark
together cover the majority of plan members throughout the Group, and the assets of these plans are mainly
held in separate trustee administered funds. Each of the major defined benefit plans are subject to regular
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valuation using the projected unit or other appropriate method which is the basis of the pension cost in the
consolidated profit and loss account, the cost being spread over employees’ working lives.

The total pension cost for the Group in 1999 was £49m (1998 £48m, 1997 £46m) of which £16m
(1998 £21m, 1997 £23m) related to the two main UK plans, including £0m (1998 £0m, 1997 £1m) in respect
of early retirements. Contributions of £10m (1998 £11m, 1997 £10m) were made to the defined contribution
plan in Denmark.

Independent qualified actuaries carry out valuations of the major plans except for one of the UK plans,
for which the actuary is an employee of the Group. At the most recent formal actuarial valuations of the major
defined benefit plans for the purpose of assessing pension costs (the two UK plans June 30, 1999 and March
31, 1997, and USA January 1, 1999), the market value of the assets of these plans was £3,882m(1998
£3,441m, 1997 £3,402m). Of this amount, £3,513m(1998 and 1997 £3,103m) related to the UK plans, and
their actuarial values were sufficient to cover 120% and 127% respectively (1998 and 1997 122% and 127%,
respectively) of the benefits accrued to members of each of those plans, after allowing for projected increases
in earnings and pensions. The valuations for the two major UK plans were based on assumptions that salaries
increase by 5% and 6%, pensions increase by 3% and 4% and investment returns are 7.8% and 8.5%. The
difference in these assumptions arises because of the different valuation dates of the two UK plans.

The level of contributions to the UK plans was 5.6% and 0%. The amounts respectively charged to the
profit and loss account were 5.6% and 5% of relevant UK earnings. Actuarial surpluses arising from the
valuations of both the UK plans and certain other plans are being applied to reduce pension costs over the
estimated working lives of members of the respective schemes.

There are no significant contributions outstanding or prepaid as at December 31, 1999 except that
included in creditors are amounts of £60m (1998 £49m) resulting from the difference between the amounts
charged to revenue and the amounts contributed to the main plans in the UK and £33m (1998 £39m) in respect
of provisions for unfunded overseas plans.

10. Post-Retirement Benefits

The Group provides post-retirement healthcare benefits to certain current and retired United States and
Canadian employees. The estimated discounted present value of the unprovided accumulated obligations is
calculated in accordance with the advice of independent qualified actuaries. At December 31, 1999, the
unprovided accumulated obligation in the United States is estimated at £7m (1998 £8m, 1997 £10m) assuming
a premium inflation initially of 7% reducing over 5 years to 5.5% (1998 7.5% reducing over 5 years to 5.5%,
1997 8% reducing over 6 years to 5.5%) and a discount rate of 8%. The unprovided accumulated obligation in
Canada is estimated at £3m (1998 £3m, 1997 £4m) assuming a premium inflation for medical care of 5.8%
(1998 9% reducing over 4 years to 6%, 1997 10% reducing over 5 years to 6%) and for dental care 4% (1998
and 1997 6%) for all years and a discount rate of 6.8%. The benefits are accounted for on a systematic basis
over the remaining service lives of current employees, the cost in the year being £5m (1998 and 1997 £5m ).
The costs of meeting the liability for these benefits are expected to attract taxation relief when paid. The total
provision (reserve) included in the consolidated balance sheet is £35m (1998 £27m).

11. Equalization Provisions (Reserves)

Equalization provisions (reserves) are established in the UK in accordance with the Insurance
Companies (Reserves) Act 1995 and with similar legislation in certain overseas countries. These provisions,
notwithstanding that they do not represent liabilities at the balance sheet date as they are over and above the
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anticipated ultimate cost of outstanding claims, are required by Schedule 9A to the Companies Act 1985 to be
included within the technical provisions in the balance sheet, and any change in the provisions during the year
is required to be shown in the general (property and casualty) business technical account.

The effect of including the provisions is as follows:

1999
£m

1998
£m

1997
£m

Equalization provisions at January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 194 112
Charged to the general (property and casualty) business technical account and in the profit on

ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 51 84
Exchange movement on non-UK provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3) 5 (2)

Equalization provisions at December 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 259 250 194

The cumulative impact of equalization provisions on shareholders’ funds at December 31, 1999 is
£253m(1998 £242m, 1997 £187m).

12. Investment Income/Expenses and Charges

Non-technical account

1999
£m

Restated
1998
£m

Restated
1997
£m

Income from associated undertakings(note 1) . . . . . . . . . . . . . . . . . . . .
Profit before gains on the realization of investments . . . . . . . . . . . . . . . . . . 24 25 27
Gains on the realization of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . 53 — 1

77 25 28
Other investment income
Income from land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 60 68
Income from other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 790 812 831
Gains on the realization of investments (note 2) . . . . . . . . . . . . . . . . . . . . . 752 816 218

1,574 1,688 1,117

Total investment income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,651 1,713 1,145

Investment expenses and charges
Interest on bank loans and overdrafts . . . . . . . . . . . . . . . . . . . . . . . . . . . . (20) (36) (17)
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . (10) — —
Interest on other loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) (11) (24)
Investment management expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24) (24) (20)
Premium on redemption of long term subordinated liabilities and

convertible bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (142) —

Total investment expenses and charges. . . . . . . . . . . . . . . . . . . . . . . . . . (79) (213) (61)

Net investment income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,572 1,500 1,084
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Technical account
long term (life) business

1999
£m

Restated
1998
£m

Restated
1997
£m

Income from associated undertakings
Profit before gains on the realization of investments . . . . . . . . . . . . . . . . . — — —
Gains on the realization of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —

— — —
Other investment income
Income from land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 141 163
Income from other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,448 1,497 1,425
Gains on the realization of investments (note 2) . . . . . . . . . . . . . . . . . . . . 2,266 2,127 1,067

3,845 3,765 2,655

Total investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,845 3,765 2,655

Investment expenses and charges
Interest on bank loans and overdrafts . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) (1) —
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . — — —
Interest on other loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3) (1) (1)
Investment management expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (56) (50) (46)
Premium on redemption of long term subordinated liabilities and

convertible bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —

Total investment expenses and charges. . . . . . . . . . . . . . . . . . . . . . . . . (60) (52) (47)

Net investment income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,785 3,713 2,608

Notes:

1. The 1998 figure includes results for an eighteen month period in respect of the Group’s investment in
Mutual & Federal Investments Limited following the change to a December 31 accounting reference
date. The prior year’s comparatives are for 12 months. The amounts involved are not material.

2. Gains on the realization of investments in 1999 include a gain of £10m (1998 £5m, 1997 £3m)
relating to the Group’s disposal of interests in subsidiaries and branches.

13. Methodology for Calculation of Longer Term Rate of Return and Comparison Over a Longer Term

The rates of investment return used for the longer term rate of return basis are reviewed annually and
are set out below:

1999
%

1998
%

1997
%

Pre-tax returns assumed
Fixed interest returns (nominal) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.00 6.00 6.00
Equity returns (nominal) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.00 9.00 9.00
Inflation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.00 3.00 3.00

These returns are applied to the average, over the year, of the investments directly attributable to
shareholders and the general (property and casualty) insurance technical provisions. In each case, the element
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of shareholders’ funds has been determined by reference to the risk based capital that the directors judge is
necessary to support the business. The value of the investments are adjusted to reduce the effect of short-term
fluctuations, while recognizing such changes over the longer term.

The aggregate amount of investment return recognized under the longer-term basis since January 1,
1994 through December 31, 1999 amounted to £6.5bn. The actual total investment return that arose in this
period was £8.4bn.

14. Taxation

The taxation on profit on ordinary activities charged to the profit and loss account is as follows:

Non-technical account

1999
£m

Restated
1998
£m

Restated
1997
£m

UK taxation
Corporation tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68 256 69
Trading losses utilized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (10) (9)
Deferred tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 62
Prior year items—Corporation tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (6) (12)
Prior year items—Deferred tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (19) — —
Double taxation relief . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (19) (88) (37)

17 153 73
Tax attributable to balance on the long term (life) business technical

account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59 69 63
Overseas taxation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 194 152 218

270 374 354

Analyzed
Parent and subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 261 369 345
Associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 5 9

Technical account
long term (life) business

1999
£m

Restated
1998
£m

Restated
1997
£m

UK taxation
Corporation tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110 220 139
Trading losses utilized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2) (2)
Deferred tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40 14 25
Prior year items—Corporation tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 18 (10)
Prior year items—Deferred tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Double taxation relief . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) (2) (2)

156 248 150
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Technical account
long term (life) business

1999
£m

Restated
1998
£m

Restated
1997
£m

Tax attributable to balance on the long term (life) business technical
account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —

Overseas taxation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84 117 97

240 365 247

Analyzed
Parent and subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 240 365 247
Associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —

UK corporation tax for the current year in the non-technical account is based on a rate of 30.25%
(1998 31%, 1997 31.5%). Further details of current and deferred tax are given in notes 30 and 33.

The tax charge for UK corporation tax in the long term (life) technical account is provided at rates
between 20% and 30.25% (1998 between 20% and 31%, 1997 between 20% and 31.5%) depending upon the
types of business written and computed in accordance with rules applicable to life insurance companies.

The effective tax rate in the non-technical account for 1999 was 71.4% (1998 43.3%, 1997 19.6%).
This wide variation in the effective rate is caused principally by the UK GAAP policy of partial deferred tax
provisioning. In this regard the 1999 rate was high due to the level of investment realizations and unrealized
depreciation in the value of investments for which no tax credit has been taken. Similarly in 1998 the rate was
higher due to the high level of investment realizations and the non-recognition of tax relief on the convertible
bond repayment premium of £142m which was taken in 1999. The low rate in 1997 was caused by the high
level of unrealized investment appreciation.

15. Dividends

1999
£m

1998
£m

1997
£m

Ordinary
Special dividend paid 48.00p(1998 and 1997—0.00p) . . . . . . . . . . . . . . . . . . . . 751 — —
Interim paid 8.40p (1998—7.80p, 1997—7.15p) . . . . . . . . . . . . . . . . . . . . . . . . . 120 122 110
Final proposed 16.30p(1998—15.20p, 1997—13.85p) . . . . . . . . . . . . . . . . . . . . 233 238 215

1,104 360 325
Preference. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 9 9

1,113 369 334

The dividends in 1998 and the special dividend in 1999 were declared to holders of shares prior to the
share consolidation (see note 27). The interim and final dividend in 1999 are in respect of holders of shares
after the share consolidation. Full provision has been made for the proposed final dividend.

For the interim 1997 dividend, a scrip dividend (dividend reinvestment plan) alternative was in place.
The actual amount paid depended on acceptances of the scrip dividend offer. The scrip amount added back to
reserves (retained earnings) in 1997 was £47m.
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16. Earnings Per Ordinary Share

The earnings per ordinary share shown in the consolidated profit and loss account is calculated by
reference to the profit attributable to the equity shareholders of £78m (1998 £448m, 1997 £1,407m) and the
weighted average of 1,482,855,246(1998 1,559,949,394, 1997 1,546,297,803) shares in issue during the year.

1999
£m

1998
£m

1997
£m

Profit for the financial year attributable to shareholders . . . . . . . . . . . . . . . . . . . . 87 457 1,416
Preference dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (9) (9)

Profit for the financial year attributable to equity shareholders . . . . . . . . . . . 78 448 1,407

The diluted earnings per share is calculated by reference to the profit attributable to equity
shareholders adjusted for such items that on conversion to shares give rise to dilution. This is calculated using
the adjusted profit of £78m (1998 £448m, 1997 £1,414m) and the adjusted weighted average of 1,497,260,487
(1998 1,581,139,645, 1997 1,603,830,606) shares in issue during the year.

Details of the items giving rise to dilution are shown below:

Profit attributable to
shareholders

1999
£m

1998
£m

1997
£m

Earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78 448 1,407
Options granted to employees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Convertible debt issue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 7

Diluted earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78 448 1,414

Weighted average number of shares

1999 1998 1997

Earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . 1,482,855,246 1,559,949,394 1,546,297,803
Options granted to employees . . . . . . . . . . . . . . . . 14,405,241 21,190,251 19,078,700
Convertible debt issue . . . . . . . . . . . . . . . . . . . . . . — — 38,454,103

Diluted earnings per share . . . . . . . . . . . . . . . . . . . 1,497,260,487 1,581,139,645 1,603,830,606

Group operating earnings after tax per ordinary share (based on longer term investment return)
attributable to shareholders includes tax on the allocated longer term investment return at a notional rate of
32%. It is the opinion of the directors that this measure provides a better indication of the underlying
performance of the business of the Group.
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The reconciliation of Group operating earnings after tax (based on longer term investment return) per
ordinary share to earnings per ordinary share is as follows:

1999
p

1998
p

1997
p

Group operating earnings (based on longer term investment return) after
tax per ordinary share

Attributable to shareholders per ordinary share . . . . . . . . . . . . . . . . . . . . . 25.7 24.7 42.4
Other movements in investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5.4) 29.1 62.9
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . (0.7) — —
Change in the equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.8) (3.3) (5.4)
Amortization of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.9) — —
Amortization of goodwill in acquired property and casualty claims

provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.8) — —
Premium on redemption of convertible bonds . . . . . . . . . . . . . . . . . . . . . . (0.9) (9.1) —
Reorganization and integration provisions . . . . . . . . . . . . . . . . . . . . . . . . . (3.5) (0.8) (4.1)
Gains on disposal of subsidiaries and branches . . . . . . . . . . . . . . . . . . . . . 0.7 0.3 0.2
Other items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2.9) — —
Tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5.2) (12.2) (5.0)

Earnings per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.3 28.7 91.0

17. Intangible Assets

Goodwill in
acquired
claims

provisions
£m

Goodwill
arising on
acquisition

£m

Total
1999
£m

Total
1998
£m

Cost
At January 1, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 14 14 —
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 844 1,048 14

At December 31, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 858 1,062 14

Amortization
At January 1, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (1) (1) —
Charge for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (14) (26) (1)

At December 31, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (15) (27) (1)

Net book value at December 31, . . . . . . . . . . . . . . . . . . . . . . . . . . . . 192 843 1,035 13
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18. Investments

1999
£m

1998
£m

Land and buildings
Freehold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,067 2,420
Long leasehold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 304 225
Short leasehold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 19

Total land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,386 2,664

Of which Group occupied . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 359 343

Other financial investments
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . . . . . 18,742 18,107
Debt securities and other fixed income securities:

British government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,494 7,501
Other government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,411 4,955
Local authority securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,180 861
Corporate bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,131 10,345
Preference shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 430 202

Loans secured by mortgages . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 467 491
Other loans (see below) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 96 142
Deposits with credit institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 833 1,011

Total other financial investments. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44,784 43,615

Listed investments
Included in total investments are the following:

Interests in associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146 140
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . 18,248 17,532
Debt securities and other fixed income securities . . . . . . . . . . . . . . . . . . . . . . 20,467 18,401

Total listed investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,861 36,073

In addition, within the consolidated balance sheet, debt securities held in North America amounting to
£3,302m(1998 £5,010m) at fair value are freely traded in an approved securities market but are not listed
within the meaning of the Companies Act.

Other financial investments in the consolidated balance sheet include securities valued on an amortized
cost basis of £3,141m(1998 £4,805m) with a historical cost of £3,135m(1998 £4,798m), a fair value of
£3,127m(1998 £5,041m) and a redemption value of £3,178m(1998 £5,070m).

Other loans shown above for the consolidated balance sheet include amounts of £43m (1998 £101m)
relating to policyholder loans.

The historical cost of total investments (excluding value of long term business) included in the
consolidated balance sheet is £37,665m(1998 £36,063m). The historical cost of assets held to cover linked
liabilities (separate account liabilities) is £6,297m(1998 £5,390m).

The property valuations have been prepared on the basis of open fair value at the balance sheet date in
accordance with The Royal Institute of Chartered Surveyors’ Appraisal and Valuation Manual and have been
certified by the Group’s qualified valuation surveyor.
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As of December 31, 1999, securities of £1,927m(1998 £1,244m) had been loaned and collateral of
£1,987m(1998 £1,287m) had been received from the securities lending participated in by the Group. The
Group requires collateral equal to or greater than the fair value of the securities loaned. On average the
collateral requirement is 102.5%.

Securities with a carrying value of £419mat December 31, 1999 (1998 £189m) were held in trust for
the benefit of U.S. policyholders as required by the various states.

19. Derivatives

The Group uses derivative financial instruments for the purpose of reducing its exposure to adverse
fluctuations in interest rates, foreign exchange rates and equity markets. While these hedging instruments are
subject to fluctuations in value, such fluctuations are generally offset by the value of the underlying exposures
being hedged. The Group is not a party to leveraged derivatives and does not hold or issue financial
instruments for speculative purposes. Swaps (except those entered into in relation to the Group’s subordinated
liabilities—see note 1F), futures and forward contracts are accounted for as contractual commitments on a trade
date basis and are carried at fair values. Any unrealized gains and losses arising on these contracts are reflected
in the profit and loss account (statement of income). The fair values of futures contracts are based on closing
exchange quotations. Forwards and futures are contracts that call for the delayed delivery of securities in which
the seller agrees to deliver a specified instrument at a specified date at a specified price.

The Group utilizes foreign currency forward contracts to reduce exposure to exchange rate risks
primarily associated with transactions in the regular course of the Group’s international operations and to limit
currency risk on assets matched to other currency denominated liabilities. The forward contracts establish the
exchange rates at which the Group will purchase or sell the contracted amount of local currencies for specified
foreign currencies at a future date. The Group utilizes forward contracts that are short-term in duration
(generally less than six months) and pays the forward rate at the settlement date. The major currency exposures
hedged by the Group include the US dollar and euro. The notional amount of foreign currency forwards at
December 31, 1999 was £1,235m(1998 £737m).

The carrying amount and fair value of these contracts were not significant.

To reduce the risk of equity market fluctuations, the Group enters derivative futures contracts as an
efficient portfolio management tool. The instruments used are readily marketable exchange traded futures
contracts (Financial Times Stock Exchange ‘‘FTSE’’ futures). The change in fair value of such contracts has a
high correlation to the price changes of the underlying investments. Gains or losses arising from open positions
are included in the investment portfolio and the profit and loss account as an unrealized gain or loss. The
contract amount of futures contracts at December 31, 1999 was £52m (1998 £650m). The carrying amount and
fair value of these contracts were (£4m) (1998 (£25m)).

The Group has entered into a number of swaption contracts to mitigate certain interest guarantees
offered on life products offered by the Group prior to 1996. The carrying amount and fair value of these
contracts at December 31, 1999 was £59m (1998 £0m). Changes in the value of these contracts are charged to
the profit and loss account (statement of income).

A subsidiary of the Group issues investment products that provide a guaranteed return plus a variable
return based on a portion of the increase in certain stock market indices. The Group purchases investment
contracts with similar return characteristics in order to match the requirements of the liabilities. The
investments are stated at fair value. The Group held such investment contracts with a fair value of £98mat
December 31, 1999 (1998 £93m).
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The derivative financial instruments have off-balance-sheet risk which includes to varying degrees,
elements of credit and market risk in excess of the amount recognized in the consolidated balance sheet. The
contract or notional amounts of these instruments reflect the extent of involvement the Group has in a particular
class of financial instrument. However, the maximum loss of cash flow associated with these instruments can be
less than these amounts. For forward contracts, credit risk is limited to the amount that it would cost the Group
to replace the contracts. The Group monitors creditworthiness of counterparties to these financial instruments
using criteria of acceptable risk that are consistent with on-balance-sheet financial instruments. The controls
include credit approvals, limits and other monitoring procedures. Collateral is required, at the discretion of the
Group, on certain transactions based on the creditworthiness of the counterparty.

20. Value of Long Term (Life) Business

This represents the directors’ assessment of the value of the shareholders’ investment in the long term
(life) business funds not already recognized under the modified statutory principles of profit recognition under
UK GAAP.

The principal assumptions used to calculate the value of the UK long term (life) business which
constitutes 83% of the value of long term (life) business are:

1999
%

1998
%

Investment return:
Fixed interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.15 4.46
UK equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.65 6.96
Overseas equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.65 6.96

Expense inflation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.60 3.00
Discount rate (including risk margins) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.50 7.00

The investment returns represent the underlying long term assumptions implicit in the calculation of
the value of long term (life) business.

During the year, the Group acquired value of long term (life) business amounting to £118m(1998
£27m) which is being amortized over 20 years. Amortization charged to the long term (life) business technical
account amounted to £4m (1998 £1m, 1997 £0m). The cumulative unamortized acquired value of long term
(life) business at December 31, 1999 amounted to £140m(1998 £26m).

21. Debtors

Debtors arising out of direct insurance operations are analyzed as follows:

1999
£m

1998
£m

Due from policyholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,041 855
Due from intermediaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,669 1,610

2,710 2,465

Other debtors in the consolidated balance sheet includes £798m(1998 £579m) representing
shareholders’ accrued interest and shareholders’ net assets of certain overseas long term (life) business
operations. Other debtors at December 31, 1999 in the consolidated balance sheets includes advances of £0m
(1998 £402m) to Codan Bank A/S customers.
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22. Tangible Assets

The cost and related accumulated depreciation were as follows as of December 31:

1999
£m

1998
£m

Cost
At January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 618 632
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86 —
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 134 106
Exchange rate fluctuations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) 6
Disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (125) (126)

At December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 702 618

Accumulated Depreciation
At January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400 415
Depreciation charge for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77 72
Exchange rate fluctuations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) 4
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 —
Disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (77) (91)

At December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 434 400

Net book value
At December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 268 218

Tangible assets principally comprise short leasehold improvements, fixtures, fittings and equipment.

23. Interests in Associated Undertakings

The equity method of accounting is used for the Group’s investment in associated undertakings in
accordance with Financial Reporting Standard 9 ‘‘Associated and Joint Ventures’’. The companies listed in note
51 are those, not being subsidiaries, in which Royal & Sun Alliance Insurance Group plc and its subsidiaries
held at December 31, 1999 a participating interest and which are associated undertakings as defined in the
Companies Act 1985. All holdings are of equity shares. Equity in income of associated undertakings is
presented separately as a footnote to the consolidated profit and loss non-technical account.

Interests in associated undertakings comprise:

1999
£m

1998
£m

Shares at cost
At January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95 100
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 —
Transfer to subsidiary undertakings/disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (72) (5)

At December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74 95
Adjustment to valuation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148 123

Net book value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 222 218

Balances due from associated undertakings at December 31, 1999 amounted to £7m (1998 £9m).
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24. Acquisitions of Subsidiary Undertakings

During 1999, acquisitions of subsidiary undertakings were made for a total consideration of £1,824m
including redemption of subordinated liabilities. Goodwill of £818marising on those acquisitions has been
capitalized and is being amortized. The Group has used the acquisition accounting method to account for all
acquisitions and the amortization period for goodwill on all significant acquisitions is 20 years, this being the
period over which the value of the businesses acquired are expected to exceed the value of their underlying
assets.

During 1999 the Group acquired:

a. Orion Capital Corporation, USA, acquired on November 16, 1999.

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,341 (5) 1,336
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,161 19 1,180
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (205) (10) (215)
Technical provisions for general (property and casualty)

business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,795) 113 (1,682)

Net assets (excluding subordinated liabilities). . . . . . . . . . . 502 117 619

Consideration including acquisition costs and redemption
of subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . 1,168

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 549

The consideration paid was cash. The principal fair value adjustment relates to the valuation of claims
reserves on acquisition after making allowance for future investment income. The remaining fair value
adjustments relate to valuation adjustments to assets and liabilities. All adjustments are provisional given the
acquisition was completed shortly before the year end. The net assets at acquisition exclude £300mof long
term subordinated liabilities as such debt was considered as capital to support the investment and insurance
risks of the business. These liabilities were redeemed as part of the acquisition process and accordingly,
consideration of £1,168mincludes £300mpaid to redeem the liabilities. The premium paid on redemption of
the liabilities amounted to £14m which has been expensed in the non-technical account. The loss after tax
reported under local GAAP for the period from January 1, 1999 until the date of acquisition was £100mand
the profit after tax for the year ended December 31, 1998 was £62m.

b. Trygg-Hansa Försäkrings AB, Publikt, Sweden, acquired with effect from August 31, 1999.

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 923 — 923
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 — 207
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (227) 2 (225)
Technical provisions for general (property and casualty) business . . (743) 67 (676)

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160 69 229

Consideration including acquisition costs. . . . . . . . . . . . . . . . . 287

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58
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The consideration paid was cash except for £36moutstanding at the balance sheet date. As part of the
same transaction the Group sold its interest in Codan Bank A/S, the details of which are disclosed in note 25.
The principal fair value adjustments relate to the valuation of claims reserves on acquisition after making
allowance for future investment income and alignment with Group policy of the methodology for determining
technical provisions. All adjustments are provisional given the acquisition was completed shortly before the
year end. The loss after tax reported under local GAAP for the period from January 1, 1999 until the date of
acquisition was £26mand the profit after tax for the year ended December 31, 1998 was £135m.

c. Tyndall Australia Limited, acquired on May 5, 1999.

Book
value on

acquisition
£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 426 (1) 425
Value of long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . . 31 10 41
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 96 (3) 93
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (41) — (41)
Technical provisions for long term (life) business . . . . . . . . . . . . . . (387) — (387)
Fund for future appropriations . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) — (4)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121 6 127

Consideration including acquisition costs. . . . . . . . . . . . . . . . . . 302

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 175

The consideration paid was cash. The principal fair value adjustment relates to the revision, in line
with Group policy, of underlying assumptions relating to the valuation placed on the value of long term (life)
business.

The profit after tax reported under local GAAP for the period from January 1, 1999 until the date of
acquisition was £5m and for the year ended December 31, 1998 was £12m.

d. Compañia de Seguros de Vida La Construccio´n, Chile, acquired on November 26, 1999.

Book
value on

acquisition
£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 580 — 580
Value of long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . . — 73 73
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 — 20
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) — (4)
Technical provisions for long term (life) business . . . . . . . . . . . . . . (493) — (493)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103 73 176

Fair value of net assets acquired (11%). . . . . . . . . . . . . . . . . . . 19
Consideration including acquisition costs. . . . . . . . . . . . . . . . . . 17

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2)
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A 40% interest in Compañia de Seguros de Vida La Construcción was acquired on November 12,
1997. The goodwill on this transaction, amounting to £16m, was written off to reserves in 1997. A further 11%
interest was acquired in 1999 for £17mwhich was paid in cash. The principal fair value adjustment relates to
the valuation placed on the value of long term (life) business at acquisition. The profit after tax reported under
local GAAP for the period from January 1, 1999 until the date of acquisition was £16mand the loss after tax
was £12m for the year ended December 31, 1998.

e. Other Group acquisitions for the year included:

1. Towarzystwo Ubezpieczaniowe PBK Zycie SA, Poland, acquired on April 14, 1999.

2. Lietuvos Draudimas, Lithuania, acquired on June 11, 1999.

The aggregate value of these and other immaterial transactions was:

Book
value on

acquisition
£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42 — 42
Value of long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . — 4 4
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 (4) 12
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (1) (10)
Technical provisions for general (property and casualty)

business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) — (12)
Technical provisions for long term (life) business . . . . . . . . . . . . . (21) — (21)

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 (1) 15

Fair value of net assets acquired. . . . . . . . . . . . . . . . . . . . . . . . 12
Consideration including acquisition costs. . . . . . . . . . . . . . . . . 50

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38

The consideration was paid in cash except for £2m outstanding at the balance sheet date.

In addition to the goodwill arising on the acquisition of subsidiary undertakings, the Group acquired
for £21m the remaining 20% minority interest in Australia Associated Motor Insurers Limited which gave rise
to additional goodwill of £26m. There were no significant fair value adjustments.

The goodwill amortization periods for other Group acquisitions and the minority purchase range from
10 to 20 years, being the periods over which the value of the businesses acquired are expected to exceed the
value of their underlying assets.

The following unaudited proforma information presents the results of operations of the Group
(consolidated profit and loss account (statement of income)) as if the acquisitions made in 1999 had taken place
at January 1, 1998. These proforma results of operations have been prepared for comparative purposes only and
do not purport to be indicative of the results of operations which actually would have resulted had the
acquisitions occurred on the date indicated.
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Unaudited

1999
£m

1998
£m

Net written premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,522 11,142
Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 164 1,066
Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (67) 623
Earnings per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6.5)p 37.2p

During 1998, acquisitions were made for a total consideration of £152m. Goodwill of £13m arising on
acquisitions was capitalized. Group acquisitions during the year comprise:

1. On March 6, 1998 100% of the ordinary share capital of Norwich Union Life Insurance (NZ)
Limited, New Zealand.

2. On May 5, 1998 the Group increased its interest to 64.9% of the ordinary share capital of La
Fenix Peruana SA, Peru.

3. On November 18, 1998 100% of the ordinary share capital of Guardian Assurance Limited, New
Zealand.

4. On December 24, 1998 100% of the ordinary share capital of Financial Structures Limited,
Bermuda.

The aggregate assets and liabilities acquired were:

Book
value on

acquisition
£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 398 — 398
Value of long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . — 27 27
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39 (1) 38
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (30) — (30)
Technical provisions for general (property and casualty)

business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) — (14)
Technical provisions for long term (life) business . . . . . . . . . . . . . (334) 63 (271)
Minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) — (9)

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 89 139

Consideration including acquisition costs. . . . . . . . . . . . . . . . . 152

Goodwill capitalized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13

The consideration of £152m comprises £148m of cash paid and an estimate of deferred contingent
consideration of £4m, being the maximum amount payable on the achievement of specified post-acquisition
performance criteria. The principal fair value adjustments relate to the valuation of the acquired value of in-
force business and to adjustments to the valuation of long term (life) business provisions on appropriate bases
and assumptions.

Goodwill arising on these acquisitions is being amortized in the non-technical account over its
estimated economic life, which for the above acquisitions in the year is 10 years.
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During 1997, acquisitions were made for a total consideration of £183m. Goodwill of £110m arising
on these acquisitions has been written off to reserves (retained earnings) in 1997. The acquisitions include the
following:

1. On January 1, 1997 the Group acquired 100% of the ordinary share capital of The Johnson
Corporation, Canada.

2. On May 23, 1997 the Group acquired the non-life and intermediary life businesses of Hercules
Hispano SA, Spain.

3. On September 3, 1997 the Group acquired 100% of the ordinary share capital of AMEV General
Insurance Company Ltd, Ireland.

4. On November 4, 1997 the Group acquired 100% of the ordinary share capital of Prudential Vita
SpA, Italy.

5. On November 25, 1997 the Group acquired 100% of the ordinary share capital of Pet Healthcare
Services Ltd.

The aggregate assets and liabilities acquired were:

Book
value on

acquisition
£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504 12 516
Value of long term (life) business . . . . . . . . . . . . . . . . . . . — 18 18
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 195 (7) 188
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (137) (3) (140)
Technical provisions for general (property and casualty)

business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (214) (1) (215)
Technical provisions for long term (life) business . . . . . . . (275) — (275)
Fund for future appropriations . . . . . . . . . . . . . . . . . . . . . — (7) (7)
Minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) — (12)

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61 12 73

Consideration including acquisition costs . . . . . . . . . . . 183

Goodwill written off . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110

The consideration of £183m comprises £146m of cash paid, amounts payable of £10m and an estimate
of deferred contingent consideration of £27m, being the maximum amount payable on the achievement of
specified post-acquisition performance criteria. The principal fair value adjustments relate to the alignment of
book values on acquisition with the Group’s accounting policies.

On December 31, 1997 the shareholders also acquired the ordinary share capital of Codan Bank A/S
owned by the Danish long term funds. This increased the shareholders’ stake in the bank from 35% to 100% of
the ordinary share capital. The cash consideration was £70m and there was no goodwill arising.
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25. Disposals of Subsidiary Undertakings

During 1999, disposals of subsidiary undertakings were made for a total consideration of £302m.
Gains on disposals of subsidiaries and the branch gave rise to an exceptional pre-tax profit of £10m after write
off of goodwill. Group disposals during the year comprise:

1. Royal Maccabees Life Insurance Company was sold on July 31, 1999. The transaction generated
proceeds, net of costs, of £235mand generated an exceptional pre-tax profit of £30mbefore the
write off of £26mof goodwill attributable to the business previously eliminated against reserves.

2. Codan Bank A/S was sold on August 31, 1999. The transaction generated proceeds, net of costs,
of £57mand generated an exceptional pre-tax profit of £0m. There was no goodwill written off in
relation to this disposal. As part of the same transaction the Group acquired Trygg-Hansa
Försäkrings AB, Publikt, the details of which are disclosed in note 24.

3. Other disposals during the year comprised Tellit Assurances Sun Alliance SA, Sun Alliance
Insurance (Hellas) SA and Phoenix Assurance Zimbabwe Limited which generated in aggregate
an exceptional pre-tax loss of £0m after write off of goodwill. With the exception of £2m of
goodwill written off in relation to the disposal of Tellit Assurances Sun Alliance SA, there was no
goodwill written off in relation to any of these disposals.

4. The Group disposed of its branch Sun Direct, Germany, which gave rise to an exceptional pre-tax
profit of £6m.

During 1998, the Group disposed of its interests in surveying businesses, for which there was no
original purchased goodwill, for a consideration of £6m giving rise to a gain of £5m.

During 1997, the Group completed the disposal of a number of subsidiaries including the 100%
interests in Sun Alliance International Life Assurance and National Vulcan Safety Products Ltd. Consideration
received on disposals amounted to £21m and the aggregate resulting gain on disposal amounted to £3m. There
was no goodwill written off in relation to these disposals.

Gains on disposal of subsidiaries and branches for all years have been included within the non-
technical account as gains on the realization of investments.

26. Shareholders’ Funds (Shareholders’ Equity)

Included in goodwill written off in 1997 was £5m relating to acquisitions of certain minority interests
in subsidiary and associated undertakings. Share premium of £15m (1998 £11m, 1997 £26m) arises from the
capitalization of reserves consequent upon the exercise of employee share options.

The profit and loss account at December 31, 1999 includes cumulative amounts of goodwill written off
directly to reserves prior to December 31, 1997 (adjusted for disposals) of £778m(1998 and 1997 £806m). It
also includes the merger reserve of £568marising during 1996 (1998 £568m) from the merger of Royal
Insurance Holdings plc (Royal Insurance) and Sun Alliance Group plc. It represents the share premium of
Royal Insurance together with the difference between the nominal value of the shares issued to former
shareholders in Royal Insurance and the nominal value of the shares received in exchange.

Included in the balance on the consolidated profit and loss account is a reserve (appropriated retained
earnings) of an overseas subsidiary attributable to the Group of £198m(1998 £184m, 1997 £215m) which was
established on a discretionary basis as a contingency fund.
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27. Share Capital

1999
£m

1998
£m

1997
£m

Authorized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
2,000,000,000 ordinary shares of 27.5p each(1998 and 1997

2,200,000,000 ordinary shares of 25p each) . . . . . . . . . . . . . . . . 550 550 550
300,000,000 preference shares of £1 each(1998 and 1997

300,000,000 preference shares of £1 each) . . . . . . . . . . . . . . . . . 300 300 300

Issued and fully paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1,428,412,281 ordinary shares of 27.5p each(1998 1,564,012,681

and 1997 1,553,871,910 ordinary shares of 25p each) . . . . . . . . 393 391 388
125,000,000(1998 and 1997 125,000,000 preference shares of £1

each) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125 125 125

518 516 513

Following the approval of the payment of a special dividend of 48p per ordinary share, at the close of
business on May 14, 1999 each ordinary share of 25p was sub-divided into ten ordinary shares of 2.5p each,
the ‘‘Intermediate Shares’’. Immediately after the subdivision every eleven of the Intermediate Shares were
consolidated into one new ordinary share of 27.5p. Unconsolidated Intermediate Shares, were sold and the
proceeds distributed to the relevant shareholders. This consolidation reduced the number of ordinary shares in
issue from 1,565,474,931 to 1,423,127,534.

During 1999, 1,462,250(1998 5,648,107, 1997 17,136,354) ordinary shares of 25p and, following the
share consolidation, 5,284,747ordinary shares of 27.5p were issued on the exercise of employee share options
for a total cash consideration of £15m (1998 £14m, 1997 £31m). In 1998 4,492,664 (1997 1,289,486) ordinary
shares were issued on conversion of the Group’s Subordinated Convertible Bonds 2008 for a value of £18m
(1997 £5m). The total nominal value of ordinary shares issued during the year was £2m (1998 £3m, 1997
£6m). In 1997, 9,193,232 ordinary shares were issued pursuant to scrip dividend (dividend reinvestment plan)
offers.

Between May 20 and June 19, 1997, the Company purchased and subsequently cancelled 32,100,000
ordinary shares at an average price of 477p. The total cost of the purchase including expenses was £153m,
which has been charged against the profit and loss account (retained earnings) in 1997. A capital redemption
reserve (a separate component of shareholders’ equity) was established in 1997 equal to the nominal value of
the ordinary shares purchased.

The preference shares carry a right to a fixed cumulative preferential dividend of 7.375% per annum,
payable in half-yearly installments, and are non-redeemable. On a return of capital on a winding up
(liquidation), the holders are entitled, in priority to holders of all other shares of the Company, to receive out of
the surplus assets of the Company any arrears and accruals of the dividend together with the greater of the
price at which the gross yield on each preference share is equal to the mean gross yield on 3.5% War Loan or
such Government Stock as may be agreed (but not exceeding twice the nominal amount of the preference
share) and the nominal amount of the share together with any premium paid on issue. The holders of preference
shares have the right to vote at a general meeting of the Company only if at the date of the notice of the
meeting the dividend payable on the shares is in arrears or otherwise on a resolution to vary the rights attaching
to the preference shares.
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The Royal & SunAlliance ESOP Trust No 1 was created in 1999 and holds ordinary shares in the
Company which may subsequently be transferred to employees (other than the executive directors). At
December 31, 1999 the trust held 6,500,000ordinary shares in the Company with a nominal value of
£1,787,500and a market value, based on the mid market value of the Company’s shares at the close of
business on December 30, 1999 as shown in the Official List of the London Stock Exchange, of £31m.

The Royal & SunAlliance ESOP Trust No 2 was created in 1999 and holds ordinary shares in the
Company which may subsequently be transferred to employees including executive directors. At 31 December
1999 the trust held 200,000ordinary shares in the Company with a nominal value of £55,000and a market
value, based on the mid market value of the Company’s shares at the close of business on December 30, 1999
as shown in the Official List of the London Stock Exchange, of £1m.

The Trustee of each Trust has waived their rights to dividends in excess of 0.01p on shares held by the
Trusts. When computing the earnings per share, the shares held by the Trusts have been ignored in the
calculation as, under FRS 14 ‘Earnings per Share’, they are treated as if they were cancelled.

At December 31, 1999, under employee savings related share option plans, employees held options
over 28,477,333(1998 26,926,727) ordinary shares at option prices ranging from 93.8p to 483p (1998 93.8p to
483p) per share. The options are normally exercisable within six months of the respective exercise dates which
are between August 1, 1999 and November 1, 2005 as follows:

At December 31, 1999

Number of shares Option price per share Year of exercise

489,321 93.80p—351.00p 1999
3,444,786 232.50p—473.00p 2000
4,648,925 206.20p—483.00p 2001
5,901,093 248.00p—435.00p 2002
5,016,621 294.00p—439.00p 2003
8,005,808 395.00p—430.00p 2004

970,779 356.00p—439.00p 2005

28,477,333

At December 31, 1998

Number of shares Option price per share Year of exercise

368,254 232.50p—307.00p 1998
5,709,647 93.80p—351.00p 1999
3,882,343 232.50p—473.00p 2000
5,353,102 206.20p—483.00p 2001
4,496,024 248.00p—430.00p 2002
5,724,389 294.00p—439.00p 2003

540,351 430.00p 2004
852,617 439.00p 2005

26,926,727

At December 31, 1999 under executive share option schemes, options over 26,129,606(1998
19,900,410) ordinary shares were held at option prices ranging from 141.6pto 550.8p(1998 141.6p to 525.7p).
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The options, which are potentially exercisable between 3 and 10 years after grant, were outstanding as
follows:

At December 31, 1999

Number of shares Option price per share Year of exercise

188,587 303.00p—438.30p 1993
612,761 384.00p—387.10p 1994
504,532 141.60p—232.00p 1995
737,476 262.90p—369.00p 1996
651,139 225.90p—344.00p 1997
854,838 311.60p—343.00p 1998

2,586,483 225.90p—424.00p 1999
6,260,525 258.20p—525.70p 2000
6,392,421 336.90p—497.00p 2001
7,340,844 370.00p—550.80p 2002

26,129,606

At December 31, 1998

Number of shares Option price per share Year of exercise

88,680 282.50p—365.50p 1992
275,626 303.00p—438.30p 1993
829,324 384.00p—387.10p 1994
624,601 141.60p—232.00p 1995
842,035 262.90p—369.00p 1996
728,716 225.90p—344.00p 1997

1,032,508 311.60p—343.00p 1998
2,711,094 225.90p—424.00p 1999
6,352,781 258.20p—525.70p 2000
6,415,045 336.90p—497.00p 2001

19,900,410

28. Long Term Subordinated Liabilities

1999
£m

1998
£m

Subordinated guaranteed US$ bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 302 —
Subordinated guaranteed Euro bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 308 —

610 —

During the financial year, the Company issued subordinated US$ bonds and subordinated Euro bonds
with dates of redemption of October 15, 2029 and October 15, 2019 respectively. The net proceeds (after issue
costs) of $488mand €496m respectively were used to provide additional capital to assist in the financing of the
acquisition of subsidiary undertakings during the year. The amounts payable on redemption are $500mand
€500m respectively. The bonds are contractually subordinated to all other creditors of the Company such that in
the event of winding up or of bankruptcy, they are to be repaid only after the claims of all other creditors have
been met. The rate of interest payable on the US$ bonds is 8.95%, although the Company has entered into

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS, Continued

F-45



derivative contracts which have the effect of converting the interest payable to a floating rate which was 8.01%
for the period ended December 31, 1999. These contracts have the same maturity dates as the US$ bonds.
€200mof the Euro bonds bear interest at a fixed rate of 6.875% until October 15, 2009 and a floating rate
thereafter. €300m of the Euro bonds bear interest at a floating rate from the date of issue. As at December 31,
1999 the floating rate of interest on the Euro bonds was 4.57%. The Company has the option to repay the Euro
bonds on specific dates from October 15, 2009.

29. Long Term (Life) Business Provision (Life Business Reserves)

The principal assumptions used to calculate the UK long term (life) business provision (reserve for
future life and health policy benefits) for the main classes of business are:

1999 1998 1997

Interest rates
Life —with profit . . . . . . . . . . . . . . . . . . . . . . . . 2.60% to 3.00% 2.60% to 2.75% 2.65% to 4.00%
Pensions —with profit . . . . . . . . . . . . . . . . . . . . . . . . 3.00% to 4.50% 3.00% to 4.00% 3.20% to 3.75%
Annuities —in payment . . . . . . . . . . . . . . . . . . . . . . . . 5.54% 4.35% 5.25% to 6.00%

Mortality rates
Life —with profit . . . . . . . . . . . . . . . . . . . . . . . . AM80, AF80

with adjustments
AM80, AF80 AM80, AF80

Pensions —with profit . . . . . . . . . . . . . . . . . . . . . . . . AM80, AF80
with adjustments

AM80, AF80
with adjustments

AM80, AF80
with adjustments

Annuities —in payment . . . . . . . . . . . . . . . . . . . . . . . . PMA80/PFA80 (c=2010)
with adjustments

PMA80 (c=2010)
with adjustments

PMA80 (c=2010)
with adjustments and
PA90 minus 7 years

The valuation has been carried out principally using a net premium method.

Generally accepted actuarial tables are used as appropriate in overseas long term (life) business
operations. Assumptions and bases will vary from one territory to another. No territory other than UK shown
above is significant.

As of December 31, 1999, participating business represented 70% (1998 68%) of the long term (life)
business provision. For further discussion on participating business see note 48.
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30. Provisions For Other Risks And Charges

Provisions for other risks and charges and their related movements during 1999, 1998 and 1997 were
as follows:

Integration
provision

£m

Deferred
taxation

£m

Pensions
and post

retirement
benefits

£m

Other
provisions

£m
Total
£m

At January 1, 1997 . . . . . . . . . . . . . . . . . . . . . . . . . . 204 47 81 23 355
Charged/transferred . . . . . . . . . . . . . . . . . . . . . . . . . . 64 109 27 37 237
Utilized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (161) 16 (6) (9) (160)
Advance corporation tax . . . . . . . . . . . . . . . . . . . . . . . — (78) — — (78)
Exchange adjustments . . . . . . . . . . . . . . . . . . . . . . . . — — — (1) (1)

At December 31, 1997 . . . . . . . . . . . . . . . . . . . . . . . 107 94 102 50 353
Charged/transferred . . . . . . . . . . . . . . . . . . . . . . . . . . — 27 21 9 57
Utilized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (77) — (10) (12) (99)
Advance corporation tax . . . . . . . . . . . . . . . . . . . . . . . — 108 — — 108
Exchange adjustments . . . . . . . . . . . . . . . . . . . . . . . . (1) — 2 1 2

At December 31, 1998 . . . . . . . . . . . . . . . . . . . . . . . 29 229 115 48 421
Charged/transferred . . . . . . . . . . . . . . . . . . . . . . . . . . — (66) 29 77 40
Utilized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17) — (21) (21) (59)
Acquisition of subsidiaries . . . . . . . . . . . . . . . . . . . . . — (44) 5 3 (36)
Exchange adjustments . . . . . . . . . . . . . . . . . . . . . . . . (1) — (1) (1) (3)

At December 31, 1999 . . . . . . . . . . . . . . . . . . . . . . . 11 119 127 106 363

The integration provision relates to the reorganization provisions established in 1996 and 1997 arising
from the merger of Royal Insurance and Sun Alliance Groups on July 19, 1996. The remaining expenditure to
be incurred mainly relates to commitments on property leases.

Other provisions as at December 31, 1999 comprise mainly the costs of reorganizations including
those of the UK Life business £34mwhich is included in the long term technical account and USA (property
and casualty) businesses £14mwhich is included in the general (property and casualty) business technical
account. The bulk of these costs are expected to be incurred within one year. In addition, various litigation
provisions are held amounting to £27m, the timing and amount of payment of which are dependent upon legal
processes.

During 1999 £30mof deferred taxation relating to an overseas operation was transferred to the long
term (life) business provision.
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31. Borrowings

1999
£m

1998
£m

Debenture loans
Secured

10.47% mortgage loan, due Oct 1, 2012, semiannual payments of £1m principal and
interest, collateralized June 30, 2000 by real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 15

9% mortgage loans, due through June, 30 2000, quarterly interest only payments,
collateralized by various real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 6

Gilt repurchase agreements 5.10%—5.45% due 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 278 —
Unsecured

9.625% subordinated bonds due 2003, interest payable annually . . . . . . . . . . . . . . . . . . . 100 100
5.57%—6.13% commercial paper, due on demand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141 157

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1

Total debenture loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 540 279
Amounts owed to credit institutions—unsecured
Revolving credit facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103 159
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 11

Total borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 676 449
Less borrowings repayable within one year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (453) (169)
Total borrowings repayable after more than one year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 223 280

Borrowings at December 31 were repayable as follows:
1999
£m

1998
£m

2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 453 169
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 —
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 196 255
After five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 25

676 449

At December 31, 1999 and 1998, the Group had in place a one billion US dollar Euro commercial
paper program, with interest rates on the outstanding commercial paper as of December 31, 1999 ranging from
5.57% to 6.13%.

The Group had amounts outstanding under thirteen bilateral revolving credit facilities aggregating to
£103m. Twelve of the facilities, with available amounts aggregating £654m, are in the UK and bear interest at
15 basis points above LIBOR. These facilities expire in January 2003. Amounts outstanding under these
facilities were £96m at December 31, 1999 (1998 £150m). These facilities incur a 7.5 basis point commitment
fee on unused funds. The remaining facility was entered into by a subsidiary of the Group for a maximum of
£9.4m, of which £7m was outstanding at December 31, 1999 (1998 £9m). This facility bears interest quarterly
at 75 basis points above the cost of refinancing in the Euro currency market, which was 4.35% at December 31,
1999. The interest rate charged includes a commitment fee of 25 basis points. The facility expires May 31,
2005.

Revolving credit facilities outstanding in the amount of £96m are subject to cross default conditions.
The £7m due under a separate revolving credit facility will become payable if a subjective acceleration clause
concerning financial performance is invoked.
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In October 1998, the Group entered into a syndicated revolving credit facility for a maximum of
£1,600m to be used for general corporate purposes. The facility matures in October 2003 and bears interest at
22.5 basis points above LIBOR. There is a 10 basis point commitment fee on the unused portion of the facility.
As of December 31, 1999 and 1998, there were no borrowings outstanding under this facility.

Loans from credit institutions of £103mat December 31, 1999 (1998 £159m) under revolving credit
facilities have been classified by reference to the earliest date on which repayment may be demanded by the
lender. At December 31, 1999 total revolving credit facilities available to the Group were £2,262m(1998
£2,251m), of which £0m (1998 £0m) expire within one year, £2,254m(1998 £2,242m) expire within two to
five years and £8m (1998 £9m) expire after five years.

During 1998 the Company repurchased the remaining outstanding 7.25% subordinated convertible
bonds, due 2008. The repurchase, which was carried out via a tender offer and open market purchases, resulted
in a premium of £142m being charged to the consolidated profit and loss account (statement of income) in
1998. The premium included management, legal and other fees of £0.8m.

At December 31, 1999 interest payable on amounts repayable within five years was £30m (1998
£44m) and after five years £1m (1998 £3m).

32. Creditors (Other Liabilities)

Other creditors including taxation and social security in the consolidated balance sheet at December
31, 1999 includes a liability of £201m(1998 £309m) in respect of corporation tax payable.

At December 31, 1999 other creditors in the consolidated balance sheet includes customer deposits and
other liabilities of £0m (1998 £570m) relating to Codan Bank A/S.

33. Deferred Taxation

Provided Unprovided

1999
£m

1998
£m

1999
£m

1998
£m

Unrealized gains/losses arising from investments other than long term . . . . 172 201 658 787
Other timing differences other than long term . . . . . . . . . . . . . . . . . . . . . . (53) 28 (209) (121)

119 229 449 666

Unprovided deferred taxation reflects amounts not expected to crystallize in the foreseeable future.

In addition to the amounts stated above, deferred taxation in respect of unrealized investment gains is
allowed for:

1. In the long term (life) business provision amounting to £482mat December 31, 1999 (1998
£405m) on a discounted basis with movements during the year being included in that provision;
the unprovided amount is £208mat December 31, 1999 (1998 £189m).

2. Within assets held for linked liabilities (separate account liabilities) amounting to £202mat
December 31, 1999 (1998 £91m) with movements during the year being included in the tax
attributable to long term (life) business; the unprovided amount is £12mat December 31, 1999
(1998 £23m).
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34. Operating Leases
Land and
buildings Other

1999
£m

1998
£m

1999
£m

1998
£m

Annual commitments under non-cancellable operating leases at December
31, 1999 which expire:

One year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 6 6 15
Between two and five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 23 20 18
After five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68 64 — —

110 93 26 33

All material leases of land and buildings are subject to rent review periods of between three and five
years. The above table presents the annual expense in respect of operating leases analyzed by the period to
maturity of the lease.

35. Managed Funds

The Group administers the funds of a number of group pension funds in its own name but on behalf of
others. The assets, as shown below, and corresponding liabilities of these funds have been included within the
consolidated balance sheet.

1999
£m

1998
£m

Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 40
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . . . . . . . . . . . . 758 528
Debt securities and other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 237 233
Cash at bank and in hand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 18

1,064 819
Debtors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 6
Creditors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (42) (1)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,030 824

36. Reconciliation of Total Group Operating Profit Before Tax to Net Cash Inflow From Operating
Activities

1999
£m

1998
Restated

£m

1997
Restated

£m

Total Group operating profit before tax (*) . . . . . . . . . . . . . . . . . . . . . . . . . . 290 909 1,770
Unrealized and realized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (86) (742) (1,169)
Change in technical provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 188 (91)
Profits relating to long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . . . (235) (230) (231)
Cash received from long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . 150 158 133
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62 60 78
Amortization of goodwill and goodwill in acquired claims provisions . . . . . . 26 1 —
Interest on subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 — —
Change in debtors less creditors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103 (262) 19

Net cash inflow from operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . 320 82 509

(*) Excludes share of results of associated undertakings of £88m in 1999 (1998 £(45)m, 1997 £40m).
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37. Movements in Opening and Closing Portfolio Investments Net of Financing

1999
£m

1998
£m

1997
£m

Net cash inflow/(outflow) for the period . . . . . . . . . . . . . . . . . . . . . . . . . . . 215 28 (11)
Decrease in net portfolio investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,841) (812) (504)
Decrease/(increase) in borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (222) 34 240
Issue of long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . (615) — —
Net/(issue) redemption of share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . (15) (14) 122

Movement arising from cash flows . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,478) (764) (153)
Movement in long term (life) business . . . . . . . . . . . . . . . . . . . . . . . . . . . . 978 3,297 2,148
Acquisitions and disposals of subsidiary undertakings . . . . . . . . . . . . . . . . . 1,839 41 315
Changes in fair values and exchange rates . . . . . . . . . . . . . . . . . . . . . . . . . (10) 803 1,035
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (109) (3) (171)

Total movement in portfolio investments net of financing . . . . . . . . . . . . . . 220 3,374 3,174
Portfolio investments net offinancing
At January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45,798 42,424 39,250

At December 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46,018 45,798 42,424

38. Portfolio Investments

1999
£m

1998
£m

1997
£m

Purchase of portfolio investments
Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 434 43
Shares and other variable yield securities . . . . . . . . . . . . . . . . . . . . . . . . 1,327 1,484 2,532
Loans, debt securities and fixed income securities . . . . . . . . . . . . . . . . . . 21,569 11,181 14,516

22,910 13,099 17,091

Sale of portfolio investments
Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (503) (436) (37)
Shares and other variable yield securities . . . . . . . . . . . . . . . . . . . . . . . . (2,786) (2,694) (2,349)
Loans, debt securities and fixed income securities . . . . . . . . . . . . . . . . . . (21,416) (10,891) (14,954)

(24,705) (14,021) (17,340)
Net increase/(decrease) in deposits with credit institutions . . . . . . . . . . . . (46) 110 (255)

Net portfolio investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,841) (812) (504)
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39. Movements in Cash, Portfolio Investments and Financing

At
January 1

£m

Cash
flow
£m

Long
term

business
£m

Acquisitions
and

disposals of
subsidiary

undertakings
(excl cash)

£m

Market
value and
currency

£m
Other

£m

At
December 31

£m

1997
Land and buildings . . . . . . . . . . . . . . . . . . . . . 2,831 6 8 5 (11) — 2,839
Shares and other variable yield securities . . . . . 15,250 183 2,069 50 1,072 — 18,624
Loans, debt securities and fixed income

securities . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,299 (438) 53 244 (26) — 20,132
Deposits with credit institutions . . . . . . . . . . . . 1,779 (255) (507) 16 17 — 1,050
Net cash at bank and in hand (see below) . . . . . 398 (11) 530 — (11) — 906
Share capital/premium . . . . . . . . . . . . . . . . . . . (561) 122 — — — (176) (615)
Borrowings (see below) . . . . . . . . . . . . . . . . . . (746) 240 (5) — (6) 5 (512)

39,250 (153) 2,148 315 1,035 (171) 42,424

1998
Land and buildings . . . . . . . . . . . . . . . . . . . . . 2,839 (2) (224) 4 39 8 2,664
Shares and other variable yield securities . . . . . 18,624 (1,210) 88 22 583 — 18,107
Loans, debt securities and fixed income

securities . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,132 290 3,864 4 207 — 24,497
Deposits with credit institutions . . . . . . . . . . . . 1,050 110 (132) 11 (28) — 1,011
Net cash at bank and in hand (see below) . . . . . 906 28 (307) — (1) — 626
Share capital/premium . . . . . . . . . . . . . . . . . . . (615) (14) — — — (29) (658)
Borrowings (see below) . . . . . . . . . . . . . . . . . . (512) 34 8 — 3 18 (449)

42,424 (764) 3,297 41 803 (3) 45,798

1999
Land and buildings . . . . . . . . . . . . . . . . . . . . . 2,664 (489) 173 30 8 — 2,386
Shares and other variable yield securities . . . . . 18,107 (1,459) 1,433 (6) 604 63 18,742
Loans, debt securities and fixed income

securities . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,497 153 (593) 1,821 (615) (54) 25,209
Deposits with credit institutions . . . . . . . . . . . . 1,011 (46) (29) (4) 9 (108) 833
Net cash at bank and in hand (see below) . . . . . 626 215 (7) — (12) — 822
Share capital/premium . . . . . . . . . . . . . . . . . . . (658) (15) — — — (15) (688)
Borrowings (see below) . . . . . . . . . . . . . . . . . . (449) (222) 1 (2) (4) — (676)
Long term subordinated liabilities . . . . . . . . . . . — (615) — — — 5 (610)

45,798 (2,478) 978 1,839 (10) (109) 46,018

At December 31, 1999 net cash at bank and in hand includes overdrafts payable on demand of £0m
(1998 £0m, 1997 £39m) which are included within amounts owed to credit institutions in the consolidated
balance sheet. The borrowings analysis above excludes these amounts.
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40. Analysis of the Net Outflow of Cash in Respect of Acquisitions of Subsidiary Undertakings

1999
£m

1998
£m

1997
£m

Cash consideration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,786) (148) (216)
Cash at bank and in hand acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 6 28

Net outflow of cash in respect of acquisitions of subsidiary undertakings. . . . (1,736) (142) (188)

41. Disposal of Subsidiaries

Royal
Maccabees

Life
Insurance Co

£m

Codan
Bank A/S

£m
Other

£m

1999
Total
£m

Net assets disposed of:
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,567 239 25 1,831
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 113 15 240
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (65) (295) (10) (370)
Technical provisions for general (property and casualty)

business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (20) (20)
Technical provisions for long term (life) business . . . . . . . . . (1,409) — — (1,409)
Profit on disposal before write off of goodwill . . . . . . . . . . . 30 — — 30

235 57 10 302

Satisfied by cash consideration. . . . . . . . . . . . . . . . . . . . . 235 57 10 302

Net inflow of cash in respect of disposals of subsidiaries. . 235 57 10 302

The consideration relating to the sale in 1999 of the Group’s branch Sun Direct, Germany amounted to
£17m.

Further information regarding the Group’s disposal of subsidiaries and branches in 1998 and 1997 is
disclosed in note 25.

42. Transactions with Related Parties

A number of the directors, other key managers, their close families and entities under their control
have general and/or long term insurance policies with subsidiary companies of the Group. Such policies are on
normal commercial terms except that executive directors and key managers are entitled to special rates which
are also available to other members of staff. The Board has considered the financial effect of such insurance
policies and other transactions with Group companies and has concluded that they are not material to the Group
and, if disclosed, would not influence decisions made by users of these financial statements.

On December 10, 1999 Royal & Sun Alliance Linked Insurances Ltd (RSALI) and Phoenix Assurance
plc, two wholly owned subsidiaries of the Group, entered into a financial reassurance arrangement to improve
the regulatory solvency of RSALI. Due to the legally segregated nature of the long term (life) business fund of
Phoenix Assurance plc and profit recognition methods prescribed by the modified statutory basis of accounting
for with profit life companies, the balance on the consolidated long term (life) business technical account of the
Group, which is stated after tax, includes £22mof profit arising from this transaction.
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On December 31, 1997 all of the shares in Codan Bank A/S owned by the Danish long term funds
were acquired for £70m, as described in note 24. In addition, during 1997, the Group purchased 13,615 shares
in A/S Forsikringsselskabet Codan for £1.1m from P Zobel, who was then Managing Director of the Group’s
Scandinavian operations, at the market price on the day.

The Board has also concluded that there are no transactions with other directors or key managers that
are material to their own financial affairs.

43. Shareholders’ Interest in Long Term (Life) Business

The total shareholders’ interest in long term (life) business contained within the consolidated balance
sheet comprises:

Shareholders’
accrued
interest

£m

Value of
long term

(life)
business

£m

Shareholders’
funds and

subordinated
liabilities

attributable
£m

Total
£m

UK
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143 1,479 175 1,797
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 139 1,336 175 1,650
Other Europe
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 111 318 465
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29 95 331 455
Americas
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 73 164 237
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 221 221
Asia Pacific
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142 121 14 277
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67 75 13 155

Total
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 321 1,784 671 2,776
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235 1,506 740 2,481

Shareholders’ accrued interest represents the excess of accumulated profit recognized for long term
(life) business over the statutory transfers made from the long term funds to shareholders. The amount of profit
recognized as shareholders’ accrued interest is credited to the profit and loss account (retained earnings) within
capital and reserves.

Value of long term (life) business is described in the accounting policies on page F-21 and in note 20.
The movement in value of long term (life) business, other than the amortization of acquired value of in force
business, is credited to other reserves within capital and reserves (shareholders equity).

Shareholders’ funds attributable represent those assets held outside the long term funds but which are
assessed by the directors to be the amount maintained in support of the long term (life) business. They
comprise both profit and loss and other reserve items.
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44. Restrictions, Commitments and Contingencies

The Group is required to give fourteen days advance notice of its intention to declare and pay a
dividend. A dividend may only be paid out of the distributable profits reported by the parent, Royal & Sun
Alliance Insurance Group plc. At December 31, 1999, Royal & Sun Alliance Insurance Group plc’s
distributable retained profits were £507m(1998 £498m).

Subsidiaries of the Group are subject to minimum capital or solvency requirements imposed by
various regulatory authorities. While these restrictions impact on the dividends that can be passed on to the
parent company, management does not believe such restrictions impact the parent company’s ability to pay
future dividends at current levels.

The Group may not pay any dividends to shareholders while any of its UK subsidiaries which
underwrites long term (life) business has insufficient admissable assets within its life fund to meet its liabilities.

The Group, along with the insurance industry in general, is subject to litigation in the normal course of
its business. Management does not believe that any pending or threatened litigation or dispute will have a
material adverse effect on its financial position, although there can be no assurance that losses resulting from
any pending or threatened litigation or dispute will not materially affect the Group’s result of operations or cash
flows for any period.

Since 1994 the regulator of the UK financial services industry has required insurers to review all past
business sold through their representatives (exclusive agencies and direct sales forces) involving transfers and
opt outs from employer-sponsored pension plans into personal pension products offered by the insurer. An
insurer must provide compensation when it is determined that an individual was inappropriately advised to
transfer pension funds by a representative of the insurer. Our UK life insurance company has established a
provision for future review and compensation costs based on our best estimate of the likely outcome of these
reviews, which is included within the long term business provision.

The Group is subject to assessments by various regulatory policyholder protection funds and various
other assessments related to certain unaffiliated companies that have become insolvent during the years 1999
and prior, for which the insurance industry has estimated costs to cover the insolvent companies’ policyholder
liabilities. The Group’s financial statements include accruals for all known assessments that have been levied
against the Group. The Group is also contingently liable for any future assessments related to insolvencies of
unaffiliated insurance companies, for which the insurance industry has been unable to estimate the cost to cover
losses to policyholders. No specific amount can be reasonably estimated for such insolvencies as of
December 31, 1999.

The most significant assessments required are in respect of Motor Insurers’ Bureau levy and the Policy
Protection Board levy in the UK and state guaranty funds and second injury and other workers’ compensation
security funds in the United States. The accrued amounts for these at December 31, 1999 were £38m (1998
£67m).

The estimated amounts of capital commitments contracted but not provided for in these financial
statements is £4m (1998 £7m).

45. Operating Segments

Effective in 1998, the Group’s operations were reorganized and are conducted through four time zone
business segments: UK, Other Europe, Americas and Asia Pacific. The Other Europe segment comprises
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businesses in Continental Europe and the Middle East and Africa. The Americas segment comprises businesses
in the United States, Canada, Latin America and the Caribbean. The Asia Pacific segment comprises businesses
in Asia, Australia and New Zealand. The creation of these four segments allows decentralized decision making,
while at the same time retaining the global benefits of shared practices.

Both property and casualty and life and asset accumulation operations are conducted within each of
the operating segments. For management purposes (including performance evaluation and assessment for
resource allocation) the Group analyzes personal and commercial property and casualty business and life and
asset accumulation financial performance results within each of the four segments. The financial results for
each of the four segments are reported to the Board of Directors. Further information is provided to the
segment managers, within each of the four time zones, sub-divided between the property and casualty and life
and asset accumulation operations. Group operating result (based on the longer term investment return) from
other activities for purposes of segmental reporting consists of profit from the non-insurance businesses
including the Danish banking operations (disposed of on August 31, 1999), the estate agency, investment
management and the insurance broking operations. In addition, it includes income from investments accounted
for using the equity method, the longer term rate of investment return applied to the excess shareholders’
excess capital, expenses related to borrowing activities, central expenses not allocated to operations, and
interest expense.

The Group currently offers customers the following product lines within each of the time zone
segments, unless otherwise noted below:

� Property and casualty products: personal product lines include primarily household, motor,
creditor and travel insurance, personal accident and private medical insurance, and
commercial product lines include primarily property, casualty, motor, workers’ compensation
and marine, transit and speciality lines (engineering insurance and reinsurance).

� Life and asset accumulation products: individual products include periodic premium life
products, such as whole life, term assurance, mortgage protection, disability, critical illness
and health insurance, life investment bonds, life savings products, immediate and deferred
annuities, mortgage endowment products, and group risk products, include primarily
disability, life and health, and group pension plans which are sold to corporate entities.

Net premiums written and the related insurance results are attributed directly to each operating
segment and between the property and casualty and life and asset accumulation operations within each
operating segment. Policy fee revenue earned from the sale of unit trusts and personal equity plans are included
in the operating results of the segments and are not significant. For purposes of determining the operating result
(based on longer term investment return), assets directly attributable to the long term (life) business operations
in each operating segment are allocated solely to that business. All remaining assets are allocated between the
property and casualty operations and shareholder activities within each segment based on the level of
investments necessary to support the property and casualty liabilities including a solvency margin and sufficient
risk-based capital to support ongoing organic growth requirements and acquisition initiatives within each
segment. Central expenses incurred for the benefit of segment operations are allocated to the segments based on
usage of those services, those not so allocated are included in the results of other activities.

The table below provides certain financial information with respect to the Group’s operating segments
utilizing the measure of ‘‘Group operating result’’ (based on longer term investment return) (refer to note 1K
and the summary consolidated profit and loss account) and includes amounts not allocated to the operating
segments. The most significant of these is other movements in investments, which includes the balance of total
investment returns not allocated to segment operating result as longer term investment return. The accounting
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policies of the segments are the same as those described under the heading ‘‘Accounting Policies’’ included
herein.

Total Property and Casualty
Life and asset

accumulation business

1999
£m

1998
£m*

1997
£m*

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

Net premiums written (note 1)
United Kingdom . . . . . . . . . . . . . . . . 5,091 5,063 4,872 3,141 3,353 3,315 1,950 1,710 1,557
Other Europe . . . . . . . . . . . . . . . . . . 2,401 2,208 1,928 1,440 1,396 1,224 961 812 704
Americas (note 3) . . . . . . . . . . . . . . . 1,943 1,749 1,768 1,817 1,544 1,525 126 205 243
Asia Pacific (note 3) . . . . . . . . . . . . . 1,008 703 657 761 574 570 247 129 87

10,443 9,723 9,225 7,159 6,867 6,634 3,284 2,856 2,591

Underwriting result/Long term (life)
technical income less charges
business result(note 2)

United Kingdom . . . . . . . . . . . . . . . . (143) (118) 46 (308) (290) (125) 165 172 171
Other Europe . . . . . . . . . . . . . . . . . . (150) (189) (138) (169) (215) (164) 19 26 26
Americas (note 4) . . . . . . . . . . . . . . . (127) (74) (40) (162) (101) (63) 35 27 23
Asia Pacific (note 4) . . . . . . . . . . . . . (88) (49) (1) (104) (54) (12) 16 5 11

(508) (430) (133) (743) (660) (364) 235 230 231

Group operating result (based on
longer term investment return)

United Kingdom . . . . . . . . . . . . . . . . 316 371 592 151 199 421 165 172 171
Other Europe . . . . . . . . . . . . . . . . . . 45 (12) 4 26 (38) (22) 19 26 26
Americas (note 5) . . . . . . . . . . . . . . . 191 211 251 156 184 228 35 27 23
Asia Pacific (note 5) . . . . . . . . . . . . . 3 12 67 (21) 7 56 24 5 11

555 582 914 312 352 683 243 230 231
Other activities . . . . . . . . . . . . . . . . . 11 20 74

Group operating result (based on
longer term investment return)
Cfwd . . . . . . . . . . . . . . . . . . . . . . 566 602 988

* Restated
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Total

1999
£m

1998
£m*

1997
£m*

Group Operating result (based on longer term investment return) Bfwd . . . . . 566 602 988
Amounts not allocated to operating segments:
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10) — —
Changes in equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (51) (84)
Amortization of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) — —
Amortization of goodwill in acquired claims provisions . . . . . . . . . . . . . . . . . . . . (12) — —
Premium on redemption of long term subordinated liabilities and convertible

bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (142) —
Reorganization/additional integration costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (52) (13) (64)
Amortization of present value of acquired in force business . . . . . . . . . . . . . . . . . (4) — —
Profit on disposal of subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 5 3

Group operating profit (based on longer term investment return) . . . . . . . . . . 458 401 843
Other movements in investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (80) 463 967

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378 864 1,810

* Restated

Property and Casualty

Personal Commercial Total

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

Net premiums written (note 1)
United Kingdom . . . . . . . . . . . . . . . . . 1,734 1,729 1,589 1,407 1,624 1,726 3,141 3,353 3,315
Other Europe . . . . . . . . . . . . . . . . . . . 908 871 734 532 525 490 1,440 1,396 1,224
Americas . . . . . . . . . . . . . . . . . . . . . . 646 549 545 1,171 995 980 1,817 1,544 1,525
Asia Pacific . . . . . . . . . . . . . . . . . . . . 446 350 339 315 224 231 761 574 570

3,734 3,499 3,207 3,425 3,368 3,427 7,159 6,867 6,634

Underwriting result
United Kingdom . . . . . . . . . . . . . . . . . (118) (81) (90) (190) (209) (35) (308) (290) (125)
Other Europe . . . . . . . . . . . . . . . . . . . (106) (134) (114) (63) (81) (50) (169) (215) (164)
Americas . . . . . . . . . . . . . . . . . . . . . . — 20 6 (162) (121) (69) (162) (101) (63)
Asia Pacific . . . . . . . . . . . . . . . . . . . . (24) (31) (18) (80) (23) 6 (104) (54) (12)

(248) (226) (216) (495) (434) (148) (743) (660) (364)

Group operating result (based on
longer term investment return)

United Kingdom . . . . . . . . . . . . . . . . . 49 94 113 102 105 308 151 199 421
Other Europe . . . . . . . . . . . . . . . . . . . 15 (24) (27) 11 (14) 5 26 (38) (22)
Americas . . . . . . . . . . . . . . . . . . . . . . 65 79 64 91 105 164 156 184 228
Asia Pacific . . . . . . . . . . . . . . . . . . . . 23 5 23 (44) 2 33 (21) 7 56

152 154 173 160 198 510 312 352 683
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The Group operating result (based on longer term investment return) reflected in the table above is
after taking into account the following:

Notes:

1. Net premiums written by source do not differ materially from net premiums written by destination.

2. The balance on the long term (life) business technical account is gross of tax.

3. Included in long term (life) business within Americas is £76m (1998 £163m, 1997 £204m) relating to the
discontinued business Royal Maccabees Life Insurance Company and within Asia Pacific is £89m (1998
and 1997 £0m) relating to the acquired business Tyndall Australia Limited.

4. Included in long term (life) business within Americas is £10m (1998 £22m, 1997 £18m) relating to the
discontinued business Royal Maccabees Life Insurance Company and within Asia Pacific is £3m (1998
and 1997 £0m) relating to the acquired business Tyndall Australia Limited.

5. Included in long term (life) business within Americas is £10m (1998 £22m, 1997 £18m) relating to the
discontinued business Royal Maccabees Life Insurance Company and within Asia Pacific is £7m (1998
and 1997 £0m) relating to the acquired business Tyndall Australia Limited.

6. Group operating result (based on longer term investment return) of £566m(1998 £602m, 1997 £988m)
comprises general (property and casualty) business result £312m(1998 £352m, 1997 £683m), long term
(life) business result £243m(1998 £230m, 1997 £231m) and other activities £11m (1998 £20m, 1997
£74m). Other activities mainly arise in the United Kingdom.

Depreciation expense

UK
Other

Europe Americas
Asia

Pacific Total

Property and Casualty
1999. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 14 11 9 62
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30 16 8 6 60
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 24 11 7 78
Life and asset accumulation business
1999. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 5 1 1 15
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 3 3 1 12
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 7 1 — 15
Total
1999. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 19 12 10 77
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35 19 11 7 72
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43 31 12 7 93
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Amortization of deferred acquisition costs

UK
Other

Europe Americas
Asia

Pacific Total

Property and Casualty
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 888 274 524 143 1,829
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 872 307 467 107 1,753
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 893 254 469 115 1,731
Life and asset accumulation business
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 239 57 24 19 339
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 215 61 18 21 315
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 155 40 20 18 233
Total
1999 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,122 331 548 162 2,163
1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,087 368 485 128 2,068
1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,048 294 489 133 1,964

Property and casualty net premiums written in the UK are shown in the above table, and represent
44% of the Group’s total property and casualty net premiums written for the year ended December 31, 1999
(1998 49%, 1997 50%). Property and casualty net premiums written in the USA (Americas segment) were
16% of the Group’s total property and casualty net premiums written for the year ended December 31, 1999
(1998 and 1997 13%). Property and casualty net premiums written in other countries were individually less
than 10% of the Group’s total property and casualty net premiums written for each of the years ended
December 31, 1999, 1998 and 1997.

Life and asset accumulation net premiums written in the UK are shown in the above table, and
represent 59% of the Group’s total life and asset accumulation net premiums written for the year ended
December 31, 1999 (1998 and 1997 60%). Life and asset accumulation net premiums written in the Isle of Man
(Other Europe segment) were 13% of the Group’s total life and asset accumulation net premiums written for
the year ended December 31, 1999 (1998 9%, 1997 12%). Life and asset accumulation net premiums written in
other countries were individually less than 10% of the Group’s total life and asset accumulation net premiums
written for each of the years ended December 31, 1999, 1998 and 1997.

The Group does not accumulate revenues by product; therefore it would be impracticable to provide
revenues from external customers for each product.

The Group does not have revenue from transactions with a single customer amounting to 10% or more
of its revenues.
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Actual total capital attributable to the operating segments is as follows:

Total
Property and

Casualty

Life and asset
accumulation

business

1999
£m

1998
£m

1999
£m

1998
£m

1999
£m

1998
£m

Total Capital, reserves and long term
subordinated liabilities

United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . 2,495 3,350 698 1,700 1,797 1,650
Other Europe (note 3, 4) . . . . . . . . . . . . . . . . . . 1,795 1,386 1,330 931 465 455
Americas (note 2, 3, 4) . . . . . . . . . . . . . . . . . . . 2,984 2,591 2,747 2,370 237 221
Asia Pacific (note 2) . . . . . . . . . . . . . . . . . . . . . 654 468 377 313 277 155

7,928 7,795 5,152 5,314 2,776 2,481

Associated undertakings . . . . . . . . . . . . . . . . . . 221 218
Other businesses (note 1) . . . . . . . . . . . . . . . . . (649) (453)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,500 7,560

Total assets
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . 41,871 40,023 9,630 10,786 32,241 29,237
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . 13,957 12,558 5,444 4,539 8,513 8,019
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,587 9,684 9,394 7,150 1,193 2,534
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,406 2,218 1,681 1,278 1,725 940

69,821 64,483 26,149 23,753 43,672 40,730

Associates . . . . . . . . . . . . . . . . . . . . . . . . . . . . 221 218
Other businesses (note 1) . . . . . . . . . . . . . . . . . 164 78

Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . 70,206 64,779

Total

Total
Property and

Casualty

Life and asset
accumulation

business

1999
£m

1998
£m

1999
£m

1998
£m

1999
£m

1998
£m

Allocation of Risk Based Capital (note 5)
UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,098 3,101 1,301 1,451 1,797 1,650
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,247 1,091 782 636 465 455
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,123 1,071 886 850 237 221
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 673 445 396 290 277 155

6,141 5,708 3,365 3,227 2,776 2,481

Surplus capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 134 1,423
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 843 13
Goodwill in acquired claims provisions . . . . . . . . . . . . 192 —
Unprovided deferred tax . . . . . . . . . . . . . . . . . . . . . . . 449 666
Equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . (259) (250)

7,500 7,560
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Property and Casualty

Personal Commercial Total

1999
£m

1998
£m

1999
£m

1998
£m

1999
£m

1998
£m

Allocation of Risk Based Capital (note 5)
UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 686 699 615 752 1,301 1,451
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 482 390 300 246 782 636
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 267 259 619 591 886 850
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 222 169 174 121 396 290

1,657 1,517 1,708 1,710 3,365 3,227

Notes:

1. The capital, reserves and long term subordinated liabilities attributed to other businesses include those of
non insurance businesses and Group borrowings.

2. Included in long term (life) business within Americas is £0m (1998 £187m) relating to the discontinued
business Royal Maccabees Life Insurance Company and £175m(1998 £0m) relating to the acquired
business Compañia de Seguros de Vida La Construcción, within Asia Pacific is £100m(1998 £0m)
relating to the acquired business Tyndall Australia Limited.

3. Included in general (property and casualty) business within Americas is £477m(1998 £0m) relating to the
acquired business Orion Capital Corporation and within Other Europe is £171m(1998 £0m) relating to the
acquired business Trygg-Hansa Försäkrings AB, Publikt.

4. There are differences between actual regional total capital and those considered to be required on a risk
based capital basis due to regulatory requirements at the individual operation level. Included in general
(property and casualty) business within Americas is £302m(1998 £0m) of long term subordinated
liabilities and within Other Europe is £308m(1998 £0m) of long term subordinated liabilities.

5. The Group has adopted a risk based capital model as the basis of its active capital management. The
model is used for determining our capital requirements, setting return targets for our regional operations
and establishing incentive plans for management. For general (property and casualty) business the
solvency required is expressed as a percentage of net written premiums at 47% and is allocated across our
commercial and personal business within our operating segments. Our risk based capital model is designed
to produce different capital requirements depending on the policies applied to the business, particularly
investment and reinsurance policy. The solvency criteria adopted in the model is that of 99% confidence
that solvency will not fall below 25% of net premiums written over a five year period. For property and
casualty business our policy is to invest 100% of capital and 5% of insurance reserves after working
capital in equity securities which maximises our expected Return on Capital. The risk based capital for
each segment has been calculated using the same principles as the Group.

The life and asset accumulation business requirement is currently calculated as the shareholders’ interest.
The capital requirements for other activities are generally established at the actual level of shareholders’
funds employed in the business.

Long lived assets include land and buildings of £2,386m(1998 £2,664m) of which £1,670m(1998
£1,986m) are located in the United Kingdom.

46. New UK GAAP Accounting Pronouncements

On February 18, 1999, the UK Accounting Standards Board issued Financial Reporting Standard No
15 ‘‘Tangible Fixed Assets’’ (‘‘FRS 15’’). FRS 15 is effective for periods ending on or after March 23, 2000.
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FRS 15 sets out the requirements for accounting for the initial measurement, valuation and depreciation of
tangible fixed assets, with the exception of investment properties and it codifies much of existing practice.
Valuations remain optional, but if a policy of revaluation is adopted then all assets of the same class should be
revalued and revaluations should be kept up-to-date. Management does not believe that FRS 15 will have a
material effect on the financial results or the financial position of the Group.

47. Subsequent Events

Subsequent to December 31, 1999 a number of acquisitions and disposals of subsidiaries have taken
place none of which are considered significant to operations. In addition, subsequent to December 31, 1999, the
Group raised a further £146m of subordinated hybrid capital through a private placement.

In May 2000 new valuation regulations became effective for UK Life insurance companies that
increased the level of statutory liabilities (reserves) required to be held. To mitigate the effects of these new
regulations, a financial reassurance contract has been put in place in one of our UK life companies, Sun
Alliance and London Assurance Company Limited.

48. Summary of Differences Between UK and US Generally Accepted Accounting Principles (‘‘GAAP’’)

The accompanying consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United Kingdom (‘‘UK GAAP’’), which differ in certain
significant respects from generally accepted accounting principles in the United States (‘‘US GAAP’’). Such
differences involve methods for measuring the amounts shown in the financial statements, financial statement
classification and presentational differences and additional disclosures required by US GAAP. The effect on
consolidated net income and shareholders’ equity of applying the significant differences between UK GAAP
and US GAAP described below is summarized as of December 31 and for the years then ended.
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1999
£m

Restated
1998
£m

Restated
1997
£m

Profit for the financial year attributable to shareholders in accordance
with UK GAAP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 87 457 1,416

Value of long term (life) business (note B) . . . . . . . . . . . . . . . . . . . . . . . . . . 3 (12) (1)
Equalization provisions (note C) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 51 84
Goodwill (note D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 (21) (36)
Investments (note E) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 305 67 (1,318)
Real estate (note F) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10) 250 (102)
Intercompany sales of real estate (note G) . . . . . . . . . . . . . . . . . . . . . . . . . . 249 (307) —
Pensions (note H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 55 45
Post retirement benefits (note I) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 3 6
Stock compensation (note J) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2) (3)
Vacant leases (note K) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 6 (5)
Integration provision (note L) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13) (17) (26)
Discounting of claims provision (note M) . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) (1) (3)
Deferred income (note N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (90) (37) (35)
Deferred acquisition costs (note O) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122 12 2
Long term business provision (note P) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (183) 538 639
Gross up of investment income due to accounting policy change (note X) . . . — 63 67
Foreign currency translation (note R) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 4 10
Policyholder allocations (note S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 458 (305) 74
Structured settlements (note U) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 (2)
Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) — (6)
Tax effect of US GAAP adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (137) (145) (120)
Impact of US GAAP adjustments on profit attributable to minority interests

(note V) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3) — 2

Consolidated net income in accordance with US GAAP. . . . . . . . . . . . . . 933 660 688
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1999

Gross
Adjustment

£m

Policyholder
share
£m

Shareholder
share
£m

Consolidated Shareholders’ Funds in Accordance with UK GAAP . . . 6,484
Fund for future appropriations (note A) . . . . . . . . . . . . . . . . . . . . . . . . . . 4,840 (3,800) 1,040
Value of long term (life) business (note B) . . . . . . . . . . . . . . . . . . . . . . . . (1,589) — (1,589)
Equalization provisions (reserves) (note C) . . . . . . . . . . . . . . . . . . . . . . . . 259 — 259
Goodwill (note D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140 — 140
Investments (note E) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3) 2 (1)
Real estate (note F) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,097) 755 (342)
Intercompany sales of real estate (note G) . . . . . . . . . . . . . . . . . . . . . . . . (112) — (112)
Pensions (note H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 692 — 692
Post retirement benefits (note I) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) — (11)
Discounting of claims provision (note M) . . . . . . . . . . . . . . . . . . . . . . . . (19) — (19)
Deferred income (note N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (494) 17 (477)
Deferred acquisition costs (note O) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 622 (279) 343
Long term business provision (note P) . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,956 (1,748) 208
Deferred taxes (note Q) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,087) 165 (922)
Dividends (note T) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 233 — 233
Structured settlements (note U) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) — (5)
Employee share option plan (note W) . . . . . . . . . . . . . . . . . . . . . . . . . . . (29) — (29)
Minority interests (note V) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 — 23
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 (8) 6

Consolidated Shareholders’ Funds in Accordance with US GAAP . . . . (4,896) 5,921

1998 Restated

Gross
Adjustment

£m

Policyholder
share
£m

Shareholder
share
£m

Consolidated Shareholders’ Funds in Accordance with UK GAAP . . . 7,269
Fund for future appropriations (note A) . . . . . . . . . . . . . . . . . . . . . . . . . . 3,785 (2,927) 858
Value of long term (life) business (note B) . . . . . . . . . . . . . . . . . . . . . . . . (1,427) — (1,427)
Equalization provisions (reserves) (note C) . . . . . . . . . . . . . . . . . . . . . . . . 250 — 250
Goodwill (note D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133 — 133
Investments (note E) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 158 (88) 70
Real estate (note F) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,059) 640 (419)
Intercompany sales of real estate (note G) . . . . . . . . . . . . . . . . . . . . . . . . (361) 130 (231)
Pensions (note H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 576 — 576
Post retirement benefits (note I) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13) — (13)
Vacant leases (note K) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (15) — (15)
Integration provision (note L) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 — 13
Discounting of claims provision (note M) . . . . . . . . . . . . . . . . . . . . . . . . (17) — (17)
Deferred income (note N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (404) 17 (387)
Deferred acquisition costs (note O) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 486 (211) 275
Long term business provision (note P) . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,142 (1,814) 328
Deferred taxes (note Q) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,165) 153 (1,012)
Dividends (note T) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 238 — 238
Structured settlements (note U) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) — (5)
Minority interests (note V) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 — 26
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 — 5

Consolidated Shareholders’ Funds in Accordance with US GAAP . . . . (4,100) 6,515
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Certain items in 1998 and 1997 as shown in our Subordinated Guaranteed Bonds offering
memorandum dated September 28, 1999 have been restated to be consistent with presentation in 1999.

Participating Contracts

A significant proportion of the life insurance issued by the Group is in the form of participating
insurance. A participating contract provides the policyholders with a contingent interest in the excess assets
over the liabilities (surplus) of the life company issuing the contract. Policyholder bonuses (dividends) are
declared annually by the board of directors and credited to the individual policies from the surplus in the
company.

Participating business is written by a number of the Group’s life insurance operations and the
participating rights of these contracts vary by contract, by company and by the market in which the contract is
issued.

As of December 31, 1999, UK with-profits companies represented 65.7% (1998 62.3%) of the future
policy benefits and policy contract deposits of the Group. UK with-profits policies entitle the policyholder to
participate in the total surplus within the life fund of the UK insurance company subsidiary which issued the
policy. Regular bonuses are determined annually by the issuing company’s actuary and the board of directors.
The bonuses that may be declared are highly correlated to the overall performance of the underlying assets and
liabilities of the fund in which the contracts participate and are the subject of normal variability and volatility.
Terminal bonuses are paid on maturity of the contract and are designed to provide policyholders with a share of
the total performance of the company during the period of the contract. The total performance includes
investment income, realized and unrealized gains, together with the profits from expense margins, mortality
experience and tax margins. Terminal and regular bonuses together ensure that policyholders’ reasonable
expectations are met.

For UK with-profits business written in our two main UK Life companies, approximately 90% of the
surplus is allocated to policyholders as bonuses. This allocation is determined either by the legal form of the
company or by the contract. The remainder of surplus is allocated to shareholders. Accordingly, broadly 90% of
the US GAAP income for the UK with-profits business is recorded as undistributed policyholder allocations.
The investments in securities backing the UK with-profits business have been classified as trading, which
results in all related unrealized and realized gains/losses being recognized in income.

Certain of the other insurance businesses write fully participating contracts which provide bonuses
(dividends) to policyholders based on actual experience of the insurer and annual policyholder dividends are
paid in a manner that identifies divisible surplus and distributes the surplus in approximately the same
proportion as the contracts contribute to the divisible surplus (the contribution principle). The liabilities related
to these contracts are recorded in accordance with local statutory regulations. Premiums for these policies are
reported as revenue when due from policyholders. Death, surrender and disability benefits are reported as
expenses as incurred. Annual policyholder bonuses (dividends) are reported as a separate expense on an accrual
basis. Under US GAAP, there is no impact on either net income or shareholders’ equity for these changes.

The reconciliation of shareholders’ equity from UK GAAP to US GAAP shows the effect on
shareholders’ equity, gross and net of the allocation to policyholders.

The reconciliation of net income from UK GAAP to US GAAP shows the total effect on net income
of the differences in accounting treatment with the policyholders’ share shown in the line entitled policyholder
allocations.
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Merger of Royal Insurance and Sun Alliance

The merger of Royal Insurance and Sun Alliance has been accounted for as a pooling of interests
under US GAAP. Pooling of interests accounting is equivalent to the merger accounting adopted under UK
GAAP, as discussed in note 2.

A. Fund for Future Appropriations

Certain long term funds (life insurance companies) comprise either participating, or both participating
and non-participating long term (life) business contracts, where policyholders have a contingent interest in the
excess of assets over liabilities in the fund. Under UK GAAP, such excess is reflected in the fund for future
appropriations until appropriated between policyholders and shareholders. The UK GAAP fund for future
appropriations therefore comprises the full unappropriated excess of assets over liabilities. US GAAP requires
such excesses to be appropriated between shareholders and policyholders in the proportion prescribed either by
the legal form of the company or the terms of the contracts concerned, taking into account policyholders’
reasonable expectations. The US GAAP undistributed policyholder allocations liability therefore comprises
only the policyholders’ share of excess assets over liabilities. The equity reconciliation adjustment therefore
reflects the attribution of the shareholders’ share of the UK GAAP fund for future appropriations to
shareholders’ equity. The policyholder share of the UK GAAP fund for future appropriations together with the
policyholder share of other US GAAP adjustments forms the US GAAP liability for undistributed policyholder
allocations. The net income impact of each difference flows through the policyholders’ allocations line item of
the net income reconciliation (refer note S).

Due to the profit recognition methods prescribed by the modified statutory basis of accounting under
UK GAAP and the legally segregated nature of the long term (life) business of Phoenix Assurance plc, the UK
GAAP financial statements include £22m in 1999 of profit arising from a financial reassurance arrangement
entered into between two wholly owned subsidiaries of the Group, as discussed in note 42. This gain is
eliminated under US GAAP.

B. Value of Long Term (Life) Business

Under UK GAAP, the value of long term (life) business represents the value attributable to
shareholders of the future cash flows (discounted for interest) arising from in-force long term (life) business
policies (both acquired and internally generated) in excess of that already recognized in the profit and loss
account. US GAAP provides for the recognition of the present value of only acquired life insurance business as
of the date of acquisition which is amortized over the premium recognition period of the policies acquired. The
adjustment to consolidated shareholders’ equity is calculated as follows:

1999
£m

1998
£m

Value of long term (life) business as disclosed under UK GAAP . . . . . . . . . . . . . . . . . . . 1,784 1,506
Reclassified from other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 8

Total value of long term (life) business under UK GAAP . . . . . . . . . . . . . . . . . . . . . . . . . 1,787 1,514
Present value of profits of acquired long term business . . . . . . . . . . . . . . . . . . . . . . . . . . . (284) (136)
Deferred taxes on acquired present value of profits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86 49

Consolidated shareholders’ equity adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,589 1,427
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The consolidated net income adjustment is calculated as follows:

1999
£m

1998
£m

1997
£m

Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) (20) (10)
Interest accrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 5 5

US GAAP income statement impact . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) (15) (5)
UK GAAP income statement impact . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) (3) (4)

Consolidated net income adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 (12) (1)

On a UK GAAP basis the value of long term (life) business arising from an acquisition was
capitalized and included in the value of long term (life) business on the balance sheet. Prior to January 1, 1998
the amortization of the value of long term (life) business was included in the movement in the value of long
term (life) business taken to other reserves.

C. Equalization Provisions (Reserves)

Under UK GAAP, equalization provisions (reserves) are established under local statutory regulations,
where relevant, for future catastrophe and other unusual losses. Under US GAAP, such losses are not provided
for until incurred. The equity adjustment reflects the reversal of the year end equalization provisions as
disclosed in note 11. The amounts charged to income under UK GAAP have been reversed in the net income
reconciliation.

D. Goodwill

Under US GAAP, goodwill arising from the purchase of a company for a price in excess of the fair
value of its net assets is capitalized and amortized against income over its expected useful life. Prior to 1998,
goodwill resulting from acquisitions was charged directly to reserves (a component of shareholders’ equity) for
UK GAAP reporting. In 1998, the Group adopted the requirements of Financial Reporting Standard 10,
‘‘Goodwill and Intangible Assets’’. This Standard required the capitalization of goodwill resulting from
acquisitions occurring after January 1, 1998 for UK GAAP purposes. FRS 10 does not require reinstatement of
goodwill written off to reserves in years prior to 1998 and accordingly the Group has made no such restatement
for UK GAAP. Both UK and US GAAP require capitalized goodwill to be amortized against income over its
expected useful life, primarily 20 years. The adjustments to net income and shareholders equity represent the
capitalization and amortization of goodwill written off to reserves prior to 1998 under UK GAAP and the
purchase accounting adjustments discussed below. The goodwill recognized under US GAAP is made up as
follows:

1999
£m

1998
£m

1997
£m

Goodwill charged to profit and loss reserves (retained earnings) under UK GAAP . . . . — — 675
Amounts charged to the income statement in the period prior to January 1, 1997 on a

US GAAP basis due to:
Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (457)
Impairment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (81)
Disposal of operation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (55)

Goodwill as at January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153 156 82
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,076 19 110
Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (47) (22) (36)

Goodwill as at December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,182 153 156
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Purchase accounting adjustments

Purchase accounting adjustments have been made under US GAAP, leading to a difference of £28m in
the goodwill capitalized in 1999 when compared with UK GAAP. These adjustments relate to premium on debt
redeemed as part of the acquisition of Orion Capital, and the treatment of restructuring charges. Under UK
GAAP, premium on debt redeemed as part of the acquisition of Orion Capital has been expensed in the post-
acquisition profit and loss. Under US GAAP, this premium is considered in assessing the fair value of the debt
on acquisition, and was therefore included in the valuation of the liability, thereby reducing net assets and
increasing goodwill. Under UK GAAP, restructuring charges are required to be recorded in the post acquisition
income statement, while US GAAP requires that these amounts be recognized as a liability assumed in
determining net asset value.

E. Investments

Under UK GAAP, fixed interest securities (fixed maturities) and equity investments are recorded at fair
value, except that fixed income securities held for long term business in certain overseas operations are
included on an amortized cost basis. The cost basis is either historical cost or amortized cost. Unrealized
investment gains and losses are included in the profit and loss account (statement of income). Under US GAAP,
fixed maturities and equity securities are classified as held-to-maturity, trading or available for sale. Fixed
maturities classified as held-to-maturity are those which the Group has the ability and positive intent to hold to
maturity; these investments are carried at amortized cost. Fixed maturities and equity securities which the
Group buys with the intention of reselling in the near term, together with fixed maturities and equity securities
backing the UK life with-profits (participating) contracts, are classified as trading and are carried at fair value
with the related unrealized gains or losses reflected in income. Other investments are classified as available for
sale and are carried at fair value, with unrealized gains and losses reported as a separate component of
shareholders’ equity (net of tax effects). The cost basis of all fixed maturities is based on amortized cost, with
amortization calculated and included in income to achieve a constant yield to maturity. Unrealized losses (net
of deferred tax and policyholder allocations) reduced other comprehensive income in 1999 by £445mafter tax
(1998 £65m, 1997 £569m gain).

F. Real Estate

Under UK GAAP, all properties are treated as investments including those that the Group occupies for
its own use. Properties are reported at fair value with no depreciation charged against income. Under US
GAAP, such assets are recorded at their historical cost less depreciation thereon and segregated between those
held for investment purposes and those occupied. Real estate assets are depreciated over their expected useful
lives primarily 30 years. The equity reconciliation reflects the impact of accounting for real estate on a
depreciated cost basis (including real estate held within the participating funds). The net income adjustment
reflects the depreciation charge and the change to realized gains as a result of this difference. It also reflects the
reversal of the unrealised gains recorded on a UK GAAP basis. The policyholder allocations line item includes
the portion of the adjustment attributable to with-profits policyholders.
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The adjustment to shareholders’ equity was calculated as follows:

1999
£m

1998
£m

Fair value of investment real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,936 2,321
Fair value of occupied real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450 343

Total fair value of real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,386 2,664
Net book value of investment real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (922) (1,011)
Net book value of occupied real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (255) (233)

Adjustment to restate real estate to depreciated cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,209 1,420

Depreciation of £38m was charged in 1999 (1998 £65m, 1997 £51m) on the investment real estate.
Depreciation of £9m was charged in 1999 (1998 £6m, 1997 £12m) on occupied real estate.

G. Intercompany Sales of Real Estate

Under UK GAAP intercompany sales of real estate investments between the general and life
companies are not eliminated because the assets are held within the long term (life) business which is regarded
as a separate legal fund for UK GAAP, whereas they are eliminated under US GAAP. The 1998 equity
reconciliation adjustment restates the real estate sold within the Group to the original depreciated cost to the
Group. The 1998 net income reconciliation reflects the reversal of the gain recognized under UK GAAP. In
1999 certain of the properties on which intercompany gains were recorded under UK GAAP in 1998 were sold
outside the Group. The 1999 reconciliations therefore reflect the impact of realizing these gains on a US GAAP
basis, as well as restating the remaining property which has not been sold outside the Group to its original
depreciated cost.

H. Pensions

For US GAAP, the projected benefit obligation is matched against the fair value of the underlying
assets and other unrecognized actuarial gains and losses in determining the pension expense for the year. As a
result, pension expense can be significantly different from that computed under UK GAAP which requires the
cost of providing pension benefits to be expensed over the periods benefiting from the employees’ service on
the basis of constant percentage of current and estimated future earnings. In addition, US GAAP requires
recording in the balance sheet the prepaid pension asset while UK GAAP does not permit recording such
assets. The equity reconciliation adjustment reflects the recording of the prepaid pension asset under US GAAP
after reversing any amounts recorded on a UK GAAP basis.

I. Post Retirement Benefits

Under UK GAAP, there are unprovided accumulated obligations in respect of healthcare benefits to
certain current and retired US and Canadian employees, with benefits being accounted for on a systematic basis
over the remaining service lives of current employees. Under US GAAP, the accumulated obligations are
recognized in full. The adjustment to the equity reconciliation reflects the recognition of the accumulated
obligation in full under US GAAP after reversing any amounts recorded on a UK GAAP basis. The net income
adjustment reflects the change in this obligation in the current year.
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J. Stock Compensation

For US GAAP purposes, the Group follows the provisions of Accounting Principles Board (‘‘APB’’)
Opinion No. 25, ‘‘Accounting for Stock Issued to Employees’’ to account for its stock option activity. This
method utilizes the intrinsic value-based method of accounting for stock option incentive plans whereby
compensation expense is recorded for fixed plans only if the market price of the underlying stock at the date of
the grant exceeds the exercise price, in which case the discount is amortized to income over the period to the
exercise date. For variable plans, the compensation cost is recognized at a future date when both the number of
shares that may be acquired or awarded to an employee and the price to be paid by the employee are known.
Under UK GAAP, compensation cost is recognized for any discount between the exercise price and the market
price at the date of grant and is amortized to income over the period of service of the employees in respect of
which the options are granted. However no charge against income is required in respect of Save As You Earn
share option plans. The net income reconciliation reflects the adjustment required to recognize the
compensation cost calculated in accordance with APB 25. There is no adjustment to shareholders’ equity as
under UK GAAP the difference between the market value exercise price is charged directly to reserves, while
under US GAAP it is charged to net income.

K. Vacant Leases

Under US GAAP, a provision is required in respect of the vacant leases as a loss under these leases
was both probable and estimable. No adjustment is reflected in the shareholders’ equity reconciliation in 1999
as, following the introduction of FRS 12, the UK GAAP requirements are in line with the US GAAP
requirements.

L. Integration Provision

Part of the integration provision raised under UK GAAP and discussed in note 30 does not meet the
requirements for recognition under US GAAP. The equity and net income reconciliations reflect the impact of
reversing part of this provision. The integration provision that did meet the US GAAP requirements for
recognition was as follows:

Redundancy
£m

Vacant
Lease
£m

IT
Costs
£m

FAS 88
Curtailment

£m
Total
£m

Balance at January 1, 1997 . . . . . . . . . . . . . . . . . . . . . . 66 23 16 43 148
Less: Paid out in 1997 . . . . . . . . . . . . . . . . . . . . . . . . . . (40) (3) (5) (23) (71)

Balance as at December 31, 1997 . . . . . . . . . . . . . . . . . . 26 20 11 20 77
Less: Paid out in 1998 . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (5) (11) (20) (62)

Balance as at December 31, 1998 . . . . . . . . . . . . . . . . . . — 15 — — 15
Less: Paid out in 1999 . . . . . . . . . . . . . . . . . . . . . . . . . . — (4) — — (4)

Balance as at December 31, 1999. . . . . . . . . . . . . . . . . — 11 — — 11

M. Discounting of Claims Provisions

Under UK GAAP, claims provisions relating to workers’ compensation and other non-life disability
case reserves in the United States, Canada and Scandinavia paid on an annuity basis are included after
reflecting interest expected to be earned. Under US GAAP, discounting is permitted only if the payment pattern
and ultimate cost are fixed and determinable and the discount rate is reasonable. Discounting related to certain
Scandinavian claims reserves has been reversed under US GAAP.
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N. Deferred Income

Under UK GAAP, initial policy fees on long duration life insurance contracts (primarily universal life
and investments contracts) in the early years of the contract, which are in excess of the level of annual policy
fees taken thereafter, are offset against the first available profit margins on these policies. Under US GAAP,
such fees are deferred and recognized over the term of the policy in the same manner as deferred acquisition
costs discussed in note O below. Fees on short duration life insurance contracts are not deferred under either
UK GAAP or US GAAP. The equity and net income adjustments reflect the impact of the deferral of these fees
and their recognition over the term of the policy.

O. Deferred Acquisition Costs

Under both UK and US GAAP, the costs of acquiring both new and renewal general (property and
casualty) insurance business are deferred and amortized over the period in which the related premiums are
earned. Under US GAAP, however, only the acquisition costs which are directly related to and vary with the
production of new and renewed contracts may be deferred, while under UK GAAP the amounts being deferred
may include an allocation of overhead.

Under UK GAAP, unexpired risk reserves are set up where unearned premiums, net of deferred
acquisition costs, are considered to be insufficient to meet expected future losses and loss adjustment expenses
relating to unexpired risks after considering future investment income on unearned premium reserves. The
unexpired risk provision is measured in aggregate for business classes which are managed together. Under US
GAAP, premium deficiencies are recorded only once the related deferred acquisition costs are completely
reduced. US GAAP requires the assessment of recoverability of deferred acquisition costs to be at least
reviewed annually. In performing this review, insurance contracts are grouped only if this is consistent with the
manner in which they are acquired and serviced and in which their profitability is measured.

Under UK GAAP, the costs of acquiring new and renewal life insurance business are capitalized and
amortized against the emergence of profit on the contract. Under US GAAP, only acquisition costs which are
directly related to and vary with acquisitions of new and renewal contracts are capitalized. These costs are
amortized over the full period of the contract in proportion with the premiums earned for all contracts with the
exception of investment, universal life, and separate account contracts which are amortized in proportion to the
estimated gross profits arising from the contracts. The costs deferred and amortized on a US GAAP basis
include commissions, underwriters’ salaries and direct underwriting expenses (for example, costs of medical
examinations). Unamortized acquisition costs associated with internally replaced contracts are written off in the
income statement.

The equity reconciliation adjustment is made up as follows:

1999
£m

1998
£m

Deferred acquisition costs in long term business provision . . . . . . . . . . . . . . . . . . . . . . . . 628 637
Deferred acquisition costs in general business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 825 712

Total UK GAAP deferred acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,453 1,349
Gross up for Insurance Premium Tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42 26
Adjustment as per consolidated shareholders’ equity reconciliation . . . . . . . . . . . . . . . . . . 622 486

US GAAP deferred acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,117 1,861
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The increase in deferred acquisition costs under US GAAP is due to the longer amortization period for
life business, which is partly offset by the impact of no overhead expenditure being capitalized under US
GAAP. The gross up for Insurance Premium Tax has no equity impact since a similar adjustment is made to
unearned premium reserves.

The net income reconciliation adjustment reflects the change in the consolidated shareholders’ equity
adjustment gross of policyholder allocations.

P. Long Term (Life) Business Provision (Reserve for Future Life and Health Policy Benefits)

Under UK GAAP, the long term (life) business provision (reserve for future life and health policy
benefits) for the Group is generally calculated in accordance with the actuarial principles and assumptions
issued by insurance regulatory authorities. For UK life with-profits business, the calculation includes explicit
allowance for vested bonuses (including those vesting following valuation at the balance sheet date). Implicit
allowance is made for future reversionary bonuses through the use of a net premium valuation method
employing a reduced valuation rate of interest. No provision is made for future terminal bonuses.

Under US GAAP, future policy benefits for traditional life policies are computed using a net level
premium method on the basis of actuarial assumptions as to mortality, persistency and interest based on the
insurance company’s experience, with a margin for adverse deviations. Such actuarial assumptions are
established as of the date of policy issue. When the liabilities for future policy benefits plus the present value of
expected future gross premiums are insufficient to provide for expected future policy benefits and expenses, a
premium deficiency reserve is established by a charge to earnings after the write-down of any related deferred
acquisition costs, and future policy benefits are thereafter based on assumptions established as of that date.

Under UK GAAP, a liability is recorded for contingent losses related to UK with-profit annuity
contract guarantees, as required by the UK statutory requirements. US GAAP does not permit current
recognition of possible future losses upon potential conversion of guaranteed annuities. As the amount of any
loss can only be reasonably determinable at the time of conversion, no liability can be recognized under US
GAAP. The liability recorded under UK GAAP has therefore been reversed and a loss contingency disclosed
under US GAAP.

Q. Deferred Taxes

Under UK GAAP, a provision or benefit is recorded for deferred taxation under the liability method to
the extent that it is considered probable that a liability or asset will crystallize in the foreseeable future.
Discounted rates of tax are used in respect of unrealized gains on investments of the long term (life) business
fund and the deferred tax provision is included within the long term business provision. Under US GAAP,
deferred tax is provided for all differences between the book and tax bases of assets and liabilities at the
statutory rate of each reporting date. US GAAP does not allow deferred tax to be discounted. A valuation
allowance is established when it is more likely than not that some portion or all of the deferred tax assets will
not be realized. The Group has changed its UK GAAP accounting policy following the adoption of FRS 16
discussed in note 3 and as a result the UK GAAP income tax charge and investment income have been restated.
As the US GAAP accounting policies remain unchanged, the reconciliations include an adjustment to gross up
both net income and tax for US GAAP purposes and consequently there is no overall impact on either net
income or equity. The adjustments in the net income and equity reconciliations reflect the impact of recognizing
deferred tax on a fully comprehensive, undiscounted basis, and the deferred tax impact of other US GAAP
adjustments made that affect net income. For participating and separate account business, the Group is subject
to the taxes on the income less expenses arising which is then charged to the policyholders. These taxes have
been included within the income tax expense and policy fees receivable for the separate accounts and within
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policyholder participations in profit in respect of the participating business. Under UK GAAP, deferred taxes in
respect of the long term business are recorded within the long term business provision as explained in note 33.
For US GAAP, these balances are reclassified to deferred tax liability.

The reconciliation of the UK GAAP tax charge to the US GAAP tax charge is as follows:

1999
£m

1998
£m

1997
£m

UK GAAP tax attributable to the long term (life) business . . . . . . . . . . . . . . . . . . . . 240 365 247
Tax on profit on ordinary activities (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 270 374 354
Tax credit attributable to the balance on the long term business technical account . . . (59) (69) (63)

Total UK GAAP tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 451 670 538
US GAAP net income adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 179 145 120

Total US GAAP tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 630 815 658

(1) This includes the tax credit attributable to the balance on the long term business technical account.

R. Foreign Currency Translation

Under UK GAAP, assets and liabilities, including long term subordinated liabilities and results of both
businesses and associates denominated in foreign currencies are translated into sterling at rates prevailing at
year end and the resulting differences are taken to reserves (shareholders’ equity) or in the case of long term
(life) business are included within the long term technical account. Other exchange differences, including those
relating to transactions denominated in foreign currency, are dealt with in the profit and loss account (statement
of income). Under US GAAP, translation adjustments of assets and liabilities expressed in functional
currencies, which are the currencies of the local operating environment, are calculated using year-end rates of
exchange and the related translation adjustments are recorded as a separate component of shareholders’ equity
and other comprehensive income. Foreign currency translation adjustments increased other comprehensive
income by £50m in 1999 (1998 (£66m), 1997 (£54m)). Income statement accounts expressed in functional
currencies are translated using average exchange rates. The adjustment in the net income reconciliation reflects
the impact of using average rates for income statement items under US GAAP.

S. Policyholder Allocations

As noted above in note 48A, ‘‘fund for future appropriations’’, certain participating life insurance
contracts require the sharing of the profits and losses of the long term (life) fund between the participating
policyholders and the shareholders. The reconciling item in the net income reconciliation reflects the movement
in the shareholders’ share of the UK GAAP fund for future appropriations, as well as the effects of the
aggregate UK to US GAAP adjustments attributable to policyholders.

T. Dividends

Under UK GAAP, all dividends related to an accounting period that are declared or proposed up to the
date of the approval of the financial statements by the Board of Directors are accrued in that accounting period.
Under US GAAP, only those dividends declared during the year are accrued. The equity adjustment reflects the
impact of reversing the year end proposed dividend as disclosed in note 15 to the financial statements.
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U. Structured Settlements

Under UK GAAP, claims are treated as fully settled at the date of purchase of the annuity. The claims
provision is derecognized, as is the value of the annuity purchased, and a gain or loss is recognized for the
difference between the claims liability and the cost of the annuity. Under US GAAP, the claims liability is not
derecognized unless the insurer’s liability to the policyholder has been legally extinguished. The equity and net
income reconciliations reflect the impact of recognizing the claims liability where legal obligation has not been
extinguished, and reversing the gain or loss recognized under UK GAAP.

V. Minority Interests

The impact of the difference between US GAAP and UK GAAP upon minority interests and net
income attributable to minorities has been reflected separately within the shareholders’ equity and net income
reconciliations.

W. Employee Share Option Plan

Under UK GAAP, the Group is reflecting the shares held by the ESOP as ‘‘own shares’’ and has
included this balance in other assets. Under US GAAP, the shares held by the ESOP have been reflected in
shareholders’ equity as unearned ESOP shares. There is no difference between the valuation of these shares on
a US GAAP basis, and their valuation on a UK GAAP basis as reflected in note 27. No compensation costs
have been recognized in the period as no shares have been committed to employees or executives. There is no
repurchase obligation as at December 31, 1999.

X. Gross Up of Investment Income Due to Accounting Policy Change

The Group has changed its UK GAAP accounting policy following the adoption of FRS 16 discussed
in note 3, and as a result the UK GAAP income tax charge and investment income have been restated. As the
US GAAP accounting policies remain unchanged, the net income reconciliation contains an adjustment to gross
up investment income, with the tax adjustment included in the ‘‘Tax effect of US GAAP adjustments’’ item.

Classification Differences

The following items, while not having a material impact upon net income or shareholders’ equity,
significantly affect the presentation of the consolidated financial statements and have been reflected in the
condensed consolidated income statement and balance sheet presented on a US GAAP basis of accounting
included in note 49.

Y. Net Written Premiums and Policy Fees

Under US GAAP, revenues do not include premiums received for life insurance contracts that have
insignificant mortality or morbidity risk. The premiums received which do not cover mortality, morbidity or
policy fees are credited to policyholders’ contract deposits. In a corresponding manner, benefit payments in
excess of the related policy liability are directly charged to such liability, rather than being included in benefits,
claims and other deductions. Revenues on such contracts consist of policy fees and charges. The investment
return is reflected within the income statement, with interest credited to the policyholder. Initial fees received
on these contracts are deferred and included with deferred income under US GAAP and as a reduction of
deferred acquisition costs under UK GAAP.
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Z. Assets Held to Cover Linked Liabilities (Separate Accounts)

Separate account assets and liabilities represent funds maintained in segregated accounts to meet
specific investment objectives of policyholders who bear the investment risk. Under both UK and US GAAP,
investment income and investment gains and losses generally accrue directly to the policyholders. The assets
and liabilities are carried at fair value. Under UK GAAP, the total premium and claims, net investment income
and realized and unrealized gains and losses on unit linked (separate account) assets are reflected in the
consolidated statement of income. Under US GAAP, only the cost of insurance, policy administration and
surrender charges assessed against the policyholders’ account balances are included in the income statement.

AA. Cash and Cash Equivalents

Under UK GAAP, cash represents non-interest bearing cash. Under US GAAP, cash and cash
equivalents, consist of amounts on deposit in banks and highly liquid investments, which are readily
convertible into cash and purchased with maturities of three months or less, and exclude bank overdrafts.

AB. Treasury Shares

Under UK GAAP, the par (nominal) value of treasury shares is deducted from common stock upon
cancellation and transferred to a capital redemption reserve (note 27) while the amount paid for the cancelled
shares is recorded in the profit and loss account (retained earnings). Under US GAAP, the cost of treasury
shares is reported as a deduction from shareholders’ equity. If shares are cancelled, the excess over par is
recorded in retained earnings and par value deducted from common stock.

AC. Subordinated Debt

Under UK GAAP, the Group has classified its long term subordinated debt as part of capital, reserves
and long term subordinated liabilities. The costs of servicing this debt and the cash flows associated with the
debt have been reflected as financing items. Under US GAAP, the interest payable on this debt has been
included in interest expense, while debt issuance costs have been reflected as deferred charges which under the
UK Group are netted against the value of the debt. There is no other difference between the US and UK GAAP
valuation of the debt. Under both UK and US GAAP debt issuance costs are amortized over the term of the
debt. The interest rate swap qualifies for accrual accounting under US GAAP, and there is therefore no
difference between the US GAAP and UK GAAP treatments in respect of this transaction.
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49. Condensed Consolidated US GAAP Financial Statements

The following condensed consolidated US GAAP financial statements reflect the effects of the material
differences between UK GAAP and US GAAP on consolidated net income and shareholders’ equity identified
in note 48.

A. Condensed Consolidated Statements of Income

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(US Basis of Accounting)

For the years ended December 31

1999
£m

Restated
1998
£m

Restated
1997
£m

Revenues
Gross written premiums and policy fees . . . . . . . . . . . . . . . . . . . . . . . . . . 10,109 9,829 9,855
Less premiums ceded to reinsurers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,222) (1,322) (1,476)

Net written premiums and policy fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,887 8,507 8,379
Net change in unearned premium reserve . . . . . . . . . . . . . . . . . . . . . . . . . (137) (180) 7

Net earned premiums and policy fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,750 8,327 8,386
Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,974 2,042 2,170
Unrealized gains/(losses) on trading securities . . . . . . . . . . . . . . . . . . . . . . (471) 543 1,219
Realized gains, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,828 2,733 1,259
Other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 353 303 198

Total revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,434 13,948 13,232

Benefits, losses and expenses
Property and casualty loss and loss adjustment expenses . . . . . . . . . . . . . . 5,389 5,068 4,945
Life policyholder benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,980 3,313 3,044
Interest credited to policyholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 466 458 468
Policyholder participations in profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 797 394 388
Operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,919 2,727 2,705
Other expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 338 338 298

Total benefits, losses and expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,889 12,298 11,848

Income before income tax expense, minority interests, and
extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,545 1,650 1,384

Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 630 815 658

Net income before minority interests and extraordinary item . . . . . . . . . . . 915 835 726
Net income applicable to minority interests of consolidated subsidiaries . . . 24 33 38

Net income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . 891 802 688
Extraordinary item (note 50 C) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42 (142) —

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 933 660 688
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For the years ended December 31

1999
£m

Restated
1998
£m

Restated
1997
£m

Primary earnings per share
Net income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62.0p 55.9p 48.3p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9p (10.0)p —

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.9p 45.9p 48.3p

Fully diluted earnings per share
Net income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61.3p 55.1p 46.9p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9p (9.9)p —

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.2p 45.2p 46.9p

B. Condensed Consolidated Balance Sheets

CONDENSED CONSOLIDATED BALANCE SHEETS
(US Basis of Accounting)

As of December 31

1999
£m

Restated
1998
£m

ASSETS
Investments
Fixed maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,758 23,500
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,551 17,949
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 922 1,011
Mortgage loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 464 490
Policyholder, collateral and other loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94 135
Other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 454 382
Short-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 322 175

Total investments. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44,565 43,642

Other assets
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,261 1,939
Receivables from insurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,711 2,447
Reinsurance recoverables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,988 3,790
Other receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 923 1,171
Accrued investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 443 450
Deferred policy acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,117 1,861
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,182 153
Present value of profits of acquired life (long term)
business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 284 136
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,649 1,455
Separate account (unit-linked) assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,218 6,602

Total other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,776 20,004

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,341 63,646
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As of December 31

1999
£m

Restated
1998
£m

LIABILITIES AND SHAREHOLDERS ’ EQUITY
Liabilities
Reserve for losses and loss adjustment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,361 12,144
Reserve for unearned premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,521 3,774
Reserve for future life and health policyholders’ benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,433 15,105
Policyholders’ contract deposits and other funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,608 9,032
Undistributed policyholder allocations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,896 4,100
Funds held under reinsurance contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203 197
Notes, bonds and loans payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,326 451
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,961 1,998
Deferred income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 493 403
Other insurance liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,124 890
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,892 2,170
Separate account (unit-linked) liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,218 6,602

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63,036 56,866

Minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 384 265

Shareholders’ equity
Common stock, par (nominal) value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 393 391
Preferred stock, par (nominal) value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125 125
Additional paid-in capital (share premium) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 777 755
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,770 2,954
Accumulated other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Unearned compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24) (14)
Unearned ESOP shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (29) —
Unrealized gains on investments, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,979 2,424
Cumulative translation adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (70) (120)

Total shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,921 6,515

Total liabilities and shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,341 63,646

C. Condensed Consolidated Statement of Shareholders’ Equity and Comprehensive Income

Common
stock

Number of
Shares
Issued

Preferred
stock

Number of
Shares
Issued

Common
Stock
£m

Preferred
Stock £m

Additional
Paid-in
Capital

£m

Unearned
ESOP
Shares

£m

Cfwd
below

£m

Balance at January 1, 1997. . . . . . . . . . . 1,558,352,788 125,000,000 390 125 636 — 1,151
Net income . . . . . . . . . . . . . . . . . . . . . . . . — — — — — — —
Cumulative translation adjustments . . . . . . — — — — — — —
Issuance of common shares . . . . . . . . . . . . 1,289,486 — — — 4 — 4
Dividends paid . . . . . . . . . . . . . . . . . . . . . — — — — — — —
Unrealized gains, net . . . . . . . . . . . . . . . . . — — — — — — —
Stock compensation . . . . . . . . . . . . . . . . . . 17,136,354 — 4 — 38 — 42
Scrip dividend adjustment . . . . . . . . . . . . . 9,193,282 — 2 — 47 — 49
Purchase and cancellation of stock . . . . . . . (32,100,000) — (8) — — — (8)

Balance at December 31, 1997. . . . . . . . . 1,553,871,910 125,000,000 388 125 725 — 1,238
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Accumulated Comprehensive Income

Bfwd
from
above

£m

Unearned
Compensation

£m

Unrealized
Gains on

Investments net
£m*

Cumulative
Translation
Adjustments

£m

Retained
Earnings

£m*

Total
Shareholders’

Equity
£m

Balance at January 1, 1997. . . . . . . . . . . . 1,151 (6) 1,920 — 2,414 5,479
Net income . . . . . . . . . . . . . . . . . . . . . . . . . — — — — 688 688
Cumulative translation adjustments . . . . . . . . — — — (54) — (54)
Issuance of common shares . . . . . . . . . . . . . — — — — — 4
Dividends paid . . . . . . . . . . . . . . . . . . . . . . 4 — — — (314) (314)
Unrealized gains, net . . . . . . . . . . . . . . . . . . — — 569 — — 569
Stock compensation . . . . . . . . . . . . . . . . . . . 42 (9) — — — 33
Scrip dividend adjustment . . . . . . . . . . . . . . 49 — — — — 49
Purchase and cancellation of stock . . . . . . . . — — — — (145) (153)

Balance at December 1, 1997. . . . . . . . . . . 1,238 (15) 2,489 (54) 2,643 6,301

Common stock
Number of

Shares Issued

Preferred stock
Number of

Shares Issued

Common
Stock
£m

Preferred
Stock
£m

Additional
Paid-in
Capital

£m

Unearned
ESOP
Shares

£m

Cfwd
below

£m

Balance at January 1, 1998. . . . . . . . . . 1,553,871,910 125,000,000 388 125 725 — 1,238
Net income . . . . . . . . . . . . . . . . . . . . . . . — — — — — — —
Cumulative translation adjustments . . . . . . — — — — — — —
Issuance of common shares . . . . . . . . . . . 4,492,664 — 1 — 17 — 18
Dividends paid . . . . . . . . . . . . . . . . . . . . — — — — — — —
Unrealized losses, net . . . . . . . . . . . . . . . — — — — — — —
Stock compensation . . . . . . . . . . . . . . . . . 5,648,107 — 2 — 13 — 15

Balance at December 31, 1998. . . . . . . . 1,564,012,681 125,000,000 391 125 755 — 1,271

Accumulated Comprehensive Income

Bfwd
from
above

£m

Unearned
Compensation

£m

Unrealized
Gains on

Investments net
£m*

Cumulative
Translation
Adjustments

£m

Retained
Earnings

£m*

Total
Shareholders’

Equity
£m

Balance at January 1, 1998. . . . . . . . . . . . . . . 1,238 (15) 2,489 (54) 2,643 6,301
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — 660 660
Cumulative translation adjustments . . . . . . . . . . — — — (66) — (66)
Issuance of common shares . . . . . . . . . . . . . . . . 18 — — — — 18
Dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . — — — — (349) (349)
Unrealized losses, net . . . . . . . . . . . . . . . . . . . . — — (65) — — (65)
Stock compensation . . . . . . . . . . . . . . . . . . . . . 15 1 — — — 16

Balance at December 31, 1998. . . . . . . . . . . . . 1,271 (14) 2,424 (120) 2,954 6,515
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Common stock
Number of

Shares Issued

Preferred stock
Number of

Shares Issued

Common
Stock
£m

Preferred
Stock
£m

Additional
Paid-in
Capital

£m

Unearned
ESOP
Shares

£m

Cfwd
below

£m

Balance at January 1, 1999. . . . . . . 1,564,012,681 125,000,000 391 125 755 — 1,271
Net income . . . . . . . . . . . . . . . . . . . . — — — — — — —
Cumulative translation adjustments . . — — — — — — —
Share consolidation (note 27) . . . . . . . (142,347,397) — — — — — —
Dividends paid . . . . . . . . . . . . . . . . . — — — — — — —
Unrealized losses, net . . . . . . . . . . . . — — — — — — —
Stock compensation . . . . . . . . . . . . . . 6,746,997 — 2 — 22 — 24
Purchase of stock for ESOP . . . . . . . . — — — — — (29) (29)

Balance at December 31, 1999. . . . . 1,428,412,281 125,000,000 393 125 777 (29) 1,266

Accumulated Comprehensive Income

Bfwd
from
above

£m

Unearned
Compensation

£m

Unrealized
Gains on

Investments net
£m*

Cumulative
Translation
Adjustments

£m

Retained
Earnings

£m*

Total
Shareholders’

Equity
£m

Balance at January 1, 1999. . . . . . . . . . . . 1,271 (14) 2,424 (120) 2,954 6,515
Net income . . . . . . . . . . . . . . . . . . . . . . . . . — — — — 933 933
Cumulative translation adjustments . . . . . . . . — — — 50 — 50
Share consolidation (note 27) . . . . . . . . . . . . — — — — — —
Dividends paid . . . . . . . . . . . . . . . . . . . . . . — — — — (1,118) (1,118)
Unrealized losses, net . . . . . . . . . . . . . . . . . — — (445) — — (445)
Stock compensation . . . . . . . . . . . . . . . . . . . 24 (10) — — 1 15
Purchase of stock for ESOP . . . . . . . . . . . . . (29) — — — — (29)

Balance at December 31, 1999. . . . . . . . . . 1,266 (24) 1,979 (70) 2,770 5,921

* Restated

Total comprehensive income for the year ended December 31, 1999 was £528m(1998 £530m, 1997
£1,194 m).

Statement of Financial Accounting Standard 52, ‘‘Foreign Currency Translation’’ has been applied
prospectively as of January 1, 1997. The effect of this is that the beginning cumulative foreign currency
translation adjustment has not been separately stated within other comprehensive income but instead remains
within retained earnings.

D. Cash Flow Information

In accordance with UK GAAP, the Group’s consolidated cash flow statements are presented in
accordance with UK Financial Reporting Standard No.1, as revised (‘‘FRS 1’’). The statements and notes
thereto present substantially the same information as that required under US GAAP as required by Statement of
Financial Accounting Standards No. 95, ‘‘Statement of Cash Flows’’, with the exception that the UK GAAP
cashflow excludes the cash flows of the Group’s life insurance funds. Under US GAAP these cash flows are
required to be presented except for separate accounts activity which is excluded.

Under UK GAAP, the Group’s cash comprises cash in bank. Under US GAAP, cash and cash
equivalents include cash and short-term investments with original maturities of three months or less. In
addition, under UK GAAP, cash flows are presented for operating activities; returns on investments and
servicing of finance; taxation; capital expenditure and financial investment; acquisitions and disposals; equity
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dividends paid; management of liquid resources and financing. US GAAP requires the classification of cash
flows as resulting from operating, investing and financing activities. Cash flows from capital expenditure and
financial investment, acquisitions and disposals, shown separately under UK GAAP, would be included as part
of the investing activities under US GAAP. The payment of dividends to shareholders is included as a financing
activity under US GAAP.

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(US Basis of Accounting)

For the years ended
December 31

1999
£m

1998
£m

1997
£m

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . 672 167 467

Net cash provided by (used in) investing activities. . . . . . . . . . . . . . . . . . . . (334) 135 (164)

Net cash provided by (used in)financing activities . . . . . . . . . . . . . . . . . . . . (25) (366) (465)

Effect of exchange rate changes on cash and cash equivalents . . . . . . . . . . . . . . 9 (4) (7)

Change in cash and cash equivalents. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 322 (68) (169)

Cash and cash equivalents — as of January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . 1,939 2,007 2,176

Cash and cash equivalents — as of December 31 . . . . . . . . . . . . . . . . . . . . . . . 2,261 1,939 2,007

50. Additional US GAAP Disclosures

Set forth below are the additional disclosures which are required to be included in the consolidated
financial statements under US GAAP.

A. Exchange Rates

Weighted average rates of exchange for the periods are US Dollar 1.62 (1998 1.66, 1997 1.64),
Canadian Dollar 2.40 (1998 2.49, 1997 2.26), Danish Kroner 11.32(1998 11.05, 1997 10.83) and Australian
Dollar 2.50 (1998 2.61, 1997 2.18).

B. Earnings Per Share (EPS)

The earnings per share calculation is calculated by reference to the US GAAP net income attributable
to equity shareholders. The weighted average number of shares is based on the weighted average shares in
issue during the year as disclosed in note 16, but adjusted for the impact of the ten for eleven share
consolidation referred to in note 27.

The diluted earnings per share is calculated by reference to the US GAAP net income attributable to
equity shareholders after adjustment for potentially dilutive securities. The weighted average number of shares
has also been adjusted for the impact of the ten for eleven share consolidation referred to in note 27.
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The information used in determination of earnings per share for the years ended December 31, is as
follows:

1999 1998 1997

Ordinary
Shares*

m

Net
Income

£m

Ordinary
Shares*

m

Net
Income

£m

Ordinary
Shares*

m

Net
Income

£m

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,423.63 891 1,418.14 802 1,405.73 688
Preferred dividends . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (9) (9)

Income applicable to ordinary shares . . . . . . . . . . . . . . 882 793 679
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . 42 (142) —

Income applicable to ordinary shares. . . . . . . . . . . . 924 651 679
Effect of dilutive securities:
Stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.41 — 21.19 — 19.08 —
Convertible bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — 38.45 7

Net income attributable to ordinary shares and
potentially dilutive securities . . . . . . . . . . . . . . . . 1,438.04 924 1,439.33 651 1,463.26 686

1999 1998 1997

Basic earnings per share:
Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62.0p 55.9p 48.3p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9p (10.0)p —

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.9p 45.9p 48.3p

Diluted earnings per share:
Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61.3p 55.1p 46.9p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9p (9.9)p —

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.2p 45.2p 46.9p

* All shares in issue up to the date of consolidation were adjusted for the May 1999, ten for eleven share
consolidation referred to in note 27. No adjustment has been made to reflect the impact of the £751m special
dividend (48p per share) referred to in note 15.

C. Extraordinary Item

During 1998, the Group recognized an extraordinary charge of £142m (or 10.0p basic earnings per
share and 9.9p diluted earnings per share) as a result of the early extinguishment of the remaining outstanding
7.25% subordinated convertible bonds originally due 2008. The loss was a result of the Group paying market
value for the bonds that at the time of repurchase exceeded the carrying value. The loss was not tax effected in
1998 as the UK Inland Revenue had indicated to the Group that they did not regard the amount as tax
deductible. Late in 1999, the UK Inland Revenue changed its position to agree with the Group’s tax position on
the transaction. The tax relief on the extinguishment was recognized in 1999 as an extraordinary item, in the
same manner as the original item.

D. Revenue Recognition

Premiums on short duration property and casualty and life contracts are recognized as revenue over the
period of the contract in proportion to the amount of insurance protection provided. Premiums on long duration
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life contracts are recognized as revenue when due from policyholders. Revenues from universal life contracts
include charges for costs of insurance, surrender charges and maintenance expenses and are recognized as they
are assessed against the policyholder. Initial policy fees on long duration life insurance contracts (primarily
universal life and investments contracts) that are in excess of the level of annual policy fees taken thereafter are
deferred and recognized over the term of the policy.

E. Stock Option Plans

At December 31, 1999, the Group had two types of stock-based compensation plans. One was an
executive share options plan; the other, an employee savings related share options plan. The Group applies
APB Opinion 25, ‘‘Accounting for Stock Issued to Employees’’, and related interpretations in accounting for its
plans. Accordingly, compensation costs are recognized over the vesting periods only for variable plans and for
those grants where the exercise price is below the fair value of the stock on the date of grant. Unearned
compensation for future services relating to these plans has been recorded as a separate reduction of equity and
is being amortized over the vesting periods. Compensation expense is not recorded for plans where the exercise
price is equal to the market price on the date of the grant.

Statement of Financial Accounting Standards No. 123 ‘‘Accounting for Awards of Stock Based
Compensation to Employees’’ encourages a fair value based method of accounting for employee stock option
plans. Under the fair value method, compensation cost is measured at the grant date based on the fair value of
the award and is recognized over the vesting period.

Had compensation costs for these plans been determined consistent with the fair value method, the
Group’s US GAAP net income and earnings per share for the years ended December 31 would have been
reduced to the pro forma amounts as follows:

1999
£m

1998
£m

1997
£m

Pro Forma:
Net income attributable to ordinary shares . . . . . . . . . . . . . . . . . . . . . . 879 787 677
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42 (142) —

Net income applicable to ordinary shares . . . . . . . . . . . . . . . . . . . . . . . 921 645 677

1999 1998
Restated

1997

Earnings per share:
Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61.7p 55.5p 48.2p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9p (10.0)p —

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.6p 45.5p 48.2p

Diluted earnings per share:
Income before extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61.1p 54.7p 46.3p
Extraordinary item . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.9p (9.9)p —

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64.0p 44.8p 46.3p

The fair value of stock grants included in the pro forma amounts is not necessarily indicative of future
effects on net income and earnings per share.
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On May 1, 1996, the Group’s Board of Directors adopted the 1996 executive share option plan, which
provided that options to purchase shares of common stock could be granted to officers and other key employees
at prices not less than fair value at the date of grant. Under the executive share option plan, awards made
before February 23, 1996 vest from three to five years after the date of the grant and are not subject to any
performance criteria. Awards made after February 23, 1996 (except for certain options granted in April 1997)
vest only if the Group achieves certain shareholder return or return on capital targets. The exercise price of all
options is equal to the grant date market value of the stock and all options expire ten years after the date of the
grant. The executive share option plan has been accounted for as a variable plan under US GAAP.

Additional information with respect to the Group’s executive share option plan at December 31, is as
follows:

1999 1998

Shares Price (a) Shares Price (a)

Outstanding January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,900,410 423.23p 16,229,289 380.28p
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,340,834 501.37p 6,205,831 497.00p
Exercised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (927,332) 321.16p (2,106,242) 319.18p
Cancelled . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (184,306) 378.13p (428,468) 378.30p

Outstanding December 31. . . . . . . . . . . . . . . . . . . . . . . 26,129,606 450.02p 19,900,410 423.23p

Options exercisable at year end . . . . . . . . . . . . . . . . . . . . 6,135,816 334.24p 4,425,372 321.38p

(a) Price refers to weighted average exercise price in sterling.

The following stock options under the executive share option plan were outstanding or exercisable as
of December 31, 1999:

Options Outstanding

Range of
Exercise
Prices

Number of
Shares

Weighted Average
Remaining

Contractual Life
(Years)

Weighted Average
Exercise Price

141.6-200 282,856 2.75 141.60p
201-250 1,258,835 4.10 226.97p
251-300 153,083 4.25 260.08p
301-350 3,011,811 4.74 329.00p
351-400 2,220,571 6.53 373.82p
401-450 3,729,529 6.97 431.90p
451-500 6,183,207 8.75 497.00p

501-525.7 9,289,714 8.92 526.34p

26,129,606
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Options Exercisable

Range of
Exercise Prices

Number of
Shares

Weighted Average
Exercise Price

141.6-200 282,856 141.60p
201-250 1,258,835 226.97p
251-300 87,244 262.90p
301-350 1,988,489 337.40p
351-400 857,604 381.58p
401-450 1,660,788 424.31p
451-500 — —

501-525.7 — —

6,135,816

Under the executive share option plan, the weighted average estimated fair value per option granted by
the Company during 1999 was 116.93p(1998 129.43p). The fair value of stock options granted under the
executive share option plan during 1999 was £8.6m (1998 £8m). Fair values for the Company’s executive share
option plan were estimated as of the date of grant using the Black-Scholes pricing model with the following
weighted average assumptions: dividend yields of 5.04% (1998 and 1997 4.06%); expected volatilities of
34.02% in 1999 (1998 30.92%, 1997 27.57%); risk-free interest rates of 5.29% in 1999 (1998 6.65%, 1997
6.76%); and expected terms of five years.

The Group’s savings related share options plan was adopted on May 17, 1989. Eligible employees can
receive privileges to purchase shares of the Group’s common stock at a price equal to 80% to 88% of the fair
value on the date of grant of the purchase privilege for UK based participants, and 100% of the fair value on
the date of grant of the purchase privilege for Republic of Ireland based participants. All options expire in
three, five or seven years from the grant date. Purchase privileges were granted to all employees of the UK
companies whose contract of employment is greater than two years, and to employees outside the UK on a UK
Participating Company Contract of Employment who are participants of the Royal Insurance Group Pension
Scheme or SAL Pension Scheme. The number of shares available for purchase from the plan by each
participant is limited to the whole number of shares purchasable from the aggregate value of their savings
contract upon maturity. An individual’s maximum monthly contribution to all current savings contracts is £250.

The Group’s International Sharesave Plan (savings related) was adopted on May 12, 1999. Eligible
employees can receive privileges to purchase shares of the Group’s common stock at a price equal to 80% to
88% of the fair value on the date of grant (fair value being the average of the middle market quotation, over the
5 business days immediately preceding the date of invitation, derived from the London Stock Exchange) of the
purchase privilege for all eligible employees under the plan. All options expire in three or five years from the
grant date. The number of shares available for purchase from the plan by each participant is limited to the
whole number of shares purchasable from the aggregate value of their savings contract upon maturity. An
individual’s maximum monthly contribution to all current savings contracts is £250.
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Additional information with respect to the Group’s savings related share option plan at December 31,
was as follows:

1999 1998

Shares Price (a) Shares Price (a)

Outstanding January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,926,727 328.18p 26,210,155 282.61p
Granted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,860,395 402.06p 6,653,662 446.20p
Exercised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,819,665) 226.71p (3,541,865) 215.35p
Cancelled . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,490,124) 390.19p (2,395,225) 323.94p

Outstanding December 31. . . . . . . . . . . . . . . . . . . . . . . 28,477,333 374.68p 26,926,727 328.18p

Options exercisable at year end . . . . . . . . . . . . . . . . . . . . 489,321 231.43p 368,254 260.96p

(a) Price refers to weighted average exercise price in sterling.

The following stock options under the savings related share option plan were outstanding or
exercisable as of December 31, 1999:

Options Outstanding

Range of
Exercise Prices

Number of
Shares

Weighted Average
Remaining

Contractual Life
(Years)

Weighted Average
Exercise Price

93.8-150 118,638 0.25 93.80p
151-200 34,397 0.08 186.00p
201-250 2,881,718 0.81 238.99p
251-300 3,349,075 1.41 276.65p
301-350 2,544,823 2.19 319.03p
351-400 7,968,377 4.69 393.01p
401-450 10,350,136 3.45 436.61p
451-483 1,230,169 1.42 479.69p

28,477,333

Options Exercisable

Range of
Exercise Prices

Number
of Shares

Weighted Average
Exercise Price

93.8-150 118,638 93.80p
151-200 34,397 186.00p
201-250 117,261 206.20p
251-300 64,560 268.26p
301-350 — —
351-400 154,465 351.00p
401-450 — —
451-483 — —

489,321

Under the savings related share option plan, the fair values of purchase privileges granted during 1999
was £14.4m(1998 £12.1m, 1997 £8.7m). The weighted average market value per share of those
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purchase rights granted in 1999 was 147.61p(1998 178.21p, 1997 168.02p). The market value of each
purchase right is estimated on the date of the subscription using the Black-Scholes model.

The following weighted average assumptions were used for grants under the savings related share
option plan in 1999, 1998 and 1997: dividend yields of 5.04% (1998 and 1997 4.06%); risk-free interest rates
of 5.83% (1998 and 1997 6.65%); and expected terms of five years. Expected volatilities were 35.08% in 1999
(1998 31.31%, 1997 27.81%).

The maximum number of shares to be granted are limited such that total shares issued under all
employee stock option plans do not exceed ten percent of the ordinary share capital of the Group. Total
compensation cost recorded in the US GAAP income statement for all plans was (£0.5m) in 1999 (1998 £2.2m,
1997 £2.8m). Unearned compensation recorded as a charge against US GAAP shareholders’ equity was £24.3m
as of December 31, 1999 (1998 £14.4m, 1997 £14.8m).

F. Investments

For purposes of US GAAP, debt and equity securities are required to be classified into three
categories: held-to-maturity, available-for-sale and trading. Debt securities include redeemable preferred shares
and equity securities include non-redeemable preferred shares.

Impaired mortgage loans were £28mat December 31, 1999 (1998 £22m). As of December 31, 1999 a
valuation allowance of £17m (1998 £18m) was established to reduce the carrying value of the mortgage loans
to the present value of expected future cash flows for these loans. Interest foregone on these loans was £1m for
the year ended December 31, 1999 (1998 £1m).

Investments in real estate are recorded at historical cost less accumulated depreciation.

Short-term investments comprise commercial paper, marketable certificates of deposits and other liquid
investments maturing within one year. Short-term investments are carried at cost, which approximates to fair
value.
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Total investments as of December 31 were as follows:

1999 1998

Carrying
Value
£m

Fair
Value
£m

Carrying
Value
£m

Fair
Value
£m

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,551 18,551 17,949 17,949

Fixed maturities:
UK Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,513 6,513 7,559 7,559
US Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 962 963 839 839
Obligations of US state and local government

authorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 728 728 240 241
Other government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,701 4,701 4,415 4,416
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,754 6,754 5,030 5,030
Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . 3,030 3,030 4,125 4,125
Other bonds and private placements . . . . . . . . . . . . . . . . 1,019 1,019 1,242 1,242
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 51 50 50

Total fixed maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,758 23,759 23,500 23,502
Mortgage loans on real estate . . . . . . . . . . . . . . . . . . . . . . . . . 464 464 490 493
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 922 1,936 1,011 2,321
Policyholder, collateral and other loans . . . . . . . . . . . . . . . . . . 94 94 135 135
Short-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 322 322 175 175
Other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 454 454 382 382

Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44,565 45,580 43,642 44,957

At December 31, 1999, investment real estate consisted of land with a cost of £285m(1998 £337m),
buildings with a cost of £1,154m(1998 £1,404m) and accumulated depreciation of £517m(1998 £730m).
Depreciation expense for 1999 was £38m (1998 £65m, 1997 £51m).

The amortized cost, gross unrealized gains and losses and estimated fair values of investments in fixed
maturities held-to-maturity as of December 31 were as follows:

Amortized
Cost
£m

Gross
Unrealized

Gains
£m

Gross
Unrealized

Losses
£m

Fair
Value
£m

1999

US Government and US state and local government authorities . . . . . . 44 1 — 45
Other government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 — — 10
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 — — 10
Other bonds and private placements . . . . . . . . . . . . . . . . . . . . . . . . . . 9 — — 9

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 1 — 74

1998

US Government and US state and local government authorities . . . . . . 39 1 — 40
Other government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 1 — 25
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 — — 9

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72 2 — 74
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The amortized cost and fair value of held-to-maturity fixed maturities by contractual maturity at
December 31, 1999 were as follows:

Amortized
Cost
£m

Fair
Value
£m

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 0
Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 50
Due after five years through ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 18
Due after ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 6

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 74

The amortized cost for fixed maturities and historical cost for equity securities, gross unrealized gains
and losses and estimated fair values of investments in available-for-sale fixed maturities and equity securities as
of December 31 were as follows:

Cost
£m

Gross
Unrealized

Gains
£m

Gross
Unrealized

Losses
£m

Fair
Value
£m

1999

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,142 4,108 (157) 8,093
Fixed maturities:

UK Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,922 47 (38) 1,931
US Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 874 1 (14) 861
Obligations of US state and local government

authorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 740 1 (13) 728
Other Government . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,437 71 (44) 3,464
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . 3,898 36 (67) 3,867
Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . 3,034 28 (32) 3,030
Other bonds and private placements . . . . . . . . . . . . . . 1,011 23 (24) 1,010
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 1 (1) 51

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,109 4,316 (390) 23,035

1998

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,462 4,076 (325) 8,213
Fixed maturities:

UK Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,163 75 — 2,238
US Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 684 33 — 717
Obligations of US state and local government

authorities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 198 3 — 201
Other Government . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,083 186 (2) 3,267
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . 3,313 172 (4) 3,481
Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . 4,023 103 (1) 4,125
Other bonds and private placements . . . . . . . . . . . . . . 1,185 60 (3) 1,242
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 2 — 50

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,159 4,710 (335) 23,534
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The amortized cost and fair value of available-for-sale fixed maturities by contractual maturity at
December 31, 1999 were as follows:

Amortized
Cost
£m

Fair Value
£m

Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 961 964
Due after one year through five years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,044 6,030
Due after five years through ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,914 2,884
Due after ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,453 4,475
Mortgage-backed securities and other securities—without a single maturity date* . . 595 589

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,967 14,942

* Actual maturities may differ from scheduled maturities because the borrowers have the right to call or prepay
certain obligations, sometimes without penalties. Maturities of mortgage-backed and other asset-backed
securities depend on the repayment characteristics and experience of the underlying obligations.

Realized gains and losses on available-for-sale fixed maturities and equity securities, as predominantly
determined by the first-in-first-out method for fixed maturities and average cost for equity securities, and the
proceeds thereon for the years ended December 31, were as follows:

1999
£m

1998
£m

1997
£m

Proceeds from sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,672 13,580 12,136
Gross realized gains on those sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,529 1,339 631
Gross realized losses on those sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (514) (249) (174)

The amortized cost for fixed maturities and historical cost for equity securities, net unrealized gains
and losses and estimated fair values of investments in trading fixed maturities and equity securities as of
December 31 were as follows:

Cost
£m

Net
Unrealized

Gains
£m

Fair
Value
£m

1999

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,169 5,289 10,458
Fixed maturities:

UK Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,430 152 4,582
US Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64 (7) 57
Other Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,350 (123) 1,227
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,770 107 2,877

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,783 5,418 19,201

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS, Continued

F-91



Cost
£m

Net
Unrealized

Gains
£m

Fair
Value
£m

1998

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,087 4,649 9,736
Fixed maturities:

UK Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,607 714 5,321
US Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 118 4 122
Other Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,053 71 1,124
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,242 298 1,540

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,107 5,736 17,843

Realized gains and losses on trading fixed maturities and equity securities, as predominantly
determined by the first-in-first-out method for fixed maturities and average cost for equity securities, and the
proceeds thereon for the years ended December 31, were as follows:

1999
£m

1998
£m

1997
£m

Proceeds from sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,448 12,090 6,651
Gross realized gains on those sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,187 1,890 906
Gross realized losses on those sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (699) (411) (222)

Realized gains arising on the overall portfolio of available-for-sale and trading fixed maturities and
equity investments are shown below:

1999
£m

1998
£m

1997
£m

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,845 2,408 979
Fixed maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (342) 161 162

2,503 2,569 1,141

Fixed maturities below investment grade or those not rated held by the Group as of December 31,
1999 were approximately £1,921m(1998 £1,669m).

At December 31, 1999 all collateralized mortgage obligations (CMOs) held were investment grade and
approximately 33% (1998 80%) were backed by various US government agencies. The remaining 67% (1998
20%) were corporate issues. At December 31, 1999 the fair value of the CMO portfolio was £226m(1998
£626m). The Group’s CMO portfolio is readily marketable. There were no derivative (high risk) CMO
securities contained in the portfolio at December 31, 1999 and 1998.

Included within mortgage backed securities as of December 31, 1999 were £2,796m(1998 £3,270m)
of Danish mortgage bonds. These bonds are issued by Danish mortgage credit institutions, which are monitored
by the Danish Financial Supervisory Authority. Bonds are quoted and traded as securities on the Copenhagen
Stock Exchange.

The UK operations of the Group enter into exchange traded futures contracts in order to switch from
equities to gilts. These contracts are linked to the FTSE 100, an index that tracks the performance of the top
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100 companies (by market capitalization) listed on the London Stock Exchange. The futures contracts are
designated as hedges of the underlying equities and meet the US GAAP requirements for hedge accounting.
Where the futures relate to equity securities that are classified as trading securities the futures are marked to
market, with changes in their market value reflected in income as they occur. Where the futures relate to equity
securities that are classified as available for sale securities, the futures have been marked to market, with
changes in their market value recorded in other comprehensive income, to match the changes in market value
of the securities that they hedge.

Income earned from investments was comprised of the following for the years ended December 31:

1999
£m

Restated
1998
£m

Restated
1997
£m

Dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 397 481 511
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,603 1,542 1,570
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 189 232

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,131 2,212 2,313

Fixed maturities:
UK Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406 401 444
Foreign Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 258 243 213
US Government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76 62 53
Obligations of US state and local government authorities . . . . . . . . . . . 18 8 15
Corporate securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 358 297 289
Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 213 245 290
Other bonds and private placements . . . . . . . . . . . . . . . . . . . . . . . . . . 72 84 67
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 183 184 181

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 397 481 511
Investment in real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 189 232
Short-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19 18 18

Total investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,131 2,212 2,313
Investment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (157) (170) (143)

Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,974 2,042 2,170

G. Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, ‘‘Disclosure about Fair Value of Financial
Instruments’’ (FAS 107), requires disclosure of fair value information about financial instruments, as defined
therein, for which it is practicable to estimate such fair value. In the measurement of the fair value of certain of
the financial instruments, if quoted market prices were not available, then other valuation techniques were
utilized. These derived fair value estimates are significantly affected by the assumptions used. FAS 107
excludes certain financial instruments and insurance contracts.
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The methods and assumptions used by the Group in estimating fair value of the financial instruments
are:

� Fixed maturity fair values are generally based upon quoted market prices. Where market
prices are not readily available, fair values are estimated using either values obtained from
quoted market prices of comparable securities or estimated by discounting expected future
cash flows using a current market rate applicable to the yield, credit quality and maturity of
the investment.

� Equity securities fair values are based upon quoted market prices.

� Mortgage loans on real estate, policyholder loans and collateral loans fair values are estimated
using discounted cash flow calculations based upon prevailing market rates. Cash, short-term
investments, commercial paper, other assets, liabilities and accruals carrying amounts
approximate fair values.

� Notes, bonds and loans payable fair values are determined by reference to quoted market
prices or estimated using discounted cash flow calculations based upon prevailing market
rates. For borrowings that carry a variable rate of interest, carrying values approximate fair
values.

� Fair values of annuity contracts included in policyholders’ contract deposits and other funds
are determined using discounted cash flow calculations based on interest rates currently
offered for contracts with similar remaining maturities.

� Derivatives fair values are generally based upon quoted market prices.

The carrying amounts and fair values of the Group’s financial instruments as of December 31 were as
follows:

1999 1998

Carrying
Value
£m

Fair
Value
£m

Restated
Carrying

Value
£m

Restated
Fair

Value
£m

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,551 18,551 17,949 17,949
Fixed maturities (excluding mortgage-backed securities) . . . . . . . . 20,728 20,729 19,375 19,377
Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,030 3,030 4,125 4,125
Mortgage loans on real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . 464 464 490 493
Policyholder, collateral and other loans . . . . . . . . . . . . . . . . . . . . . 94 94 135 135
Short-term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 322 322 175 175
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,261 2,261 1,939 1,939
Notes, long term subordinated debt, bonds and loans payable . . . . . 1,326 1,342 451 466
Policyholders’ contract deposits and other funds . . . . . . . . . . . . . . 8,608 8,608 9,032 9,032
Forward foreign currency contracts . . . . . . . . . . . . . . . . . . . . . . . . 23 23 10 10
Options/futures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 145 145 70 70
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69 69 6 6

H. Concentrations of Credit Risk

The Group places cash and short-term deposits and undertakes foreign exchange contracts with a range
of banks and financial institutions and controls its exposure to any one bank or financial institution. The
Group’s investments comprise a broad range of financial investments issued principally in the United Kingdom,
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United States, Canada and Scandinavia. The mix of investments which include fixed maturities, equity
securities and mortgage loans on real estate by geographic location were as follows at December 31:

1999

Carrying
Value
£m %

Fair
Value
£m %

By Country/Region:
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,352 50% 21,352 50%
United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,971 14% 5,972 14%
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,513 3% 1,513 3%
Australia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,113 3% 1,113 3%
Scandinavia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,029 12% 5,029 12%
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,366 15% 6,366 15%
Asia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 554 1% 554 1%
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 875 2% 875 2%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,773 100% 42,774 100

By Industry:
Banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,415 13% 5,415 13%
Pharmaceuticals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,450 3% 1,450 3%
Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,300 3% 1,300 3%
Manufacturing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,393 3% 1,393 3%
Utilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,704 4% 1,704 4%
Technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,726 4% 1,726 4%
Chemical . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 353 1% 353 1%
Construction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507 1% 507 1%
Mining . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,792 4% 1,792 4%
Retail . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 971 2% 971 2%
Government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,229 31% 13,230 31%
Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,030 7% 3,030 7%
Mortgage loans on real estate . . . . . . . . . . . . . . . . . . . . . . . . . . 464 1% 464 1%
Telecommunications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,782 7% 2,782 7%
Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,462 4% 1,462 4%
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,195 12% 5,195 12%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,773 100% 42,774 100%
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1998

Restated
Carrying

Value
£m %

Restated
Fair

Value
£m %

By Country/Region:
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,814 52% 21,814 52%
United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,366 15% 6,370 15%
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,495 4% 1,495 4%
Australia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,052 3% 1,052 3%
Scandinavia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,930 12% 4,930 12%
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,788 13% 5,789 13%
Asia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 445 1% 445 1%
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49 0% 49 0%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41,939 100% 41,944 100%

By Industry:
Banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,793 11% 4,793 11%
Pharmaceuticals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,859 5% 1,859 5%
Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,590 4% 1,590 4%
Manufacturing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,844 7% 2,844 7%
Utilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,483 6% 2,483 6%
Technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,295 3% 1,295 3%
Chemical . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403 1% 403 1%
Construction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 562 1% 562 1%
Mining . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,354 3% 1,354 3%
Retail . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,540 4% 1,540 4%
Government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,053 31% 13,055 31%
Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,125 10% 4,125 10%
Mortgage loans on real estate . . . . . . . . . . . . . . . . . . . . . . . . . . 490 1% 493 1%
Telecommunications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,618 4% 1,618 4%
Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,272 3% 1,272 3%
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,658 6% 2,658 6%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41,939 100% 41,944 100%

Investments in equity securities include an investment in Chubb Corporation of £315mat December
31, 1999 (1998 £351m). Receivables include significant amounts due from policyholders, brokers and
reinsurers. Due to the large number of policyholders, brokers and reinsurers across many geographic areas, the
Group’s credit exposure is minimized. At December 31, 1999 and 1998, the Group did not consider there to be
any significant concentrations of credit risk.

At December 31, 1999 we have a reinsurance recoverable from a reinsurer, with a Standard & Poor’s
rating of AAA, of approximately £280m.

I. Reserves for Loss and Loss Adjustment Expenses

The Group establishes its reserve for loss and loss adjustment expenses (LAE) by product, coverage
and year. Loss and LAE liabilities consist of two components: case reserves and incurred but not reported
(IBNR) reserves. Case reserves are estimates of future loss payments with respect to insured events that have
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been reported to the Group. These reports may be made formally by the claimants or informally by other
means, such as evaluation of claims by attorneys. The amount reserved is the amount expected to be ultimately
paid. IBNR reserves are actuarially determined and reflect the estimated ultimate loss amount which will be
paid by the Group and the expected change in the value of those claims which have already been reported to
the insurer. Management considers many factors when establishing reserves, including (i) information from
ceding companies, (ii) historical trends, such as historical claims development patterns, loss payments, pending
levels of unpaid claims and product mix, (iii) internal methodologies which analyze the Group’s experience
with similar cases, (iv) current legal interpretations and (v) economic conditions. Based on these considerations,
management believes that an adequate provision has been made for the Group’s loss and LAE reserves, which
on a gross basis totalled £14,167m(1998 £11,784m) for general (property and casualty) business and £194m
(1998 £360m) for life and health business. Claims provisions relating to certain workers’ compensation
reserves in the United States, Canada and Scandinavia have been discounted as the payment pattern and
ultimate costs are fixed. The amount of discount reflected in loss and LAE reserves as of December 31, 1999
was approximately £108m(1998 £101m).

The following analysis provides a reconciliation of the activity in the reserve for losses and loss
adjustment expenses for the years ended December 31:

1999
£m

Restated
1998
£m

At January 1:
Gross reserve for losses and loss adjustment expenses . . . . . . . . . . . . . . . . . . . . . . . . . 12,144 12,162
Less reinsurance recoverable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,295 2,310

Net reserve for losses and loss adjustment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,849 9,852

Effect of foreign currency translations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 (22)
Effect of acquisitions, claim portfolio transfers and other reclassifications . . . . . . . . . . . 1,533* 1

Loss and loss adjustment expenses incurred:
Current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,573 5,367
Prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (184) (299)

Total incurred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,389 5,068

Loss and loss adjustment expenses paid:
Current year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,618 2,371
Prior years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,007 2,679

Total paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,625 5,050

At December 31:
Net reserve for losses and loss adjustment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,161 9,849
Plus reinsurance recoverable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,200 2,295

Gross reserve for losses and loss adjustment expenses . . . . . . . . . . . . . . . . . . . . . . . . . 14,361 12,144

* Attributable mainly to the acquisitions discussed in note 24.

Estimation of asbestos and environmental loss reserves is subject to a significant level of uncertainty,
as these claims cannot be estimated by conventional reserving techniques. The following factors are evaluated
by the Group in projecting the ultimate claims cost for asbestos and environmental claims: available insurance
coverage; limits and deductibles; an analysis of each policyholder’s potential liability; jurisdictional
involvement; past and projected future claim activity; past settlement values of similar claims; allocated claim
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adjustment expense; potential role of other insurance; and applicable coverage defences, if any. Once the gross
ultimate exposure for indemnity and allocated claim adjustment expense is determined for a policyholder by
policy year, a ceded projection is calculated based on any applicable facultative and treaty reinsurance, and past
ceded experience. In addition, a similar review is conducted for asbestos property damage claims.

The reserves carried for asbestos and environmental claims at December 31, 1999 are the Group’s best
estimate of ultimate loss and loss adjustment expenses based upon known facts and current law. However, the
conditions surrounding the final resolution of these claims continue to change. Because of future unknowns,
additional liabilities may arise for amounts in excess of the current reserves. These additional amounts, or a
range of these additional amounts, cannot now be reasonably estimated, and could result in a liability exceeding
reserves by an amount that would be material to the Group’s operating results in a future period. However, the
Group believes that it is not likely that these claims will have a material adverse effect on the Group’s financial
condition and liquidity.

Significant delays occur in the notification of claims and a substantial measure of experience and
judgement is involved in assessing outstanding liabilities, the ultimate cost of which cannot be known with
certainty at the balance sheet date. As the reserve for unpaid losses and LAE is determined on the basis of
information currently available, it is inherent in the nature of the business written that the ultimate liabilities
vary as a result of subsequent development. Management believes, based on the information currently
available, that the Group’s loss reserves are adequate. Loss reserve estimates are regularly reviewed and
updated, using the most current information available to management. Any adjustments resulting from changes
in reserve estimates are reflected in the consolidated statement of income.

J. Reserve for Future Life and Health Policy Benefits

The analysis of future life and health policy benefits at December 31 was as follows:

1999
£m

Restated
1998
£m

Reserve for future life and health policy benefits:
Long duration contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,123 14,828
Short duration contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 310 277

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,433 15,105

Long duration contract liabilities included in future policy benefits result from traditional life products.
Short duration contract liabilities are primarily group life and health products.

Reserves for future life and health policy benefits and claims are established based upon the Group’s
best estimates of mortality, morbidity, lapses and investment income, with appropriate provision for adverse
deviation. Actual experience in a particular period may be worse than assumed experience and, consequently,
may adversely affect the Group’s operating results for such period. The average rate of assumed investment
yields varies between life insurance businesses around the Group. The liability for future life and health policy
benefits has been established based on the following assumptions: (i) interest rates, which vary by business,
year of issuance and products, range from 1.5% to 11.1% (1998 2.5% to 11.1%) for the Group’s principal
businesses in the UK and Denmark (ii) mortality, morbidity and surrender rates are based upon actual
experience by geographical area modified to allow for variations in policy form.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS, Continued

F-98



K. Policyholders’ Contract Deposits and Other Funds

Policyholders’ contract deposits and other funds comprise primarily investment contracts.

The assumptions for interest rates used to determine the liability for policyholders’ contract deposits
has been established using interest rates that vary by business, year of issuance and product type, and credited
interest rate guarantees vary by product.

L. Undistributed Policyholder Allocations

A portion of the life insurance issued by the Group is in the form of participating insurance. A
participating contract gives the contract holder the right to a share of the profits earned on the group of
contracts in which the contract is included. Participation rights of participating contracts issued by the Group
vary by contract. The bonuses that may be declared are highly correlated to the overall performance of the
underlying assets and liabilities of the fund (company) in which the contracts participate and are subject to
normal variability and volatility. Bonuses are declared by the applicable company’s directors taking account of
actuarial valuations considering a long term view of the anticipated performance of the fund and the
policyholders’ reasonable expectations. Amounts not yet declared payable to the policyholders are segregated
for future determination by the respective territories. Once declared as bonuses these amounts are added to the
reserve for future life and health policyholders’ benefits and policy contract deposits.

M. Reinsurance

Letters of credit securing reinsurance recoverables amounted to £259m(1998 £225m).

The Group cedes reinsurance to Lloyd’s syndicates. As of December 31, 1999 the aggregate exposure
in respect of reinsurance ceded to Lloyd’s syndicates including estimated reinsurance recoveries for losses
incurred but not reported was approximately £78m (1998 £42m). No specific bad debt provision has been
established for amounts due from Lloyd’s syndicates as the amounts are considered to be recoverable.
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The general and life premiums written and earned, and loss and loss adjustment expenses incurred for
the years ended December 31 are as follows:

Premiums
Written &
Policy Fees

Premiums
Earned &
Policy Fees

Loss & LAE
Incurred &

Life Policyholder
Benefits

1999
£m

1998
£m

1999
£m

1998
£m

1999
£m

Restated
1998
£m

General/Property & Casualty:
Direct . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,148 7,701 8,025 7,605 6,300 5,650
Assumed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 311 482 292 459 315 401
Ceded . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,102) (1,217) (1,097) (1,278) (1,226) (983)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,357 6,966 7,220 6,786 5,389 5,068

Ratio of assumed to net written/earned premium and
policy fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.2% 6.9% 4.0% 6.8%

Life:
Direct . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,650 1,646 1,650 1,646 2,056 3,450
Ceded . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (120) (105) (120) (105) (76) (137)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,530 1,541 1,530 1,541 1,980 3,313

8,887 8,507 8,750 8,327 7,369 8,381

There was no assumed life business for the year ended December 31, 1999 and 1998.

Reinsurance recoverables as of December 31 consist of the following:

1999
£m

1998
£m

Unearned premium reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507 367
Reserve for loss and loss adjustment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,214 2,295
Reserve for future life and health policy benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 394 394
Reinsurance recoverable on claims paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 873 734

4,988 3,790

N. Value of Long Term (Life) Business (Present Value of Life Profits Business)

The present value of profits (PVP) of acquired insurance in-force is amortized over the premium
recognition period of the policies acquired. Discount rates of between 8% and 11.5% have been used in
determining the present value of future profits. Amortization expense is estimated to total £127m for the years
2000 to 2004. The interest accrued was at an interest rate of 7.4% in 1999 (1998 7.0%).
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The following is a summary of the changes in the present value of profits of acquired insurance
contracts for the years ended December 31:

1999
£m

Restated
1998
£m

Present value of profits of acquired life (long term) business as of January 1 . . . . . . . 136 112
Interest accrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 5
Additions as a result of acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 152 39
Reduction as a result of disposal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) —
Amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) (20)

Present value of profits of acquired life (long term) business as of
December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 284 136

O. Pension Plans

The Group sponsors a variety of pension benefit and retirement indemnity plans covering the majority
of its employees. The specific features of these plans vary in accordance with the regulations of the country in
which the employees are located, although generally plans covering salaried personnel provide retirement
benefits based on career average or final pay compensation as defined within the provisions of the individual
plans, while plans covering hourly employees provide benefits based on years of service. Eligibility for
participation in the various plans is generally based on either completion of a specified period of continuous
service or date of hire, subject to age limitation.

The range of weighted average assumptions associated with the projected benefit obligation and
expected long term rate of return on plan assets at December 31, 1999 were as follows:

Range of Plans*

Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.50-8.00%
Rates of increase in compensation levels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.50-6.50%
Expected long term rate of return on assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.00-10.00%

* The range reflects the local socio-economic environments in which the Group operates.

The following table sets forth the funded status of the various pension plans and the amounts
recognized in the accompanying condensed consolidated balance sheets as of December 31:

1999
£m

1998
£m

Plan assets at fair value* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,143 4,408
Projected benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,567) (3,772)

Plan assets in excess of benefit obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,576 636
Unrecognized transition asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (224) (278)
Unrecognized prior service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 3
Unrecognized net (gain)/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (683) 214

Prepaid pension asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 671 575

* Plan assets are invested primarily in fixed maturity securities and equity securities.
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Net pension cost for the years ended December 31 included the following components:

1999
£m

1998
£m

1997
£m

Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 94 84
Interest cost on benefit obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 192 206 215
Expected return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (348) (321) (288)
Amortization of the initial transition asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (56) (56) (56)
Recognition of net (gain)/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — —

Net periodic pension credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (98) (77) (45)

The following table sets forth the reconciliation of the above projected benefit obligations and fair
value of plan assets as at December 31:

1999
£m

1998
£m

Change in benefit obligation:
Benefit obligation, at January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,772 3,003
Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 94
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 192 206
Amendments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2
Curtailment charge . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 23
Acquisitions/sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 —
Actuarial (gain)/loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (370) 645
Benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (185) (177)
Foreign currency exchange rate changes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 (24)

Benefit obligation, at December 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,567 3,772

Change in plan assets:
Plan assets at fair value, January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,408 4,051

Actual return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 875 536
Employer contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 19
Acquisitions/sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 —
Benefits paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (185) (177)
Foreign currency exchange rate changes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 (21)

Plan assets at fair value, at December 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,143 4,408

Pension costs were increased in 1999 as a result of additional benefits granted following redundancy of
certain employees in the UK, resulting in a curtailment charge of £18m. Pension costs were increased in 1998
as a result of a voluntary early retirement incentive program offered to certain employees in the US resulting in
a curtailment charge of £23m.

Liabilities and assets were measured as of December 31, 1999 and 1998 for the US and UK plans,
which comprise roughly 95% of both assets and liabilities. For the Australian, Canadian and New Zealand
plans, varying methods and measurement dates were used. Measurement dates ranged from December 1, 1995
to December 31, 1997 for these plans. Estimation techniques were used to adjust liabilities and assets for the
plans of these countries to conform with the appropriate US GAAP basis, as regards methodology, timing and
discount rate selection.
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P. Other Post-Retirement Benefits

The Group provides post-retirement healthcare and life insurance benefits to certain current and retired
US and Canadian employees. The benefits are not pre-funded. Life insurance benefits, which provide varying
levels of coverage, are provided at no cost to retirees. Healthcare benefits, which also provide varying levels of
coverage, require retiree contributions in certain instances. Benefits are generally payable for life. During 1998,
the Group adopted an amendment which shifted a large portion of pre-65 medical coverage costs to a qualified
pension plan for certain US participants. In addition, the Group offered a voluntary early retirement incentive
program to certain US employees during 1998. During 1999 the Group disposed of its US Life operations,
resulting in a curtailment benefit of £2m.

The other post-retirement benefit expense was £6m for the year ended December 31, 1999 (1998 £5m,
1997 £4m). The components of these expenses are not shown separately, as they are insignificant.

The post-retirement benefit obligation was £47m at December 31, 1999 (1998 £43m). The weighted-
average discount rates used in determining the post-retirement benefit obligation ranged from 7.0% to 8.0% in
1999 (6.75% to 8.5% in 1998). The weighted average rate of assumed increases in compensation levels ranged
from 5% to 5.5%. The average health care cost trend rate assumed was 7.5% moving down to 5.5% over 6
years. The health care cost trend rate assumption has a significant effect on the amounts reported. Increasing
the assumed medical care cost trend rates by one percentage point would increase the post-retirement benefit
obligation as of December 31, 1999 by £4m (1998 £5m), and would not have a material impact on the service
and interest cost components of post-retirement benefit expense. Decreasing the assumed health care cost trend
rates by one percentage point would decrease the post retirement benefit obligation as of December 31, 1999 by
£3m, and would not have a material impact on the service and interest cost components of post-retirement
benefit expense.

Q. Operating Leases

The Group leases its real estate held for investment to outside parties under non-cancellable operating
leases as lessor. The Group has entered into various operating leases as lessee for office space and certain
computer and other equipment. Future rental payments under non-cancellable leases with terms in excess of
one year were as follows as of December 31:

1999
£m

2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 398

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 854

R. Income Taxes

Under UK GAAP, deferred taxes are accounted for using the liability method to the extent that it is
considered probable that a liability or asset will crystallize in the foreseeable future. Under US GAAP, deferred
taxes are accounted for using the liability method on all temporary differences and the deferred tax assets are
recognized where it is more likely than not that they will be realized.
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A summary of the US GAAP income tax expense within the income statement for the years ended
December 31 is shown below:

1999
£m

1998
£m

1997
£m

Current tax
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 253 457 230
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 297 223 277
Deferred tax
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132 86 204
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (52) 49 (53)

630 815 658

Deferred income taxes reflect the impact for financial statement reporting purposes of temporary
differences between the financial statement carrying amounts and the tax bases of assets and liabilities. US
GAAP components of the net deferred income tax asset and liability were as follows:

1999
£m

1998
Restated

£m

Deferred tax liability
Unrealized investment gains, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,862 1,886
Post-retirement benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190 156
Deferred acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 181 173
Equalization reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 163 127
Other deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 214 172

Total deferred tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,610 2,514

Deferred tax asset
Depreciation on land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 98 167
Income accelerated for tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 158 163
Expenditure deferred for tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 231 107
Loss carryforwards (net of valuation allowance) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82 49
Other deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 80 30

Total deferred tax asset. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 649 516

Net deferred tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,961 1,998

SFAS No. 109 requires the establishment of a valuation allowance for deferred income tax assets if,
based on the weight of available evidence, it is more likely than not that some portion or all of the deferred tax
asset will not be realized. Accordingly, the Group has established a valuation allowance of £118mas of
December 31, 1999 (1998 £113m). This valuation allowance reflects the portion of deferred income tax benefits
which may not be realized mainly due to the expiration of tax loss carryforwards on certain of the Group’s
subsidiaries and overseas branches.
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A reconciliation of income tax expense computed by applying the UK income tax rate of 30.25% in
1999 (31% in 1998, 31.5% in 1997) to income from operations before income taxes for the years ended
December 31 is as follows:

US GAAP Tax Reconciliation 1999 1998 1997

£m % £m % £m %

Income before income taxes, minority interests
and extraordinary item . . . . . . . . . . . . . . . . . 1,545 1,650 1,384

Less tax recoveries from life policyholders
included within total profits . . . . . . . . . . . . . . (260) (340) (428)

Income taxable at corporate rates . . . . . . . . . . . . 1,285 100.0 1,310 100.0 956 100.0

Income tax at corporate rates . . . . . . . . . . . . . . . 389 30.3 406 31.0 301 31.5
Reconciling items:
Tax exempt revenues and expenses . . . . . . . . . . 18 1.4 17 1.3 33 3.4
Changes in statutory rate applied to deferred tax

balances brought forward . . . . . . . . . . . . . . . — — (35) (2.7) (54) (5.6)
UK dividends taxed at lower rates . . . . . . . . . . . (24) (1.9) (22) (1.6) (18) (1.8)
Losses arising in 1997 in overseas subsidiary,

restricted in 1998 as a result of legislative
change . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 29 2.2 (62) (6.5)

Change in valuation allowance . . . . . . . . . . . . . 5 0.4 34 2.6 38 4.0
Adjustment to prior year provision . . . . . . . . . . 18 1.4 12 0.9 (17) (1.8)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (36) (2.8) 34 2.5 9 0.9

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 370 28.8 475 36.2 230 24.1
Add tax recoveries from life policyholders

included within total profits* . . . . . . . . . . . . . 260 20.2 340 26.0 428 44.7

Total income tax expense. . . . . . . . . . . . . . . . 630 49.0 815 62.2 658 68.8

* The policyholder tax has been shown as a separate item because both income before tax and the income tax
expense have been inflated by this tax. The tax is payable by the life companies within the Group, but is
effectively recovered from the policyholders through charges through the contract terms.

The Group operates in a number of different territories and is subject to routine audits and
examinations by the relevant local fiscal authorities. Provision has been made within these financial statements,
on a realistic basis, for potential liabilities arising from such audits and examinations currently in progress.

S. Equity Method Investments

Equity method investments have been accounted for on a US GAAP basis.

T. New US GAAP Accounting Pronouncements

During 1999, the Group adopted American Institute of Certified Public Accountants (AICPA)
Statement of Position 98-1 ‘‘Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use’’ (‘‘SOP 98-1’’) for its US GAAP reporting. Adoption of SOP 98-1 did not have a material impact
on the condensed consolidated US GAAP financial statements.
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In June 1998, the FASB issued SFAS No. 133, ‘‘Accounting for Derivative Instruments and Hedging
Activities’’, which establishes accounting and reporting standards for derivative financial instruments, including
certain derivatives embedded in other contracts, and for hedging activities. SFAS No. 133 requires that all
derivative instruments be recorded on the balance sheet at their fair value. Changes in the fair value of
derivatives are recorded each period in current earnings or other comprehensive income, depending on whether
a derivative is designated as part of a hedge transaction and, if it is, the type of hedge transaction. For fair-
value hedge transactions in which the Group is hedging changes in the fair value of an asset, liability, or firm
commitment, changes in the fair value will generally be offset in the income statement by changes in the
hedged item fair value. For cash flow hedge transactions, in which the Group is hedging the variability of cash
flows related to a variable rate asset, liability or a forecasted transaction, changes in the fair value of the
derivative instrument will be reported in other comprehensive income. The gains and losses on the derivative
instrument that are reported in other comprehensive income will be reclassified as earnings in the periods in
which earnings are impacted by the variability of the cash flows of the hedged item. The ineffective portion of
all hedges will be recognized in current-period earnings. SFAS No. 133 as amended requires adoption in fiscal
years beginning after June 15, 2000. Retroactive application to financial statements of prior periods is
prohibited. The Group expects to adopt SFAS No. 133 effective January 1, 2001. The Group has not yet
determined the effects of adoption of SFAS No. 133 on its consolidated balance sheet or statement of income
on a US GAAP basis.

The AICPA has issued SOP 98-7 ‘‘Deposit Accounting: Accounting for Insurance and Reinsurance
Contracts That Do Not Transfer Insurance Risk’’. The SOP is effective for financial statements for years
beginning after June 15, 1999. The SOP provides guidance on how to account for insurance and reinsurance
contracts that do not transfer insurance risk, and applies to all entities and all insurance and reinsurance
contracts that do not transfer insurance risk as defined in SFAS No. 113, with the exception of long-duration
life and health insurance contracts. The statement will require minor changes to the Group’s current financial
statement disclosures and will not have a material impact on the results of operations or financial position of
the Group.

51. Principal Associated Undertakings

Country Holding

Principal associated undertakings(see notes below)

Federal Phoenix Assurance Co Inc (November 30, 1999) . . . . . . . . . . . . . . . . . . Philippines 40.0%
Intrepid Re Holdings Limited . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Bermuda 38.5%
Mutual & Federal Investments Ltd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . South Africa 49.0%
Nissan Insurance Company (Europe) Ltd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Great Britain 24.8%
PT Royal & Sun Alliance Indrapura Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . Indonesia 46.3%
Royal and Sun Alliance Insurance (Malaysia) Bhd . . . . . . . . . . . . . . . . . . . . . . . Malaysia 45.0%
Syn Mun Kong Insurance Public Company Limited (September 30, 1999) . . . . . . Thailand 20.0%

Other significant shareholdings(see notes below)

Rimac-Internacional Compania de Seguros y Reaseguros . . . . . . . . . . . . . . . . . . Peru 14.5%
Rothschilds Continuation Holdings AG (merchant banking group) . . . . . . . . . . . . Switzerland 21.5%

Notes:

1. Associated undertakings: where the figures included in the accounts are not for the year ended December
31, 1999, the relevant accounting date is shown in brackets.

2. The countries shown are those of incorporation and principal operation. The Company shown as
incorporated in Great Britain is registered in England.
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3. Unless otherwise stated, all companies are engaged in the transaction of insurance or related business. All
are owned by subsidiaries of the Group.

4. The Group’s participating interest in Rothschilds Continuation Holdings AG is accounted for as an
investment under US GAAP as we are unable to exercise significant influence. This mirrors the treatment
under UK GAAP, where it is also accounted for as an investment because of the disposition of
shareholdings.

52. Principal Subsidiaries

Principal activity

United Kingdom Royal Insurance Holdings plc* Holding company
Royal & Sun Alliance Insurance plc General insurance
British Aviation Insurance Company Ltd (57.1%) General insurance
FirstAssist Group Ltd Insurance services
The Globe Insurance Company Ltd General insurance
Legal Protection Group Holdings Ltd Holding company
The London Assurance General insurance
The Marine Insurance Company Ltd General insurance
RSA Engineering Ltd General insurance
Phoenix Assurance plc Composite insurance
Royal International Insurance Holdings Ltd General insurance
Royal & Sun Alliance Reinsurance Limited General insurance
Royal & Sun Alliance Property Services Ltd Estate agencies
Royal & Sun Alliance Life & Pensions Ltd Life insurance
Royal & Sun Alliance Linked Insurances Ltd Life insurance
Sun Alliance and London Insurance plc General insurance
Sun Alliance and London Assurance Company Ltd Life insurance
Royal & Sun Alliance Life Holdings Ltd Holding company
Royal & Sun Alliance Trust Company Ltd* Trust company
Sun Insurance Office Ltd General insurance
Swinton (Holdings) Ltd Holding company

Argentina Royal & Sun Alliance Seguros (Argentina) SA General insurance
RSA Marketing (Latin America) SA (86.5%) General insurance

Australia Royal & Sun Alliance Australia Holdings Ltd Holding company
Royal & Sun Alliance Insurance Australia Ltd General insurance
Royal & Sun Alliance Life Assurance Australia Ltd Life insurance
Tyndall Australia Limited Life insurance

Bahamas Royal & Sun Alliance Insurance (Bahamas) Ltd (65.0%) General insurance

Brazil Royal & Sun Alliance Seguros (Brazil) SA General insurance

Canada Roins Financial Services Ltd Holding company
Compagnie d’Assurance du Quebec (99.8%) General insurance
The Johnson Corporation General insurance
Royal & Sun Alliance Insurance Company of Canada General insurance
Royal & Sun Alliance Life Insurance Company of Canada Life insurance
Western Assurance Company General insurance
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Principal activity

Chile Compañia de Seguros La Republica SA (64.0%) General insurance
Compañia de Seguros de Vida La Construcción (51.0%) Life insurance

Colombia Royal & Sun Alliance Seguros (Colombia) SA (79.4%) General insurance

Denmark Codan Forsikring A/S (71.7%) General insurance
A/S Forsikringsselskabet Codan Liv (71.7%) Life insurance

France Royal & Sun Alliance SA General insurance

Germany Securitas Bremer Allgemeine Versicherungs AG (99.9%) General insurance
Securitas-Gilde Lebensversicherung AG (99.8%) Life insurance

Guernsey Insurance Corporation of Channel Islands Ltd General insurance

Hong Kong Royal & Sun Alliance Insurance (Hong Kong) Ltd General insurance

Ireland Royal & Sun Alliance Eurolife Ltd Life insurance

Isle of Man Royal & Sun Alliance International Financial Services Ltd Life insurance
Tower Insurance Company Ltd General insurance

Italy Lloyd Italico Assicurazioni SpA General insurance
Lloyd Italico Vita SpA Life insurance
Royal & Sun Alliance Vita SpA Life insurance
Sun Alliance Vita SpA Life insurance

Netherlands Royal & SunAlliance Schadeverzekering General insurance
Royal & SunAlliance Levensverzekering NV Life insurance

Netherlands
Antilles Royal & Sun Alliance Insurance (Antilles) NV (51%) General insurance

New Zealand Royal & Sun Alliance Insurance (New Zealand) Ltd General insurance
Royal & Sun Alliance Life & Disability (New Zealand) Ltd Life insurance

Peru Compania de Seguros La Fenix Peruana (64.9%) General insurance

Puerto Rico Royal & Sun Alliance Insurance (Puerto Rico) Company Inc (94.3%) General insurance

Saudi Arabia Al-Alamiya Insurance Co Ltd (EC) (50.01%) General insurance

Singapore Royal & Sun Alliance Insurance (Singapore) Ltd General insurance

Spain Regal Insurance Club Compañia Española de Seguros SA General insurance
Royal & Sun Alliance SA (99.9%) General insurance
Royal & Sun Alliance Vida y Pensiones SA (99.9%) Life insurance

Sweden Holmia Försäkring AB (71.7%) General insurance
Trygg-Hansa Försäkrings AB, Publikt (71.7%) General Insurance

United States of
America Royal & Sun Alliance USA Inc Holding company

Royal & Sun Alliance Personal Insurance Company General insurance
Royal Indemnity Company General insurance
Orion Capital Corporation Holding company
Security Insurance Company of Hartford General insurance
Guaranty National Insurance Company General insurance
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Principal activity

Uruguay Royal & Sun Alliance Seguros (Uruguay) SA General insurance

Venezuela Royal & Sun Alliance Seguros (Venezuela) SA (99.4%) General insurance

Notes:

1. All UK companies are incorporated in Great Britain and are registered in England.
2. *100% direct subsidiaries of Royal & Sun Alliance Insurance Group plc.
3. Except where indicated all holdings are of equity shares and represent 100% of the nominal issued capital.
4. Some subsidiaries have been omitted from this statement to avoid providing particulars of excessive length

but none of these materially affects the results or assets of the Group.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders of Royal & Sun Alliance Insurance plc

We have audited the accompanying consolidated balance sheets of Royal & Sun Alliance Insurance
plc and its subsidiaries (the ‘‘Group’’) as of 31 December, 1999 and 1998 and the related consolidated profit
and loss accounts, consolidated statements of total recognised gains and losses, reconciliation of movements in
consolidated shareholders’ funds, and consolidated statements of shareholders’ cash flows for each of the three
years in the period ended 31 December, 1999. These financial statements are the responsibility of the Group’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits of these statements in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe our audits provide a reasonable basis for our opinion.

Our evaluation of the presentation of information in the financial statements has had regard to the
statutory requirements for insurance companies to maintain equalisation provisions. The nature of equalisation
provisions, the amounts set aside at 31 December, 1999 and 1998 and the effect of the movement in those
provisions during each of the three years in the period ended 31 December, 1999 on the balance on the general
(property and casualty) business technical account and profit on ordinary activities before tax, are disclosed in
note 9.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Royal & Sun Alliance Insurance plc and its subsidiaries at 31
December, 1999 and 1998, and the results of their operations and their cash flows for each of the three years in
the period ended 31 December, 1999, in conformity with accounting principles generally accepted in the United
Kingdom.

Accounting principles generally accepted in the United Kingdom vary in certain significant respects
from accounting principles generally accepted in the United States. The application of the latter would have
affected the determination of consolidated net income for each of the three years in the period ended 31
December, 1999 and the determination of consolidated shareholders’ funds and consolidated financial position
at 31 December, 1999 and 1998; the extent of this effect for the three years in the period ended 31 December,
1999 and as of 31 December, 1999 and 1998 is summarised in note 34 to the consolidated financial statements.

PricewaterhouseCoopers
London, England
August 4, 2000
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ACCOUNTING POLICIES

Presentation

The financial statements are prepared in accordance with applicable UK accounting standards and the
Statement of Recommended Practice (SORP) issued by the Association of British Insurers in December 1998
(together ‘‘UK GAAP’’) which differs in certain significant respects from accounting principles generally
accepted in the United States (‘‘US GAAP’’). A summary of the significant differences between UK GAAP and
US GAAP is included in note 34 of the Notes to the Consolidated Financial Statements.

The figures in the consolidated financial statements are presented in millions of pounds sterling
(‘‘£m’’).

The consolidated profit and loss accounts and consolidated balance sheets are drawn up in accordance
with the presentation recommended by the SORP. Certain presentational changes have been made to the
consolidated profit and loss accounts previously published by the Group in its UK statutory financial statements
in order to facilitate the understanding of the financial performance by readers of these financial statements in
the United States. In particular, a summary consolidated profit and loss account has been prepared for each of
the three years which presents the results in a format which is more familiar to US readers. This summary on
page F-117 is a condensed aggregation of balances reported in the consolidated profit and loss accounts on
pages F-118, to F-123 and should be read in conjunction with those statements.

These financial statements, including the consolidated balance sheets as of December 31, 1999 and
1998 and the consolidated profit and loss accounts for each of the three years in the period ended December 31,
1999 have been prepared under the accounting policies described below. These accounting policies reflect
changes in UK accounting standards introduced during 1999, 1998 and 1997. The consolidated balance sheet as
of December 31, 1998 and the consolidated profit and loss accounts for the years ended December 31, 1998
and 1997 have been restated in certain respects from the Group’s statutory financial statements, as published,
for those years, which were prepared under accounting standards prevailing at that time and also to reflect the
presentational changes highlighted below.

Financial Statements

A summary of the significant differences between UK GAAP and US GAAP is included in note 34 to
the Consolidated Financial Statements.

The Group’s accounting policies are set out on pages F-112 to F-116.

Changes in Accounting Policy

The Group has adopted the requirements of Financial Reporting Standard 16 ‘‘Current Tax’’ in 1999.
Dividends, interest or other income receivable includes any withholding tax but excludes any other taxes, such
as attributable credits, not payable wholly on behalf of the Group. Previously attributable tax credits were
included in investment income. The tax on ordinary activities is reduced by an equal amount. The financial
impact of this change is considered in note 1 on page F-127 and comparatives have been restated.

Group Accounts

The consolidated accounts of the Group include the results of all subsidiaries drawn up to 31
December.

Subsidiaries acquired during the year are consolidated from the effective date of acquisition.

F-112



Principal associated undertakings are accounted for by the equity method in the consolidated financial
statements. The figures included for interests in principal associated undertakings are for the accounting periods
indicated on page F-159.

Translation of Foreign Currencies

Assets and liabilities and results of both businesses and associates denominated in foreign currencies
are translated into sterling at rates ruling at the year end and the resulting differences are taken to reserves or in
the case of long term business are included within the long term business technical account. Transactions
denominated in foreign currencies are translated at the prevailing rate at the date of the transaction and the
resulting exchange differences are included within the profit and loss account. Foreign currency assets and
liabilities are translated into sterling at rates ruling at year end and the resulting exchange differences are
included within the profit and loss account.

Derivatives

Future contracts and purchased options are included within the category to which the contract relates
and are valued at market value.

General Business Technical Account

General business is accounted for on an annual basis. Premiums written are accounted for in the year
in which the contract is entered into and include estimates where the amounts are not determined at the balance
sheet date. Premiums written exclude taxes and duties levied on premiums. An allocation of the investment
return has been made to the general business technical account from the non-technical account on the longer
term rate of return basis. The commission and other acquisition costs incurred in writing the business are
deferred and amortised over the period in which the related premiums are earned.

Claims paid represent all payments made during the period whether arising from events during that or
earlier periods.

The balance on the general business technical account is arrived at after taking account of changes in
the equalisation provisions.

Long Term Business Technical Account

Premiums and annuity considerations are accounted for when due except premiums in respect of
linked business which are accounted for when the policy liabilities are created. Single premiums are those
relating to products issued by the Group where there is a contractual obligation for the payment of only one
premium. Annual premiums are those where there is a contractual obligation for the payment of premium on a
regular basis and include premiums relating to certain group life and disability business which are considered
recurring premiums. Claims arising on maturity are recognised when the claim becomes due for payment.
Death claims are accounted for on notification. Surrenders are accounted for at the earlier of the payment date
or the date at which the policy ceases to be included in the long term business provision or the technical
provisions for linked liabilities.

Acquisition costs comprise direct and indirect costs of obtaining and processing new business. These
costs are deferred as an explicit deferred acquisition cost asset, gross of tax relief and amortised over the period
in which they are expected to be recovered out of margins in matching revenues from related policies. At the
end of each accounting period, deferred acquisition costs are reviewed for recoverability by category, against
future margins from the related policies in force at the balance sheet date.
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The profits on long term insurance business represent the transfer from the long term funds to
shareholders following the actuarial valuation of liabilities, investment income arising on shareholders’ funds
attributable to the long term business based on the longer term investment return and the movements in certain
reserves attributable to shareholders held within the long term funds. Profits are shown in the non-technical
account grossed up for tax at the effective rate of corporation tax applicable in the period. For business
transacted overseas, results have been included in accordance with local generally accepted accounting
principles where they are consistent with UK practice.

New business premiums are recognised when the policy liability is established. New single premiums
include recurrent single premium contracts including DSS rebates and increments under group pension
schemes. Where products are substituted by the policyholder or pension contracts are vested, these transactions
are reflected as new business only to the extent that they give rise to incremental premiums.

Reversionary bonuses are recognised when declared; terminal bonuses are recognised when payable.

Shareholders’ accrued interest represents the excess of accumulated profit recognised under the
modified statutory basis of reporting long term business over the statutory transfers made from the long term
funds to shareholders. The amount of profit recognised as shareholders’ accrued interest is credited to the profit
and loss account within capital and reserves.

Investment Return

Income from investments is included in the profit and loss account on an accruals basis. Dividend
income on ordinary shares is recognised when the related investment goes ‘‘ex-dividend’’. Realised and
unrealised gains and losses on investments attributable to long term business are dealt with in the long term
business technical account. Realised and unrealised gains and losses on other investments, including the
Group’s share of realised and unrealised gains and losses of associated undertakings, are dealt with in the non-
technical account. Realised gains and losses on investment disposals represent the difference between net sale
proceeds and cost of acquisition. Unrealised gains and losses on investments represent the difference between
the carrying value at the year end and the carrying value at the previous year end or, in the case of investments
purchased in the year, the cost of acquisition.

Taxation

Taxation in the non-technical account and long term business technical account is based on profits and
income for the year as determined in accordance with the relevant tax legislation, together with adjustments to
provisions for prior years. UK tax in respect of overseas subsidiaries and principal associated undertakings is
based on dividends received. Taxation in the non-technical account includes the tax by which the balance on
the long term business technical account has been grossed up.

Deferred taxation is calculated on the liability method and consists of the estimated taxation, or relief
from taxation, which is expected to arise in the foreseeable future from material timing differences using
expected future rates of tax where applicable. Under this policy, no provision is made for taxation which might
arise on the distribution of profits retained by overseas subsidiaries or associated undertakings. Credit is taken
for relief for trading losses only to the extent that the directors anticipate that profits will absorb such losses in
the foreseeable future.

Allowance is made in the long term business provision and within assets held for linked liabilities for
deferred taxation at appropriate discounted rates in respect of related unrealised gains. A provision for deferred
taxation on other unrealised gains is made where realisations giving rise to a taxation liability are anticipated in
the foreseeable future.
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Goodwill

Goodwill, being the difference between the cost of an acquisition and the fair value of the net tangible
assets acquired, arising on the acquisition of subsidiary companies and associated undertakings, is capitalised in
the balance sheet and amortised to the profit and loss account on a straight line basis. The cost of acquisition is
the amount of cash paid and the fair value of other purchase consideration given together with associated
expenses. The period of amortisation is determined by an assessment of the useful economic life of the
goodwill, but not exceeding twenty years. Goodwill arising prior to December, 31 1997 has been eliminated
against reserves in accordance with the Group accounting policy at the date of acquisition. In the event of the
disposal of a business acquired prior to this date, the related goodwill is charged to the profit and loss account
in the year of sale.

The shareholders’ interest in the acquired value of long term business is included as part of the fair
value of the acquired net assets in the goodwill calculation and is dealt with as described below.

The fair value of general business claims provisions relating to businesses acquired is established after
making allowance for future investment income. The discount, being the difference between the fair value and
the undiscounted value at which they are accounted for on consolidation, is capitalised as goodwill on acquired
claims provisions and amortised to the profit and loss account over the expected run-off period of the related
claims.

Investments

Investments and assets held to cover linked liabilities, are shown at market value, for which purpose
unlisted investments, mortgages and loans are included at directors’ valuation and properties at professional
valuation. For listed securities the stock exchange values are used except that fixed income securities held for
long term business in certain overseas operations are included on an amortised cost basis. Properties are valued
annually at open market value.

In accordance with Statement of Standard Accounting Practice 19 ‘‘Accounting for Investment
Properties’’, no depreciation is provided on these properties on the basis that depreciation is already reflected in
the annual valuations.

It is the Group’s practice to maintain properties occupied by the Group in a continual state of sound
repair. Accordingly the directors consider that the economic lives of these properties and their residual values,
based on prices prevailing at the time of acquisition or subsequent valuation, are such that any depreciation is
insignificant and is thus not provided.

Value of Long Term Business

This represents the directors’ assessment of the value of the shareholders’ investment in the long term
business funds, not already recognised under the modified statutory principles of profit recognition. It comprises
the shareholders’ share of both the net of tax future cash flows arising from the in-force long term business
policies and the surplus held within the funds to meet solvency and future business development requirements.
Movements in this asset, except those arising on acquisition, are recognised in the Statement of Total
Recognised Gains and Losses.

The present value of in-force long term business existing at acquisition which will be recognised as
profit, is amortised in the long term technical account on a systematic basis over the anticipated periods of the
related contracts in the portfolios.
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Tangible Assets and Depreciation

Tangible assets, comprise fixtures, fittings and equipment (including computers and motor vehicles)
which are stated at cost and depreciated over periods not exceeding their estimated useful lives (between three
and ten years) after taking into account residual value.

Fund for Future Appropriations

Certain long term funds comprise either participating, or both participating and non-participating long
term business contracts, where policyholders have a contingent interest in the excess of assets over liabilities in
the fund. Accordingly the excess of assets over liabilities within these funds is not allocated between
policyholders and shareholders and is taken to the fund for future appropriations.

Technical Provisions

The provision for unearned premiums represents the proportion of premiums written relating to
periods of insurance subsequent to the balance sheet date, calculated principally on a daily pro-rata basis.

The provision for claims outstanding, whether reported or not, comprises the estimated cost of claims
incurred but not settled at the balance sheet date. It includes related expenses and a deduction for the expected
value of salvage and other recoveries. The provision is determined using the best information available of
claims settlement patterns, forecast inflation trends and after recognition of the potential time elapsed in the
notification, development and settlement of claims. As permitted under local statutory guidelines, claims
provisions relating to long term permanent disability claims in the United States, Canada and Scandinavia paid
on an annuity basis are discounted after reflecting interest expected to be earned on the related investments.

Differences between the estimated cost and subsequent settlement of claims are dealt with in the
appropriate technical account for the year in which they are settled or re-estimated.

Provision is made, based on information available at the balance sheet date, for any estimated future
underwriting losses relating to unexpired risks after taking into account future investment income on relevant
technical provisions. The unexpired risk provision is assessed in aggregate for business classes which, in the
opinion of the directors, are managed together.

The long term business provision is derived from actuarial valuation. For with profits business, the
calculation includes explicit allowance for vested bonuses (including those vesting following valuation at the
balance sheet date). Implicit allowance is made for future reversionary bonuses through the use of a net
premium valuation method employing a reduced valuation rate of interest. No provision is made for terminal
bonuses.

Equalisation provisions are established in accordance with the requirements of legislation in certain
countries and are in addition to the provisions required to meet the anticipated ultimate cost of settlement of
outstanding claims at the balance sheet date.

The technical provisions for linked liabilities are the repurchase value of units allocated to in-force
policies at the balance sheet date, where the policy benefits are wholly or partly related to investments of any
description or to indices of the value of investments.

Operating Leases

Payments made under operating leases are charged on a straight line basis over the term of the lease.

Pension Costs

The cost of providing pensions for the Group’s employees’ is accounted for over the employees’
working lives on a systematic basis as advised by qualified actuaries.
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SUMMARY CONSOLIDATED PROFIT AND LOSS ACCOUNTS (STATEMENT OF INCOME)
For the Year Ended 31 December

(UK Basis of Accounting)

1999
£m

Restated
1998
£m

Restated
1997
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,664 11,062 10,676
Outward reinsurance premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,221) (1,339) (1,451)

Premiums written, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,443 9,723 9,225
Change in the provision for unearned premiums, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (142) (178) 16

Earned premiums, net of reinsurance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,301 9,545 9,241

Investment income (note 1, 10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,435 5,517 3,785
Net unrealised gains/(losses) on investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (168) 653 2,906

Total income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,568 15,715 15,932

Claims incurred, net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8,214) (8,051) (7,460)
Change in long term (life) technical provisions, net of reinsurance . . . . . . . . . . . . . . . . . . . . . (2,525) (3,426) (3,330)

Acquisition costs, net of amortisation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,163) (2,068) (1,964)
Administrative expenses (includes central expenses) (note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . (887) (822) (835)
Amortisation of goodwill (note 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14) (1) —
Amortisation of goodwill in acquired property and casualty claims provisions (note 13) . . . . . . (12) (1) —
Other technical charges—amortisation of acquired present value of long term (life) business

(note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) — —
Reinsurance commissions and profit participation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 166 143 147

Net operating expenses(note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,914) (2,749) (2,652)

Investment expenses and charges (note 10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (107) (106) (72)
Tax attributable to the long term (life) business (note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . (240) (365) (247)
Change in the equalisation provisions (note 9) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (51) (84)

Total charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14,012) (14,748) (13,845)
Income less charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,556 967 2,087
Transfers to the fund for future appropriations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,191) (17) (327)

365 950 1,760
Tax credit attributable to balance on long term (life) business technical account (note 11) . . . . . 59 69 63
Income from other activities, net of charges (note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 15 13

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 441 1,034 1,836
Tax on profit of ordinary activities (note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (340) (385) (359)

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 649 1,477
Attributable to equity minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) (33) (40)

Profit for the financial year attributable to shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . 80 616 1,437
Dividends (note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,095) (480) (479)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,015) 136 958

Discontinued and acquired operations do not form a material part of the figures above.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME)
For the year ended 31 December, 1999

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

£m

Non-Technical
Account

£m

Summary
Total
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . 8,260 3,404 11,664
Outward reinsurance premiums . . . . . . . . . . . . . . . (1,101) (120) (1,221)

Premiums written, net of reinsurance . . . . . . . . . . . 7,159 3,284 10,443
Change in the gross provision for unearned

premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (147) — (147)
Change in the provision for unearned premiums,

reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . 5 — 5

Earned premiums, net of reinsurance. . . . . . . . . 7,017 3,284 10,301
Investment income(note 1, 10) . . . . . . . . . . . . . . — 3,845 1,590 5,435
Net unrealised gains/(losses) on investments. . . . — 417 (585) (168)

Total income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,017 7,546 1,005 15,568

Claims paid
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,637) (2,837) (9,474)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . 1,043 87 1,130

(5,594) (2,750) (8,344)

Change in the provision for claims
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25) (24) (49)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . 179 — 179

154 (24) 130

Claims incurred, net of reinsurance . . . . . . . . . . (5,440) (2,774) (8,214)

Change in long term (life) business provision
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . (932) (932)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . 47 47

(885) (885)
Change in technical provisions for linked liabilities,

net of reinsurance . . . . . . . . . . . . . . . . . . . . . . . (1,640) (1,640)

Change in other technical provisions, net of
reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,525) (2,525)

Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . (1,853) (350) — (2,203)
Change in deferred acquisition costs . . . . . . . . . . . 24 16 — 40
Administrative expenses (includes central expenses)

(note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (645) (242) (887)
Amortisation of goodwill (note 13) . . . . . . . . . . . . — — (14) (14)
Amortisation of goodwill in acquired property and

casualty claims provisions (note 13) . . . . . . . . . . (12) — — (12)
Other technical charges—Amortisation of acquired

present value of long term (life) business
(note 15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (4) — (4)

Reinsurance commissions and profit participation . . 166 — — 166

Net operating expenses(note 3) . . . . . . . . . . . . . . (2,320) (580) (14) (2,914)
Investment expenses and charges (note 10) . . . . . . . — (60) (47) (107)
Tax attributable to the long term (life) business

(note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (240) (240)
Change in the equalisation provisions (note 9) . . . . (12) — (12)

Total charges. . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,772) (6,179) (61) (14,012)

Transfers to the fund for future
appropriations . . . . . . . . . . . . . . . . . . . . . . . . . (1,191) — (1,191)

Balance on the general (property and casualty)
business technical account. . . . . . . . . . . . . . . . (755) (755) —

Balance on the long term (life) business technical
account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 176 176 —

F-118



CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended 31 December, 1999

(UK Basis of Accounting)

General Business
Technical Account

£m

Long Term Business
Technical Account

£m

Non-Technical
Account

£m

Summary
Total
£m

Tax credit attributable to balance on long term
(life) business technical account (note 11) . . . 59 59

Income from other activities . . . . . . . . . . . . . . . 200 200
Charges from other activities (note 3) . . . . . . . . (183) (183)

Profit on ordinary activities before tax . . . . . . 441 441
Tax on profit on ordinary activities (note 11) . . . (340) (340)

Profit on ordinary activities after tax . . . . . . . 101 101
Attributable to equity minority interests . . . . . . . (21) (21)

Profit for the financial year attributable to
shareholders . . . . . . . . . . . . . . . . . . . . . . . . 80 80

Dividends (note 12) . . . . . . . . . . . . . . . . . . . . . (1,095) (1,095)

Transfer to retained profits . . . . . . . . . . . . . . . (1,015) (1,015)

Total Group operating profit . . . . . . . . . . . . . 353 353
Share of results of associated undertakings . . . . 88 88

Profit on ordinary activities before tax . . . . . . 441 441

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the Year Ended 31 December, 1998

(UK Basis of Accounting)

General Business
Technical Account

Restated
£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . 8,088 2,974 11,062
Outward reinsurance premiums . . . . . . . . . . . . . . . . . . . . . . (1,221) (118) (1,339)

Premiums written, net of reinsurance . . . . . . . . . . . . . . . . . . 6,867 2,856 9,723
Change in the gross provision for unearned premiums . . . . . (117) — (117)
Change in the provision for unearned premiums, reinsurers’

share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (61) — (61)

Earned premiums, net of reinsurance. . . . . . . . . . . . . . . . 6,689 2,856 9,545
Investment income (note 1, 10) . . . . . . . . . . . . . . . . . . . . . . — 3,765 1,752 5,517
Net unrealised gains /(losses) on investments . . . . . . . . . . . . — 850 (197) 653

Total income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,689 7,471 1,555 15,715

Claims paid
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,030) (3,015) (9,045)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 958 89 1,047

(5,072) (2,926) 7,998

Change in the provision for claims
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (62) (25) (87)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 9 34

(37) (16) (53)

Claims incurred, net of reinsurance . . . . . . . . . . . . . . . . . (5,109) (2,942) (8,051)

Change in long term (life) business provision
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,650) (2,650)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40 40

(2,610) (2,610)
Change in technical provisions for linked liabilities, net of

reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (816) (816)

Change in other technical provisions, net of
reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,426) (3,426)

Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,764) (308) — (2,072)
Change in deferred acquisition costs . . . . . . . . . . . . . . . . . . 11 (7) — 4
Administrative expenses (includes central expenses) (note

3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (630) (192) — (822)
Amortisation of goodwill (note 13) . . . . . . . . . . . . . . . . . . . — — (1) (1)
Amortisation of goodwill in acquired property and casualty

claims provisions
(note 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (1) (1)

Other technical charges—amortisation of acquired present
value of long term (life) business (note 15) . . . . . . . . . . . — — — —

Reinsurance commissions and profit participation . . . . . . . . 143 — — 143

Net operating expenses(note 3) . . . . . . . . . . . . . . . . . . . . . (2,240) (508) (1) (2,749)
Investment expenses and charges (note 10) . . . . . . . . . . . . . — (52) (54) (106)
Tax attributable to the long term (life) business (note 11) . . . — (365) — (365)
Change in the equalisation provisions (note 9) . . . . . . . . . . . (51) — — (51)
Total charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,400) (7,293) (55) (14,748)
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended December 31, 1998

(UK Basis of Accounting)

General Business
Technical Account

Restated
£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Transfers to the fund for future appropriations . . . . . . . . (17) — (17)

Balance on the general (property and casualty) business
technical account. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (711) (711) —

Balance on the long term (life) business technical
account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161 161 —

Tax credit attributable to balance on long term (life) business
technical account (note 11) . . . . . . . . . . . . . . . . . . . . . . . 69 69

Income from other activities . . . . . . . . . . . . . . . . . . . . . . . . 190 190
Charges from other activities (note 3) . . . . . . . . . . . . . . . . . (175) (175)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . 1,034 1,034
Tax on profit on ordinary activities (note 11) . . . . . . . . . . . . (385) (385)

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . 649 649
Attributable to equity minority interests . . . . . . . . . . . . . . . . (33) (33)

Profit for the financial year attributable to
shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 616 616

Dividends (note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (480) (480)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . 136 136

Total Group operating profit . . . . . . . . . . . . . . . . . . . . . . 1,079 1,079
Share of results of associated undertakings . . . . . . . . . . . . . (45) (45)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . 1,034 1,034

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.

F-121



CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the Year Ended 31 December, 1997

(UK Basis of Accounting)

General Business
Technical Account

Restated
£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Gross premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . 8,002 2,674 10,676
Outward reinsurance premiums . . . . . . . . . . . . . . . . . . . . . . (1,368) (83) (1,451)

Premiums written, net of reinsurance . . . . . . . . . . . . . . . . . . 6,634 2,591 9,225
Change in the gross provision for unearned premiums . . . . . 69 — 69
Change in the provision for unearned premiums, reinsurers’

share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (53) — (53)

Earned premiums, net of reinsurance. . . . . . . . . . . . . . . . 6,650 2,591 9,241
Investment income (note 1, 10) . . . . . . . . . . . . . . . . . . . . . . — 2,655 1,130 3,785
Net unrealised gains/(losses) on investments . . . . . . . . . . . . — 1,942 964 2,906

Total income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,650 7,188 2,094 15,932

Claims paid
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,650) (2,712) (8,362)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 952 68 1,020

(4,698) (2,644) (7,342)

Change in the provision for claims
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 (9) 39
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (162) 5 (157)

(114) (4) (118)

Claims incurred, net of reinsurance . . . . . . . . . . . . . . . . . (4,812) (2,648) (7,460)

Change in long term (life) business provision
Gross amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,691) (2,691)
Reinsurers’ share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 38

(2,653) (2,653)
Change in technical provisions for linked liabilities, net of

reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (677) (677)

Change in other technical provisions, net of
reinsurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,330) (3,330)

Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,748) (301) (2,049)
Change in deferred acquisition costs . . . . . . . . . . . . . . . . . . 17 68 85
Administrative expenses (includes central expenses) (note 3) . . (647) (188) (835)
Amortisation of goodwill (note 13) . . . . . . . . . . . . . . . . . . . — — —
Amortisation of goodwill in acquired property and casualty

claims provisions (note 13) . . . . . . . . . . . . . . . . . . . . . . . — — —
Other technical charges—amortisation of acquired present

value of long term (life) business (note 15) . . . . . . . . . . . — — —
Reinsurance commissions and profit participation . . . . . . . . 147 — 147

Net operating expenses(note 3) . . . . . . . . . . . . . . . . . . . . . (2,231) (421) — (2,652)
Investment expenses and charges (note 10) . . . . . . . . . . . . . — (47) (25) (72)
Tax attributable to the long term (life) business (note 11) . . . — (247) (247)
Change in the equalisation provisions (note 9) . . . . . . . . . . . (84) — (84)

Total charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7,127) (6,693) (25) (13,845)

Transfers to the fund for future appropriations . . . . . . . . . . . (327) — (327)

Balance on the general (property and casualty) business
technical account. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (477) (477) —

Balance on the long term (life) business technical account. . 168 168 —
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CONSOLIDATED PROFIT AND LOSS ACCOUNT (STATEMENT OF INCOME), Continued
For the year ended December 31, 1998

(UK Basis of Accounting)

General Business
Technical Account

Restated
£m

Long Term Business
Technical Account

Restated
£m

Non-Technical
Account
Restated

£m

Summary
Total

Restated
£m

Tax credit attributable to balance on long term (life) business
technical account (note 11) . . . . . . . . . . . . . . . . . . . . . . . 63 63

Income from other activities . . . . . . . . . . . . . . . . . . . . . . . . 148 148
Charges from other activities (note 3) . . . . . . . . . . . . . . . . . (135) (135)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . 1,836 1,836
Tax on profit on ordinary activities (note 11) . . . . . . . . . . . . (359) (359)

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . 1,477 1,477
Attributable to equity minority interests . . . . . . . . . . . . . . . . (40) (40)

Profit for the financial year attributable to
shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,437 1,437

Dividends (note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (479) (479)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . 958 958

Total Group operating profit . . . . . . . . . . . . . . . . . . . . . . 1,796 1,796
Share of results of associated undertakings . . . . . . . . . . . . . 40 40

Profit on ordinary activities before tax . . . . . . . . . . . . . . . 1,836 1,836

Discontinued and acquired operations do not form a material part of the above figures.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
For the year ended 31 December 1999

Other
reserves

£m

Profit
and loss
account

£m
1999
£m

1998
£m

1997
£m

Profit for the financial year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 80 80 616 1,437
Movement in value of long term business (other than on acquisition) . . . . . . 169 — 169 (115) 179
Exchange:

Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) 35 30 (26) (54)
Share of associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (3) (3) (43) (8)

Shareholders’ consolidated recognised gains arising in the year. . . . . . . 164 112 276 432 1,554

Exchange includes £1m (1998 and 1997 £nil) of exchange relating to foreign currency borrowings.

MOVEMENTS IN SHAREHOLDERS ’ FUNDS
For the year ended 31 December 1999

Notes

Share
capital/

premium
£m

Other
reserves

£m

Profit
and
loss

account
£m

1999
£m

1998
£m

1997
£m

Shareholders’ funds at 1 January . . . . . . . . . . . 24 1,684 1,462 4,072 7,218 7,248 6,294
Shareholders’ consolidated recognised gains . . — 164 112 276 432 1,554
Increase in share premium . . . . . . . . . . . . . . . — — — — 18 —
Goodwill written back . . . . . . . . . . . . . . . . . . 21 — — 26 26 — (121)
Dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 — — (1,095) (1,095) (480) (479)

Shareholders’ funds at 31 December. . . . . . 1,684 1,626 3,115 6,425 7,218 7,248

The change in accounting policy explained on page F-127 had no effect on recognised gains in 1998
or on shareholders funds at 31 December 1998.

The accounting policies on pages F-112 to F-116 and the notes on pages F-127 to F-159 form part of
these financial statements.
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CONSOLIDATED BALANCE SHEET
As at 31 December 1999

Notes
1999
£m

1998
£m

ASSETS
Intangible assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 1,035 13

Investments
Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 2,335 2,213
Interests in associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 222 218
Other financial investments
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 18,756 18,098
Debt securities and other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,585 23,864
Loans and deposits with credit institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,363 1,610

44,704 43,572
Value of long term business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15, 31 1,784 1,506
Deposits with ceding undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115 110

Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49,160 47,619
Assets held to cover linked liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 8,304 6,675
Reinsurers’ share of technical provisions
Provision for unearned premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507 367
Long term business provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 394 377
Claims outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,189 2,254
Technical provisions for linked liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 12

4,104 3,010
Debtors
Debtors arising out of direct insurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 2,665 2,428
Debtors arising out of reinsurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 886 698
Other debtors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 761 1,485

4,312 4,611
Other assets
Tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 263 211
Cash at bank and in hand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 801 578

1,064 789
Prepayments and accrued income
Accrued interest and rent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 441 439
Deferred acquisition costs—long term . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 628 637
Deferred acquisition costs—general . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 825 712
Other prepayments and accrued income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 118 100

2,012 1,888

Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,991 64,605

The accounting policies on pages F-112 to F-116 and the notes on pages F-127 to F-159 form part of
these financial statements.
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CONSOLIDATED BALANCE SHEET
As at 31 December 1999

Notes
1999
£m

1998
£m

LIABILITIES
Capital and reserves
Called up share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22 153 153
Share premium account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,531 1,531
Other reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,626 1,462
Profit and loss account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,115 4,072

Shareholders’ funds (see page F-124) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,425 7,218
Equity minority interests in subsidiary undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406 291

Total capital and reserves. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,831 7,509
Fund for future appropriations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,840 3,785

Technical provisions
Provision for unearned premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,476 3,755
Long term business provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 26,433 26,618
Claims outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,162 11,850
Equalisation provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 259 250

45,330 42,473
Technical provisions for linked liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,318 6,687
Provisions for other risks and charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 358 404
Deposits received from reinsurers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203 198

Creditors
Creditors arising out of direct insurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 479 442
Creditors arising out of reinsurance operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 619 413
Debenture loans including convertible debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 440 179
Amounts owed to credit institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 33 21
Other creditors including taxation and social security . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 1,702 1,813
Proposed dividend . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 495 357

3,768 3,225
Accruals and deferred income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 343 324

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,991 64,605

Except for certain debenture loans and amounts owed to credit institutions shown in note 25, all
creditors are payable within a period of five years.

The accounting policies on pages F-112 to F-116 and the notes on pages F-127 to F-159 form part of
these financial statements.

The financial statements on pages F-112 to F-159 were approved on August 2, 2000 on behalf of the
Board of Directors and are signed on its behalf by:

JULIAN HANCE
Group Finance Director
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NOTES ON THE ACCOUNTS

1. Impact of Changes on Profit and Loss Account Arising from Accounting Policy Changes

The impact of the change in accounting policy arising from the adoption of Financial Reporting
Standard 16 ‘‘Current Tax’’ in the non-technical account is to reduce the investment income and the profit on
ordinary activities before tax by £7m (1998 £14m, 1997 £21m). The tax on ordinary activities is reduced by an
equivalent amount. In the long term business technical account the impact is to reduce both investment income
and tax attributable to long term business by £39m (1998 £49m, 1997 £46m).

2. Reorganisation Costs

Included within the profit and loss are: £46m (1998 £13m, 1997 £nil) of reorganisation costs in
relation to general insurance businesses in the UK, Scandinavia, USA and Asia Pacific, and £4m (1998 £nil
and 1997 £nil) of reorganisation costs in relation to long term businesses and £2m (1998 and 1997 £nil) of
reorganisation costs in relation to non-insurance activities in Asia Pacific.

3. Net Operating Expenses and Other Charges

General business Long term business

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

a. Net operating expenses in the technical accounts
include:

Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56 53 69 15 12 14
Operating lease rentals—premises . . . . . . . . . . . . . 72 65 60 10 8 6
Operating lease rentals—other assets . . . . . . . . . . . 17 15 13 2 1 —

Operating expenses in 1998 include a fine of £225,000 levied by the Personal Investment Authority in
respect of administration procedures, mainly arising before the end of 1996, which related to the review of
pension transfer and opt-out business.

b. Charges from other activities in the non-technical account include depreciation of £2m (1998 £4m, 1997
£4m), operating lease rentals—premises of £11m (1998 and 1997 £10m) and operating lease rentals—
other assets of £1m (1998 £1m, 1997 £nil).

4. Exchange Rates

In respect of the major overseas currencies the rates of exchange used in these financial statements are
US Dollar 1.61 (1998 1.66, 1997 1.65), Canadian Dollar 2.34 (1998 2.56, 1997 2.35), Danish Kroner 11.96
(1998 10.59, 1997 11.27) and Australian Dollar 2.46 (1998 2.71, 1997 2.53).

5. Long Term Insurance Business

1999
£m

1998
£m

1997
£m

New business written during the year, net of reinsurance was as follows:
Annual premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 247 223 211
Single premiums . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,661 1,214 1,060

1,908 1,437 1,271

Gross new business premiums are not materially different to the above.

Total reversionary and terminal bonuses included within the long term business technical account are
£690m(1998 £855m, 1997 £791m).
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6. Employee Information

1999 £m 1998 £m 1997 £m

Staff costs for all employees comprise:
Wages and salaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . 950 904 860
Social security costs . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 71 63
Pension costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48 47 45

1,071 1,022 968

Average for year

1999
Number

1998
Number

1997
Number

The average number of employees of the Group during the
year was as follows:

UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,895 22,596 22,771
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,186 7,475 6,929
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,549 8,544 8,263
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,868 4,067 3,733

44,498 42,682 41,696

7. Pension Costs

The Group mainly operates funded defined benefit pension schemes. There is a funded defined
contribution scheme in Denmark and a number of unfunded overseas schemes. Overseas schemes are
administered in accordance with local law and practice. The major pension schemes in the UK, USA, and
Denmark together cover the majority of scheme members throughout the Group and the assets of these schemes
are mainly held in separate trustee administered funds. Each of the major defined benefit schemes are subject to
regular valuation using the projected unit or other appropriate method which is the basis of the pension cost in
the consolidated profit and loss account, the cost being spread over the employees’ working lives.

The total pension cost for the Group in 1999 was £48m (1998 £47m, 1997 £45m) of which £16m
(1998 £20m, 1997 £23m) related to the two main UK schemes, including £nil (1998 £nil, 1997 £1m) in respect
of early retirements. Contributions of £10m (1998 £11m, 1997 £10m) were made to the defined contribution
scheme in Denmark.

Independent qualified actuaries carry out valuations of the major schemes except for one of the UK
schemes, for which the actuary is an employee of the Group. At the most recent formal actuarial valuations of
the major defined benefit schemes for the purpose of assessing pension costs (the two UK schemes 30 June
1999 and 31 March 1997, and USA 1 January 1999), the market value of the assets of these schemes was
£3,882m(1998 £3,441m, 1997 £3,402m). Of this amount, £3,513mrelated to the UK schemes and their
actuarial values were sufficient to cover 120% and 127% respectively of the benefits accrued to members of
each of those schemes, after allowing for projected increases in earnings and pensions. The valuations for the
two major UK schemes were based respectively on assumptions that salaries increase by 5% and 6%, pensions
increase by 3% and 4% and investment returns are 7.8% and 8.5%. The difference in these assumptions arise
because of the different valuation dates of the two UK schemes.
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The level of contributions to the UK schemes was 5.6% and 0%. The amounts respectively charged to
the profit and loss account were 5.6% and 5.0% of relevant UK earnings. Actuarial surpluses arising from the
valuations of both the UK schemes and certain other schemes are being applied to reduce pension costs over
the estimated working lives of members of the respective schemes.

There are no significant contributions outstanding or prepaid as at 31 December 1999 except that
included in creditors are amounts of £60m (1998 £49m) resulting from the difference between the amounts
charged to revenue and the amounts contributed to the main schemes in the UK and £33m (1998 £39m) in
respect of provisions for unfunded overseas schemes.

8. Post-Retirement Benefits

The Group provides post-retirement healthcare benefits to certain current and retired United States and
Canadian employees. The estimated discounted present value of the unprovided accumulated obligations are
calculated in accordance with the advice of independent qualified actuaries. At 31 December 1999 the
unprovided accumulated obligation in the United States is estimated at £7m (1998 £8m, 1997 £10m) assuming
a premium inflation initially of 7% reducing over 5 years to 5.5% (1998 7.5% reducing over five years to
5.5%, 1997 8% reducing over 6 years to 5.5%) and a discount rate of 8%. The unprovided accumulated
obligation in Canada is estimated at £3m (1998 £3m, 1997 £4m) assuming a premium inflation for medical
care of 5.8% (1998 9%, 1997 10%) and for dental care 4% (1998 and 1997 6%) for all years and a discount
rate of 6.8%. The benefits are accounted for on a systematic basis over the remaining service lives of current
employees, the cost in the year being £5m (1998 and 1997 £5m). The costs of meeting the liability for these
benefits are expected to attract taxation relief when paid. The total provision included in the consolidated
balance sheet is £35m (1998 £27m).

9. Equalisation Provisions

Equalisation provisions are established in accordance with the Insurance Companies (Reserves) Act
1995 in the UK and with similar legislation in overseas countries. These provisions, notwithstanding that they
do not represent liabilities at the balance sheet date as they are over and above the anticipated ultimate cost of
outstanding claims, are required by Schedule 9A to the Companies Act 1985 to be included within technical
provisions in the balance sheet and any change in the provisions during the year is required to be shown in the
general business technical account.

The effect of including the provisions is as follows:

1999
£m

1998
£m

1997
£m

Provisions at 1 January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 194 112
Transfer of business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Charged to the general business technical account and in the profit on ordinary activities

before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 51 84
Exchange movement on non-UK provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3) 5 (2)

Provisions at 31 December. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 259 250 194

The cumulative impact of equalisation provisions on shareholders’ funds at 31 December 1999 is
£253m(1998 £242, 1997 £187m).
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10. Investment Income/Expenses and Charges

Technical account
long term business Non-technical account

1999
£m

Restated
1998
£m

Restated
1997
£m

1999
£m

Restated
1998
£m

Restated
1997
£m

Investment Income
Income from associated undertakings
Profit before gains on the realisation of

investments (note 1) . . . . . . . . . . . . . . . . . . . . . — — — 25 25 26
Gains on the realisation of investments . . . . . . . . . — — — 53 — 1

— — — 78 25 27
Other investment income
Income from land and buildings . . . . . . . . . . . . . . 131 141 163 20 46 68
Income from other investments . . . . . . . . . . . . . . 1,448 1,497 1,425 789 807 817
Gains on the realisation of investments (note 2) . . 2,266 2,127 1,067 703 874 218

3,845 3,765 2,655 1,512 1,727 1,103

3,845 3,765 2,655 1,590 1,752 1,130
Investment expenses and charges
Interest on borrowings . . . . . . . . . . . . . . . . . . . . . (4) (2) (1) (16) (34) (8)
Investment management expenses . . . . . . . . . . . . (56) (50) (46) (17) (20) (17)
Premium on redemption of long term subordinated

liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (14) — —
(60) (52) (47) (47) (54) (25)

Net investment income. . . . . . . . . . . . . . . . . . . . 3,785 3,713 2,608 1,543 1,698 1,105

Notes:

1. The 1998 figure includes results for an eighteen month period in respect of the Group’s investment in
Mutual & Federal Investments Limited following the change to a 31 December accounting reference date.

2. Gains on the realisation of investments include a gain of £10m (1998 £5m, 1997 £3m) relating to the
Group’s disposal of interests in subsidiaries and branches.
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11. Taxation

The taxation on profit on ordinary activities charged in the profit and loss account is as follows:

Technical account
long term business Non-technical account

1999
£m

Restated
1998
£m

Restated
1997
£m

1999
£m

Restated
1998
£m

Restated
1997
£m

UK taxation
Corporation tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110 220 139 90 260 74
Trading losses utilised . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2) (2) — (10) (9)
Deferred tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40 14 25 1 1 62
Prior year items—Corporation tax . . . . . . . . . . . . . . . . . . . 8 18 (10) 34 1 (12)

—Deferred tax . . . . . . . . . . . . . . . . . . . . . — — — (19) — —
Double taxation relief . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) (2) (2) (19) (88) (37)

156 248 150 87 164 78
Tax attributable to balance on the long term business

technical account. . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 59 69 63
Overseas taxation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84 117 97 194 152 218

240 365 247 340 385 359

Analysed
Parent and subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . 240 365 247 331 380 350
Associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 9 5 9

The tax charge remains at a high level due to the continued policy of realising investment gains.

UK corporation tax for the current year in the non-technical account is based on a rate of 30.25%
(1998 31%, 1997 31.5%). Further details of current and deferred tax are given in notes 25, 28 and 31.

The tax charge for UK corporation tax in the long term technical account is provided at rates between
20% and 30.25% (1998 between 20% and 31%, 1997 between 20% and 31.5%) depending upon the types of
business written and computed in accordance with the rules applicable to life insurance companies.

12. Dividends

1999
£m

1998
£m

1997
£m

Ordinary
Interim paid 98.2p (1998 21.4p, 1997 35.8p) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600 131 219
Final proposed 81.0p(1998 57.1p, 1997 42.5p) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 495 349 260

1,095 480 479

Full provision has been made for the proposed final dividend.

NOTES ON THE ACCOUNTS, Continued

F-131



13. Intangible Assets

Goodwill in
acquired
claims

provisions
£m

Goodwill
arising on
acquisition

£m

Total
1999
£m

Total
1998
£m

Cost
At 1 January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 14 14 —
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 844 1,048 14

At 31 December . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204 858 1,062 14

Amortisation
At 1 January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (1) (1) —
Charge for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (14) (26) (1)

At 31 December . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (15) (27) (1)

Net book value at 31 December. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 192 843 1,035 (13)

14. Investments

1999
£m

1998
£m

Land and buildings
Freehold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,038 2,005
Long leasehold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 295 203
Short leasehold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 5

Total land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,335 2,213

Of which Group occupied . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 336 317

Other financial investments
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . . . . . . . . . . . . 18,756 18,098
Debt securities and other fixed income securities:

British government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,494 7,503
Other government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,411 4,953
Local authority securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,180 861
Corporate bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,070 10,345
Preference shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 430 202

Loans secured by mortgages . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 467 491
Other loans (see below) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 115
Deposits with credit institutions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 823 1,004

Total other financial investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44,704 43,572

Listed investments
Included in total investments are the following:

Interests in associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146 140
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . . . . . . . . . 18,243 17,522
Debt securities and other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,467 18,401

Total listed investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,856 36,063
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Shares and other variable yield securities and units in unit trusts include ordinary shares in Royal &
Sun Alliance Insurance Group plc, the Company’s ultimate parent, held by the Royal & Sun Alliance ESOP
Trust No. 1 and No. 2, which are valued at £29m (1998 £nil).

In addition, within the combined consolidated balance sheet, debt securities held in North America
amounting to £3,302m(1998 £5,010m) at market value are freely traded in an approved securities market but
are not listed within the meaning of the Companies Act.

Other financial investments in the combined consolidated balance sheet include securities valued on an
amortised cost basis of £3,141m(1998 £4,805m) with a historical cost of £3,135m(1998 £4,798m), a market
value of £3,127m(1998 £5,041m) and a redemption value of £3,178m(1998 £5,070m).

Other loans shown above for the combined consolidated balance sheet include amounts of £43m (1998
£101m) relating to policyholder loans.

The historical cost of total investments (excluding value of long term business) included in the
combined consolidated balance sheet is £37,519m(1998 £35,598m). The historical cost of assets held to cover
linked liabilities is £6,297m(1998 £5,390m).

The property valuations have been prepared on the basis of open market value at the balance sheet
date in accordance with The Royal Institute of Chartered Surveyors’ Appraisal and Valuation Manual and have
been certified by the Group’s qualified valuation surveyor.

15. Value of Long Term Business

This represents the directors’ assessment of the value of the shareholders’ investment in the long term
business funds, not already recognised under the modified statutory principles of profit recognition under UK
GAAP.

The principal assumptions used to calculate the value of the UK long term business are:

1999
%

1998
%

Investment return:
Fixed interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.15 4.46
UK equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.65 6.96
Overseas equities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.65 6.96

Expense inflation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.60 3.00
Discount rate (including risk margins) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.50 7.00

The investment returns represent the underlying long term assumptions implicit in the calculation of
the value of long term business.

During the year the Group acquired value of long term business amounting to £118m(1998 £27m)
which is being amortised over 20 years. Amortisation charged to the long term business technical account
amounted to £4m (1998 £1m). The cumulative unamortised acquired value of long term business at
31 December 1999 amounted to £140m(1998 £26m).
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16. Debtors

Debtors arising out of direct insurance operations are analysed as follows:

1999
£m

1998
£m

Due from policyholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 996 821
Due from intermediaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,669 1,607

2,665 2,428

Other debtors in the consolidated balance sheet includes £798m(1998 £579m) representing
shareholders’ accrued interest and shareholders’ net assets of certain overseas long term business operations.

Other debtors at 31 December 1999 in the shareholder and combined consolidated balance sheets
includes advances of £nil (1998 £402m) to Codan Bank A/S customers.

17. Tangible Assets

1999
£m

1998
£m

Cost
At 1 January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 599 604
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 104
Exchange . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) 6
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86 —
Disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (122) (115)

At 31 December. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 683 599

Depreciation
At 1 January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 388 396
Charge for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 68
Exchange . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) 4
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 —
Disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (75) (80)

At 31 December. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 420 388

Net book value
At 31 December. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 263 211

Tangible assets principally comprise short leasehold improvements, fixtures, fittings and equipment.

18. Interests in Associated Undertakings

The companies listed on page F-159 are those, not being subsidiaries, in which Royal & Sun Alliance
Insurance plc and its subsidiaries held at 31 December 1999 a participating interest and which are associated
undertakings as defined in the Companies Act 1985. All holdings are of equity shares.

During the year the parent company disposed of its interest in Mutual & Federal Investments Ltd to
another Group company at its carrying amount.
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Interests in associated undertakings comprise:

1999
£m

1998
£m

Shares at cost
At 1 January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95 100
Acquisitions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 —
Transfer to subsidiary undertakings/disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (72) (5)

At 31 December . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73 95
Adjustment to valuation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 149 123

Net book value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 222 218

Balances due from associated undertakings at 31 December 1999 amounted to £7m (1998 £9m).

19. Acquisitions of Subsidiary Undertakings

During the year, acquisitions of subsidiary undertakings were made for a total consideration of
£1,824mincluding redemption of subordinated liabilities. Goodwill of £818marising on those acquisitions has
been capitalised and is being amortised. The Group has used the acquisition accounting method to account for
all acquisitions and the amortisation period for goodwill on all significant acquisitions is 20 years, this being
the period over which the value of the businesses acquired are expected to exceed the value of their underlying
assets.

During the year the Group acquired:

a. Orion Capital Corporation, USA, acquired on 16 November 1999.

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,341 (5) 1,336
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,161 19 1,180
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (205) (10) (215)
Technical provisions for general business . . . . . . . . . . . . . . . . . (1,795) 113 (1,682)

Net assets (excluding subordinated liabilities). . . . . . . . . . . . 502 117 619

Consideration including acquisition costs and redemption of
subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,168

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 549

The consideration paid was cash. The principal fair value adjustments relate to the valuation of claims
reserves on acquisition after making allowance for future investment income. The remaining fair value
adjustments relate to valuation adjustments to assets and liabilities. All adjustments are provisional given the
acquisition was completed shortly before year end. The net assets at acquisition exclude £300mof long term
subordinated liabilities as such debt was considered as capital to support the investment and insurance risks of
the business. These liabilities were redeemed as part of the acquisition process and accordingly, consideration
paid of £1,168mincludes £300mto redeem the liabilities. The premium paid on redemption of the liabilities
amounted to £14mwhich has been expensed in the non-technical account. The loss after tax reported under
local GAAP for the period from 1 January 1999 until the date of acquisition was £100mand the profit after tax
for the year ended 31 December 1998 was £62m.
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b. Trygg-Hansa Försäkrings AB, Publikt, Sweden, acquired with effect from 31 August 1999.

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 923 — 923
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 — 207
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (227) 2 (225)
Technical provisions for general business . . . . . . . . . . . . . . . . . . (743) 67 (676)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160 69 229

Consideration including acquisition costs. . . . . . . . . . . . . . . . 287

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58

The consideration paid was cash except for £36moutstanding at the balance sheet date. As part of the
same transaction the Group sold its interest in Codan Bank A/S, the details of which are disclosed in note 20.
The principal fair value adjustments relate to the valuation of claims reserves on acquisition after making
allowance for future investment income and alignment with Group policy of the methodology for determining
technical provisions. All adjustments are provisional given the acquisition was completed shortly before year
end. The loss after tax reported under local GAAP for the period from 1 January 1999 until the date of
acquisition was £26mand the profit after tax for the year ended 31 December 1998 was £135m.

c. Tyndall Australia Limited, acquired on 5 May 1999.

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 426 (1) 425
Value of long term business . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 10 41
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 96 (3) 93
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (41) — (41)
Technical provisions for long term business . . . . . . . . . . . . . . . . (387) — (387)
Fund for future appropriations . . . . . . . . . . . . . . . . . . . . . . . . . . (4) — (4)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121 6 127

Consideration including acquisition costs. . . . . . . . . . . . . . . . 302

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 175

The consideration paid was cash. The principal fair value adjustment relates to the revision, in line
with Group policy, of underlying assumptions relating to the valuation placed on the value of long term
business.

The profit after tax reported under local GAAP for the period from 1 January 1999 until the date of
acquisition was £5m and for the year ended 31 December 1998 was £12m.
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d. Compañia de Seguros de Vida La Construccio´n, Chile, acquired on 26 November 1999.

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 580 — 580
Value of long term business . . . . . . . . . . . . . . . . . . . . . . . . . . . — 73 73
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 — 20
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) — (4)
Technical provisions for long term business . . . . . . . . . . . . . . . . (493) — (493)

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103 73 176

Fair value of net assets acquired (11%). . . . . . . . . . . . . . . . . 19
Consideration including acquisition costs. . . . . . . . . . . . . . . . 17

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2)

A 40% interest in Compañia de Seguros de Vida La Construcción was acquired on 12 November
1997. A further 11% interest was acquired during the year for £17mwhich was paid in cash. The principal fair
value adjustment relates to the valuation placed on the value of long term business at acquisition. The profit
after tax reported under local GAAP for the period from 1 January 1999 until the date of acquisition was £16m
and the loss after tax was £12m for the year ended 31 December 1998.

e. Other Group acquisitions for the year included:

1. Towarzystwo Ubezpieczaniowe PBK Zycie SA, Poland, acquired on 14 April 1999.

2. Lietuvos Draudimas, Lithuania, acquired on 11 June 1999.

The aggregate value of these and other immaterial transactions was:

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42 — 42
Value of long term business . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4 4
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 (4) 12
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (1) (10)
Technical provisions for general business . . . . . . . . . . . . . . . . . (12) — (12)
Technical provisions for long term business . . . . . . . . . . . . . . . . (21) — (21)

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 (1) 15

Fair value of net assets acquired. . . . . . . . . . . . . . . . . . . . . . 12
Consideration including acquisition costs. . . . . . . . . . . . . . . . 50

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38

The consideration was paid in cash except for £2m outstanding at the balance sheet date.
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In addition to the goodwill arising on the acquisition of subsidiary undertakings, the Group acquired
for £21m the remaining 20% minority interest in Australia Associated Motor Insurers Limited which gave rise
to an additional goodwill of £26m. There were no significant fair value adjustments.

The goodwill amortisation periods for other Group acquisitions and the minority purchase range from
10 to 20 years, being the periods over which the value of the businesses acquired are expected to exceed the
value of their underlying assets.

During 1998, acquisitions were made for a total consideration of £152m. Goodwill of £13m arising on
acquisitions was capitalised. Group acquisitions during the year comprise:

1. On March 6, 1998 100% of the ordinary share capital of Norwich Union Life Insurance (NZ)
Limited, New Zealand.

2. On May 5, 1998 the Group increased its interest to 64.9% of the ordinary share capital of La
Fenix Peruana SA, Peru.

3. On November 18, 1998 100% of the ordinary share capital of Guardian Assurance Limited, New
Zealand.

4. On December 24, 1998 100% of the ordinary share capital of Financial Structures Limited,
Bermuda.

The aggregate assets and liabilities acquired were:

Book value
on acquisition

£m

Fair value
adjustments

£m

Fair value
to Group

£m

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 398 — 398
Value of long term (life) business . . . . . . . . . . . . . . . . . . . . . . . — 27 27
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39 (1) 38
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (30) — (30)
Technical provisions for general business . . . . . . . . . . . . . . . . . (14) — (14)
Technical provisions for long term (life) business . . . . . . . . . . . (334) 63 (271)
Minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) — (9)

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 89 139

Consideration including acquisition costs. . . . . . . . . . . . . . . . 152

Goodwill capitalised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13

The consideration of £152m comprises £148m of cash paid and an estimate of deferred contingent
consideration of £4m, being the maximum amount payable on the achievement of specified post-acquisition
performance criteria. The principal fair value adjustments relate to the valuation of the acquired value of in-
force business and to adjustments to the valuation of long term (life) business provisions on appropriate bases
and assumptions.

Goodwill arising on these acquisitions is being amortized in the non-technical account over its
estimated economic life, which for the above acquisitions in the year is 10 years.

NOTES ON THE ACCOUNTS, Continued

F-138



20. Disposals of Subsidiary Undertakings

During the year, disposals of subsidiary undertakings were made for a total consideration of £302m.
Gains on disposals of subsidiaries and the branch gave rise to an exceptional pre-tax profit of £10m after write
off of goodwill. Group disposals during the year comprise:

1. Royal Maccabees Life Insurance Company was sold on 31 July 1999. The transaction generated
proceeds, net of costs, of £235mand generated an exceptional pre-tax profit of £30mbefore the
write off of £26mof goodwill attributable to the business previously eliminated against reserves.

2. Codan Bank A/S was sold on 31 August 1999. The transaction generated proceeds, net of costs,
of £57mand generated an exceptional pre-tax profit of £nil. There was no goodwill written off
in relation to this disposal. As part of the same transaction the Group acquired Trygg-Hansa
Försäkrings AB, Publikt the details of which are disclosed in note 19.

Other disposals during the year comprised Tellit Assurances Sun Alliance SA, Sun Alliance
Insurance (Hellas) SA and Phoenix Assurance Zimbabwe Limited which generated in aggregate
an exceptional pre-tax loss of £nil after write off of goodwill. With the exception of £2m of
goodwill written off in relation to the disposal of Tellit Assurances Sun Alliance SA, there was
no goodwill written off in relation to any of these disposals.

The Group disposed of its branch Sun Direct, Germany, which gave rise to an exceptional pre-
tax profit of £6m.

During 1998, the Group disposed of its interests in surveying businesses, for which there was no
original purchased goodwill, for a consideration of £6m giving rise to a gain of £5m.

During 1997, the Group completed the disposal of a number of subsidiaries including the 100%
interests in Sun Alliance International Life Assurance and National Vulcan Safety Products Ltd. Consideration
received on disposals amounted to £21m and the aggregate resulting gain on disposal amounted to £3m. There
was no goodwill in relation to these disposals.

Gains on disposals of subsidiaries and branches for all years have been included within the non-
technical account as gains on the realisation of investments.

21. Shareholders’ Funds (Group)

The movements in the Group’s capital and reserves are detailed on page F-124.

At 31 December 1999, the amount of goodwill previously and remaining written off to profit and loss
account reserve prior to 1 January 1998 is £778m(1998 £806m).

Included in the balance on the consolidated profit and loss account is a reserve of an overseas
subsidiary attributable to the Group of £198m(1998 £184m) which was established on a discretionary basis as
a contingency fund.
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22. Share Capital

1999
£m

1998
£m

1997
£m

Authorised
620,000,000(1998 and 1997 620,000,000) ordinary class A shares
of 25p each . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 155 155 155
10 (1998 and 1997 10) ordinary class B shares of US$1 each . . . . . . . — — —

Issued and fully paid
611,081,326(1998 611,081,326 and 1997 611,081,324) ordinary
class A shares of 25p each . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153 153 153
1 (1998 and 1997 1) ordinary class B share of US$1 . . . . . . . . . . . . . — — —

23. Long Term Business Provision

The principal assumptions used to calculate the UK long term business provision for the main classes
of business are:

1999 1998 1997

Interest rates
Life —with profit . . . . . . . . . . . 2.60% to 3.00% 2.60% to 2.75% 2.65% to 4.00%
Pensions —with profit . . . . . . . . . . . 3.00% to 4.50% 3.00% to 4.00% 3.20% to 3.75%
Annuities—in payment . . . . . . . . . . 5.54% 4.35% 5.25% to 6.00%
Mortality rates
Life —with profit . . . . . . . . . . . AM80, AF80 with adjustments AM80, AF80 AM80, AF80
Pensions —with profit . . . . . . . . . . . AM80, AF80 with adjustments AM80, AF80 with adjustments AM80, AF80 with adjustments
Annuities—in payment . . . . . . . . . . PMA80/PFA80 (c=2010)

with adjustments
PMA80 (c=2010)
with adjustments

PMA80 (c=2010)
with adjustments and
PA90 minus 7 yrs

The valuation has been carried out principally using a net premium method.

Generally accepted actuarial tables are used as appropriate in overseas long term business operations.
No details are given as the list would be too long and complex given the number of countries and variety of
products involved.
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24. Provisions for Other Risks and Charges

Integration
£m

Deferred
taxation

£m

Pensions
and post

retirement
benefits

£m

Other
provisions

£m
Total
£m

At 1 January 1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203 77 79 10 369
Exchange adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (1) (1)
Charged/transferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64 109 27 22 222
Utilised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (160) 16 (6) (6) (156)
Advance Corporation tax recoverable . . . . . . . . . . . . . . . . . — (58) — — (58)

At 31 December 1997. . . . . . . . . . . . . . . . . . . . . . . . . . . . 107 144 100 25 376
Exchange adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2) — 2 1 1
Charged/transferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 27 21 8 56
Utilised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (77) — (8) (2) (87)
Advance Corporation tax . . . . . . . . . . . . . . . . . . . . . . . . . . — 58 — — 58

At 31 December 1998. . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 229 115 32 404
Exchange adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) — (1) (1) (3)
Charged/transferred . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (66) 29 77 40
Utilised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16) — (21) (10) (47)
Acquisition of subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . — (44) 5 3 (36)

At 31 December 1999. . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 119 127 101 358

The integration provision relates to the reorganisation provisions established in 1996 and 1997 arising
from the merger of Royal Insurance and Sun Alliance Groups on 19 July 1996. The remaining expenditure to
be incurred mainly relates to commitments on property leases.

Other provisions comprise mainly the costs of reorganisations including those of the UK Life business
£34mwhich is included in the long term technical account and USA general business £14mwhich is included
in the general business technical account. The bulk of these costs are expected to be incurred within one year.
In addition, various litigation provisions are held amounting to £27m, the timing and amount of payment of
which are dependent upon legal processes.

During the year £30mof deferred taxation to an overseas operation was transferred to the long term
business provision.
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25. Borrowings

1999
£m

1998
£m

Debenture loans
Secured (note 3 below)

5%—10.47% mortgage loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 22
5.10%—5.45% Gilt repurchase agreements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 278 —

Unsecured
5.57%—6.13% commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141 157

Total debenture loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 440 179
Amounts owed to credit institutions—unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 21

Total borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 473 200

Repayable as follows:
1 year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 445 169
Between 1 and 2 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —
Between 2 and 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 6
After 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 25

473 200

Notes:

1. Interest payable on amounts repayable within 5 years was £15m (1998 £23m) and after 5 years £1m
(1998 £3m).

2. Loans from credit institutions of £7m (1998 £9m) under revolving credit facilities have been classified by
reference to the earliest date on which repayment may be demanded by the lender. At 31 December 1999
total revolving credit facilities available to the Group were £2,262m(1998 £2,251m), of which £nil (1998
£nil) expire within 1 year, £2,254m(1998 £2,242m) expire within 2 to 5 years and £8m (1998 £9m)
expire after 5 years.

3. The secured debenture loans are secured on certain properties of the Group.

26. Other Creditors

Other creditors including taxation and social security in the combined consolidated balance sheet
includes a liability of £364m(1998 £451m) in respect of corporation tax payable.

At 31 December 1999 other creditors in the shareholder and combined consolidated balance sheets
includes customer deposits and other liabilities of £nil (1998 £570m) relating to Codan Bank A/S.

27. Deferred Taxation

Provided Unprovided

1999
£m

1998
£m

1999
£m

1998
£m

Unrealised gains/losses arising from investments other than long term . . . . . . . . . . . 172 201 658 787
Other timing differences other than long term . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (53) 28 (209) (121)

119 229 449 666
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Unprovided deferred taxation reflects amounts not expected to crystallise in the foreseeable future.

In addition to the amounts stated above, deferred taxation in respect of unrealised investment gains is
allowed for:

1. In the long term business provision amounting to £482m(1998 £405m) on a discounted basis
with movements during the year being included in that provision; the unprovided amount is
£208m(1998 £189m).

2. Within assets held for linked liabilities amounting to £202m(1998 £91m) with movements
during the year being included in the tax attributable to long term business: the unprovided
amount is £12m (1998 £23m).

28. Operating Leases

Land &
buildings Other

1999
£m

1998
£m

1999
£m

1998
£m

Annual commitments under non-cancellable operating leases which expire:
1 year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 6 6 15
Between 2 and 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 22 20 18
After 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64 62 — —

104 90 26 33

All material leases of land and buildings are subject to rent review periods of between three and five
years.

29. Managed Funds

The Group administers the funds of a number of group pension funds in its own name but on behalf of
others. The assets, as shown below, and corresponding liabilities of these funds have been included within the
consolidated balance sheet.

1999
£m

1998
£m

Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 40
Shares and other variable yield securities and units in unit trusts . . . . . . . . . . . . . . . . . . . . . 758 528
Debt securities and other fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 237 233
Cash at bank and in hand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 18

1,064 819
Debtors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 6
Creditors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (42) (1)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,030 824
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30. Transactions with Related Parties

A number of the directors, other key managers, their close families and entities under their control
have general and/or long term insurance policies with subsidiary companies of the Group. Such policies are on
normal commercial terms except that executive directors and key managers are entitled to special rates which
are also available to other members of staff. The board has considered the financial effect of such insurance
policies and other transactions with Group companies and has concluded that they are not material to the Group
and, if disclosed, would not influence decisions made by users of these financial statements.

The board has also concluded that there are no transactions with other directors or key managers that
are material to their own financial affairs.

On 10 December 1999, Royal & Sun Alliance Linked Insurances Ltd (RSALI) and Phoenix Assurance
plc, two wholly owned subsidiaries of Royal & Sun Alliance Insurance plc, entered into a financial reassurance
arrangement to improve the regulatory solvency of RSALI. Due to the legally segregated nature of the long
business fund of Phoenix Assurance plc and the profit recognition methods prescribed by the modified statutory
basis of accounting for with profit life companies, the balance on the consolidated long term business technical
account of the Group, which is stated after tax, includes £22mof profit arising from this transaction.

31. Shareholders’ Interest in Long Term Business

The total shareholders’ interest in long term business contained within the shareholder consolidated
balance sheet comprises:

UK
£m

Other
Europe

£m
Americas

£m

Asia
Pacific

£m
1999
£m

1998
£m

Shareholders’ accrued interest . . . . . . . . . . . . . . . . . . . . . . . 143 36 — 142 321 235
Value of long term business . . . . . . . . . . . . . . . . . . . . . . . . . 1,479 111 73 121 1,784 1,506
Shareholders’ funds and subordinated liabilities attributable . . 175 318 164 14 671 740

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,797 465 237 277 2,776 2,481

Value of long term business is described in the accounting policies on page F-115 and in note 15. The
movement in value of long term business other than the amortisation of acquired value of in-force business, is
credited to other reserves within capital and reserves.

Shareholders’ funds attributable represent those assets held outside the long term funds but which are
assessed by the directors to be the amount maintained in support of the long term business.

32. Cashflow

The Company is a wholly owned subsidiary of Royal & Sun Alliance Insurance Group plc and the
cash flows of the Company are included in the consolidated cash flow statement of Royal & Sun Alliance
Insurance Group plc. The Company has taken advantage of the exemption permitted by FRS 1 (Revised) and
has elected not to prepare its own cash flow statement.
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33. Ultimate Parent Company

The company’s ultimate Parent Company is Royal & Sun Alliance Insurance Group plc, registered in
England and Wales, which prepares consolidated accounts which include Royal & Sun Alliance Insurance plc.
The Company’s immediate Parent Company is Royal Insurance Holdings plc. Copies of the consolidated
accounts of Royal & Sun Alliance Insurance Group plc can be obtained from the registered office at 30
Berkeley Square, London W1X 5HA.

34. Summary of Differences Between UK and US Generally Accepted Accounting Principles (‘‘GAAP’’)

The accompanying consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United Kingdom (‘‘UK GAAP’’), which differ in certain
significant respects from generally accepted accounting principles in the United States (‘‘US GAAP’’). Such
differences involve methods for measuring the amounts shown in the financial statements, financial statement
classification and presentational differences and additional disclosures required by US GAAP. The effect on
consolidated net income and shareholders’ equity of applying the significant differences between UK GAAP
and US GAAP described below is summarised as of 31 December and for the years then ended.

1999
£m

1998
£m

1997
£m

Profit for the financial year attributable to shareholders in accordance with UK
GAAP . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 80 616 1,437

Value of long term Life Business (note B) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 (12) (1)
Equalisation provisions (note C) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 51 84
Goodwill (note D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 (21) (26)
Investments (note E) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 305 67 (1,318)
Real estate (note F) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13) 256 (100)
Intercompany sales of real estate (note G) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (97) —
Pensions (note H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112 55 45
Post retirement benefits (note I) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 3 6
Stock compensation (note J) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2) (3)
Vacant leases (note K) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11 6 (5)
Integration provision (note L) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13) (17) (26)
Discounting of claims provision (note M) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4) (1) (3)
Deferred income (note N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (90) (37) (35)
Deferred acquisition costs (note O) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122 12 2
Long term business provision (note P) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (183) 538 639
Gross up of investment income due to accounting policy change (note Q) . . . . . . . . . . . — 63 67
Foreign currency translation (note R) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 4 10
Policyholder allocations (note S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 588 (435) 74
Structured settlements (note U) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 (2)
Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) — (6)
Tax effect of US GAAP adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (137) (145) (120)
Impact of US GAAP adjustments on profit attributable to minority interests (note V) . . . (3) — 2

Consolidated net income in accordance with US GAAP. . . . . . . . . . . . . . . . . . . . . . 804 905 721
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1999

Gross
Adjustment

£m

Policyholder
share
£m

Shareholder
share
£m

Consolidated Shareholders’ Funds in Accordance with UK GAAP . . . 6,425
Fund for future appropriations (note A) . . . . . . . . . . . . . . . . . . . . . . . . . . 4,840 (3,800) 1,040
Value of long term (life) business (note B) . . . . . . . . . . . . . . . . . . . . . . . . (1,589) — (1,589)
Equalisation provisions (reserves) (note C) . . . . . . . . . . . . . . . . . . . . . . . . 259 — 259
Goodwill (note D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140 — 140
Investments (note E) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3) 2 (1)
Real estate (note F) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,091) 755 (336)
Intercompany sales of real estate (note G) . . . . . . . . . . . . . . . . . . . . . . . . (97) — (97)
Pensions (note H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 692 — 692
Post retirement benefits (note I) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) — (11)
Discounting of claims provision (note M) . . . . . . . . . . . . . . . . . . . . . . . . (19) — (19)
Deferred income (note N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (494) 17 (477)
Deferred acquisition costs (note O) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 622 (279) 343
Long term business provision (note P) . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,956 (1,748) 208
Deferred taxes (note Q) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,087) 165 (922)
Dividends (note T) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 495 — 495
Structured settlements (note U) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) — (5)
Minority interests (note V) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 — 23
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 (8) 6

Consolidated Shareholders’ Funds in Accordance with US GAAP . . . . (4,896) 6,174

1998

Gross
Adjustment

£m

Policyholder
share
£m

Shareholder
share
£m

Consolidated Shareholders’ Funds in Accordance with UK GAAP . . . 7,218
Fund for future appropriations (note A) . . . . . . . . . . . . . . . . . . . . . . . . . . 3,785 (2,927) 858
Value of long term (life) business (note B) . . . . . . . . . . . . . . . . . . . . . . . . (1,427) — (1,427)
Equalisation provisions (reserves) (note C) . . . . . . . . . . . . . . . . . . . . . . . . 250 — 250
Goodwill (note D) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133 — 133
Investments (note E) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 158 (88) 70
Real estate (note F) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,051) 640 (411)
Intercompany sales of real estate (note G) . . . . . . . . . . . . . . . . . . . . . . . . (97) — (97)
Pensions (note H) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 576 — 576
Post retirement benefits (note I) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13) — (13)
Vacant leases (note K) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (15) — (15)
Integration provision (note L) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 — 13
Discounting of claims provision (note M) . . . . . . . . . . . . . . . . . . . . . . . . (17) — (17)
Deferred income (note N) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (404) 17 (387)
Deferred acquisition costs (note O) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 486 (211) 275
Long term business provision (note P) . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,142 (1,814) 328
Deferred taxes (note Q) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,165) 153 (1,012)
Dividends (note T) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 357 — 357
Structured settlements (note U) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) — (5)
Minority interests (note V) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 — 26
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 — 5

Consolidated Shareholders’ Funds in Accordance with US GAAP . . . . (4,230) 6,725
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Participating Contracts

A significant proportion of the life insurance issued by the Group is in the form of participating
insurance. A participating contract provides the policyholders with a contingent interest in the excess assets
over the liabilities (surplus) of the life company issuing the contract. Policyholder bonuses (dividends) are
declared annually by the board of directors and credited to the individual policies from the surplus in the
company. Participating business is written by a number of the Group’s life insurance operations and the
participating rights of these contracts vary by contract, by company and by the market in which the contract is
issued.

As of 31 December, 1999, UK with-profits companies represented 65.7% (1998 62.3%) of the future
policy benefits and policy contract deposits of the Group. UK with-profits policies entitle the policyholder to
participate in the total surplus within the life fund of the UK insurance company subsidiary which issued the
policy. Regular bonuses are determined annually by the issuing company’s actuary and the board of directors.
The bonuses that may be declared are highly correlated to the overall performance of the underlying assets and
liabilities of the fund in which the contracts participate and are the subject of normal variability and volatility.
Terminal bonuses are paid on maturity of the contract and are designed to provide policyholders with a share of
the total performance of the company during the period of the contract. The total performance includes
investment income, realised and unrealised gains, together with the profits from expense margins, mortality
experience and tax margins. Terminal and regular bonuses together ensure that policyholders’ reasonable
expectations are met.

For UK with-profits business written in our two main UK Life companies, approximately 90% of the
surplus is allocated to policyholders as bonuses. This allocation is determined either by the legal form of the
company or by the contract. The remainder of surplus is allocated to shareholders. Accordingly, broadly 90% of
the US GAAP income for the UK with-profits business is recorded as undistributed policyholder allocations.
The investments in securities backing the UK with-profits business have been classified as trading, which
results in all related unrealised and realised gains/losses being recognised in income.

Certain of the other insurance businesses write fully participating contracts which provide bonuses
(dividends) to policyholders based on actual experience of the insurer and annual policyholder dividends are
paid in a manner that identifies divisible surplus and distributes the surplus in approximately the same
proportion as the contracts contribute to the divisible surplus (the contribution principle). The liabilities related
to these contracts are recorded in accordance with local statutory regulations. Premiums for these policies are
reported as revenue when due from policyholders. Death, surrender and disability benefits are reported as
expenses as incurred. Annual policyholder bonuses (dividends) are reported as a separate expense on an accrual
basis. Under US GAAP, there is no impact on either net income or shareholders’ equity for these changes.

The reconciliation of shareholders’ equity from UK GAAP to US GAAP shows the effect on
shareholders’ equity, gross and net of the allocation to policyholders.

The reconciliation of net income from UK GAAP to US GAAP shows the total effect on net income
of the differences in accounting treatment with the policyholders’ share shown in the line entitled policyholder
allocations.

Merger of Royal Insurance and Sun Alliance

The merger of Royal Insurance and Sun Alliance has been accounted for as a pooling of interests
under US GAAP. Pooling of interests accounting is equivalent to the merger accounting adopted under UK
GAAP.
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A. Fund for Future Appropriations

Certain long term funds (life insurance companies) comprise either participating, or both participating
and non-participating long term (life) business contracts, where policyholders have a contingent interest in the
excess of assets over liabilities in the fund. Under UK GAAP, such excess is reflected in the fund for future
appropriations until appropriated between policyholders and shareholders. The UK GAAP fund for future
appropriations therefore comprises the full unappropriated excess of assets over liabilities. US GAAP requires
such excesses to be appropriated between shareholders and policyholders in the proportion prescribed either by
the legal form of the company or the terms of the contracts concerned, taking into account policyholders’
reasonable expectations. The US GAAP undistributed policyholder allocations liability therefore comprises
only the policyholders’ share of excess assets over liabilities. The equity reconciliation adjustment therefore
reflects the attribution of the shareholders’ share of the UK GAAP fund for future appropriations to
shareholders’ equity. The policyholder share of the UK GAAP fund for future appropriations together with the
policyholder share of other US GAAP adjustments forms the US GAAP liability for undistributed policyholder
allocations. The net income impact of each difference flows through the policyholders’ allocations line item of
the net income reconciliation (refer note S).

Due to the profit recognition methods prescribed by the modified statutory basis of accounting under
UK GAAP and the legally segregated nature of the long term (life) business of Phoenix Assurance plc, the UK
GAAP financial statements include £22m in 1999 of profit arising from a financial reassurance arrangement
entered into between two wholly owned subsidiaries of the Group, as discussed in note 30. This gain is
eliminated under US GAAP.

B. Value of Long Term (Life) Business

Under UK GAAP, the value of long term (life) business represents the value attributable to
shareholders of the future cash flows (discounted for interest) arising from in-force long term (life) business
policies (both acquired and internally generated) in excess of that already recognised in the profit and loss
account. US GAAP provides for the recognition of the present value of only acquired life insurance business as
of the date of acquisition which is amortised over the premium recognition period of the policies acquired.

C. Equalisation Provisions (Reserves)

Under UK GAAP, equalisation provisions (reserves) are established under local statutory regulations,
where relevant, for future catastrophe and other unusual losses. Under US GAAP, such losses are not provided
for until incurred. The equity adjustment reflects the reversal of the year end equalisation provisions as
disclosed in note 9. The amounts charged to income under UK GAAP have been reversed in the net income
reconciliation.

D. Goodwill

Under US GAAP, goodwill arising from the purchase of a company for a price in excess of the fair
value of its net assets is capitalised and amortised against income over its expected useful life. Prior to 1998,
goodwill resulting from acquisitions was charged directly to reserves (a component of shareholders’ equity) for
UK GAAP reporting. In 1998, the Group adopted the requirements of Financial Reporting Standard 10,
‘‘Goodwill and Intangible Assets’’. This Standard required the capitalisation of goodwill resulting from
acquisitions occurring after 1 January, 1998 for UK GAAP purposes. FRS 10 does not require reinstatement of
goodwill written off to reserves in years prior to 1998 and accordingly the Group has made no such restatement
for UK GAAP. Both UK and US GAAP require capitalised goodwill to be amortised against income over its
expected useful life, primarily 20 years. The adjustments to net income and shareholders equity represent the
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capitalisation and amortisation of goodwill written off to reserves prior to 1998 under UK GAAP and the
purchase accounting adjustments discussed below.

Purchase accounting adjustments

Purchase accounting adjustments have been made under US GAAP, leading to a difference of £28m in
the goodwill capitalised in 1999 when compared with UK GAAP. These adjustments relate to premium on debt
redeemed as part of the acquisition of Orion Capital, and the treatment of restructuring changes.

Under UK GAAP, premium on debt redeemed as part of the acquisition of Orion Capital has been
expensed in the post-acquisition profit and loss. Under US GAAP, this premium is considered in assessing the
fair value of the debt on acquisition, and was therefore included in the valuation of the liability, thereby
reducing net assets and increasing goodwill. Under UK GAAP, restructuring charges are required to be
recorded in the post acquisition income statement, while US GAAP requires that these amounts be recognised
as a liability assumed in determining net asset value.

E. Investments

Under UK GAAP, fixed interest securities (fixed maturities) and equity investments are recorded at fair
value, except that fixed income securities held for long term business in certain overseas operations are
included on an amortised cost basis. The cost basis is either historical cost or amortised cost. Unrealised
investment gains and losses are included in the profit and loss account (statement of income). Under US GAAP,
fixed maturities and equity securities are classified as held-to-maturity, trading or available for sale. Fixed
maturities classified as held-to-maturity are those which the Group has the ability and positive intent to hold to
maturity; these investments are carried at amortised cost. Fixed maturities and equity securities which the
Group buys with the intention of reselling in the near term, together with fixed maturities and equity securities
backing the UK life with-profits (participating) contracts, are classified as trading and are carried at fair value
with the related unrealised gains or losses reflected in income. Other investments are classified as available for
sale and are carried at fair value, with unrealised gains and losses reported as a separate component of
shareholders’ equity (net of tax effects). The cost basis of all fixed maturities is based on amortised cost, with
amortisation calculated and included in income to achieve a constant yield to maturity. Unrealised losses (net of
deferred tax and policyholder allocations) reduced other comprehensive income in 1999 by £445mafter tax
(1998 £65m, 1997 £569m gain).

F. Real Estate

Under UK GAAP, all properties are treated as investments including those that the Group occupies for
its own use. Properties are reported at fair value with no depreciation charged against income. Under US
GAAP, such assets are recorded at their historical cost less depreciation thereon and segregated between those
held for investment purposes and those occupied. Real estate assets are depreciated over their expected useful
lives primarily 30 years. The equity reconciliation reflects the impact of accounting for real estate on a
depreciated cost basis (including real estate held within the participating funds). The net income adjustment
reflects the depreciation charge and the change to realised gains as a result of this difference. It also reflects the
reversal of the unrealised gains recorded on a UK GAAP basis. The policyholder allocations line item includes
the portion of the adjustment attributable to with profits policyholders.

Depreciation of £38m was charged in 1999 (1998 £65m, 1997 £51m) on the investment real estate.
Depreciation of £9m was charged in 1999 (1998 £6m, 1997 £12m) on occupied real estate.
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G. Intercompany Sales of Real Estate

Under UK GAAP intercompany sales of real estate investments between the general and life
companies are not eliminated because the assets are held within the long term (life) business which is regarded
as a separate legal fund for UK GAAP, whereas they are eliminated under US GAAP. The 1998 equity
reconciliation adjustment restates the real estate sold within the Group to the original depreciated cost to the
Group. The 1998 net income reconciliation reflects the reversal of the gain recognised under UK GAAP.

H. Pensions

For US GAAP, the projected benefit obligation is matched against the fair value of the underlying
assets and other unrecognised actuarial gains and losses in determining the pension expense for the year. As a
result, pension expense can be significantly different from that computed under UK GAAP which requires the
cost of providing pension benefits to be expensed over the periods benefiting from the employees’ service on
the basis of constant percentage of current and estimated future earnings. In addition, US GAAP requires
recording in the balance sheet the prepaid pension asset while UK GAAP does not permit recording such
assets. The equity reconciliation adjustment reflects the recording of the prepaid pension asset under US GAAP
after reversing any amounts recorded on a UK GAAP basis.

I. Post Retirement Benefits

Under UK GAAP, there are unprovided accumulated obligations in respect of healthcare benefits to
certain current and retired US and Canadian employees, with benefits being accounted for on a systematic basis
over the remaining service lives of current employees. Under US GAAP, the accumulated obligations are
recognised in full. The adjustment to the equity reconciliation reflects the recognition of the accumulated
obligation in full under US GAAP after reversing any amounts recorded on a UK GAAP basis. The net income
adjustment reflects the change in this obligation in the current year.

J. Stock Compensation

For US GAAP purposes, the Group follows the provisions of Accounting Principles Board (‘‘APB’’)
Opinion No. 25, ‘‘Accounting for Stock Issued to Employees’’ to account for its stock option activity. This
method utilises the intrinsic value-based method of accounting for stock option incentive plans whereby
compensation expense is recorded for fixed plans only if the market price of the underlying stock at the date of
the grant exceeds the exercise price, in which case the discount is amortised to income over the period to the
exercise date. For variable plans, the compensation cost is recognised at a future date when both the number of
shares that may be acquired or awarded to an employee and the price to be paid by the employee are known.
Under UK GAAP, compensation cost is recognised for any discount between the exercise price and the market
price at the date of grant and is amortised to income over the period of service of the employees in respect of
which the options are granted. However no charge against income is required in respect of Save As You Earn
share option plans. The net income reconciliation reflects the adjustment required to recognise the
compensation cost calculated in accordance with APB 25. There is no adjustment to shareholder’s equity as
under UK GAAP the difference between the market value exercise price is charged directly to reserves, while
under US GAAP it is charged to net income.

K. Vacant Leases

Under US GAAP, a provision is required in respect of the vacant leases as a loss under these leases
was both probable and estimable. No adjustment is reflected in the shareholders’ equity reconciliation in 1999
as, following the introduction of FRS 12, the UK GAAP requirements are in line with the US GAAP
requirements.
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L. Integration Provision

Part of the integration provision raised under UK GAAP and discussed in note 24 does not meet the
requirements for recognition under US GAAP. The equity and net income reconciliations reflect the impact of
reversing part of this provision.

M. Discounting of Claims Provisions

Under UK GAAP, claims provisions relating to workers compensation and other non-life disability
case reserves in the United States, Canada and Scandinavia paid on an annuity basis are included after
reflecting interest expected to be earned. Under US GAAP, discounting is permitted only if the payment pattern
and ultimate cost are fixed and determinable and the discount rate is reasonable. Discounting related to certain
Scandinavian claims reserves has been reversed under US GAAP.

N. Deferred Income

Under UK GAAP, initial policy fees on long duration life insurance contracts (primarily universal life
and investments contracts) in the early years of the contract, which are in excess of the level of annual policy
fees taken thereafter, are offset against the first available profit margins on these policies. Under US GAAP,
such fees are deferred and recognised over the term of the policy in the same manner as deferred acquisition
costs discussed in note O below. Fees on short duration life insurance contracts are not deferred under either
UK GAAP or US GAAP. The equity and net income adjustments reflect the impact of the deferral of these fees
and their recognition over the term of the policy.

O. Deferred Acquisition Costs

Under both UK and US GAAP, the costs of acquiring both new and renewal general (property and
casualty) insurance business are deferred and amortised over the period in which the related premiums are
earned. Under US GAAP, however, only the acquisition costs which are directly related to and vary with the
production of new and renewed contracts may be deferred, while under UK GAAP the amounts being deferred
may include an allocation of overhead.

Under UK GAAP, unexpired risk reserves are set up where unearned premiums, net of deferred
acquisition costs, are considered to be insufficient to meet expected future losses and loss adjustment expenses
relating to unexpired risks after considering future investment income on unearned premium reserves. The
unexpired risk provision is measured in aggregate for business classes which are managed together. Under US
GAAP, premium deficiencies are recorded only once the related deferred acquisition costs are completely
reduced. US GAAP requires the assessment of recoverability of deferred acquisition costs to be at least
reviewed annually. In performing this review, insurance contracts are grouped only if this is consistent with the
manner in which they are acquired and serviced and in which their profitability is measured.

Under UK GAAP, the costs of acquiring new and renewal life insurance business are capitalised and
amortised against the emergence of profit on the contract. Under US GAAP, only acquisition costs which are
directly related to and vary with acquisitions of new and renewal contracts are capitalised. These costs are
amortised over the full period of the contract in proportion with the premiums earned for all contracts with the
exception of investment, universal life, and separate account contracts which are amortised in proportion to the
estimated gross profits arising from the contracts.

The costs deferred and amortised on a US GAAP basis include commissions, underwriters’ salaries
and direct underwriting expenses (for example, costs of medical examinations). Unamortised acquisition costs
associated with internally replaced contracts are written off in the income statement.
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The increase in deferred acquisition costs under US GAAP is due to the longer amortisation period for
life business, which is partly offset by the impact of no overhead expenditure being capitalised under US
GAAP. The gross up for Insurance Premium Tax has no equity impact since a similar adjustment is made to
unearned premium reserves.

The net income reconciliation adjustment reflects the change in the consolidated shareholders’ equity
adjustment gross of policyholder allocations.

P. Long Term (Life) Business Provision (Reserve for Future Life and Health Policy Benefits)

Under UK GAAP, the long term (life) business provision (reserve for future life and health policy
benefits) for the Group is generally calculated in accordance with the actuarial principles and assumptions
issued by insurance regulatory authorities. For UK life with-profits business, the calculation includes explicit
allowance for vested bonuses (including those vesting following valuation at the balance sheet date). Implicit
allowance is made for future reversionary bonuses through the use of a net premium valuation method
employing a reduced valuation rate of interest. No provision is made for future terminal bonuses.

Under US GAAP, future policy benefits for traditional life policies are computed using a net level
premium method on the basis of actuarial assumptions as to mortality, persistency and interest based on the
insurance company’s experience, with a margin for adverse deviations. Such actuarial assumptions are
established as of the date of policy issue. When the liabilities for future policy benefits plus the present value of
expected future gross premiums are insufficient to provide for expected future policy benefits and expenses, a
premium deficiency reserve is established by a charge to earnings after the write-down of any related deferred
acquisition costs, and future policy benefits are thereafter based on assumptions established as of that date.

Under UK GAAP, a liability is recorded for contingent losses related to UK with-profit annuity
contract guarantees, as required by the UK statutory requirements. US GAAP does not permit current
recognition of possible future losses upon potential conversion of guaranteed annuities. As the amount of any
loss can only be reasonably determinable at the time of conversion, no liability can be recognised under US
GAAP. The liability recorded under UK GAAP has therefore been reversed and a loss contingency disclosed
under US GAAP.

Q. Deferred Taxes

Under UK GAAP, a provision or benefit is recorded for deferred taxation under the liability method to
the extent that it is considered probable that a liability or asset will crystallise in the foreseeable future.
Discounted rates of tax are used in respect of unrealised gains on investments of the long term (life) business
fund and the deferred tax provision is included within the long term business provision. Under US GAAP,
deferred tax is provided for all differences between the book and tax bases of assets and liabilities at the
statutory rate of each reporting date. US GAAP does not allow deferred tax to be discounted. A valuation
allowance is established when it is more likely than not that some portion or all of the deferred tax assets will
not be realised. The Group has changed its UK GAAP accounting policy following the adoption of FRS 16
discussed in note 1 and as a result the UK GAAP income tax charge and investment income have been restated.
As the US GAAP accounting policies remain unchanged, the shareholders equity reconciliation includes an
adjustment to gross up both net income and tax for US GAAP purposes and consequently there is no impact on
net income. The adjustments in the net income and equity reconciliations reflect the impact of recognising
deferred tax on a fully comprehensive, undiscounted basis, and the deferred tax impact of other US GAAP
adjustments made that affect net income. For participating and separate account business, the Group is subject
to the taxes on the income less expenses arising which is then charged to the policyholders. These taxes have
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been included within the income tax expense and policy fees receivable for the separate accounts and within
policyholder participations in profit in respect of the participating business. Under UK GAAP, deferred taxes in
respect of the long term business are recorded within the long term business provision as explained in note 27 .
For US GAAP, these balances are reclassified to deferred tax liability.

R. Foreign Currency Translation

Under UK GAAP, assets and liabilities, including long term subordinated liabilities and results of both
businesses and associates denominated in foreign currencies are translated into sterling at rates prevailing at
year end and the resulting differences are taken to reserves (shareholders’ equity) or in the case of long term
(life) business are included within the long term technical account. Other exchange differences, including those
relating to transactions denominated in foreign currency, are dealt with in the profit and loss account (statement
of income). Under US GAAP, translation adjustments of assets and liabilities expressed in functional
currencies, which are the currencies of the local operating environment, are calculated using year-end rates of
exchange and the related translation adjustments are recorded as a separate component of shareholders’ equity
and other comprehensive income. Foreign currency translation adjustments increased other comprehensive
income by £50m in 1999 (1998 (£66m), 1997 (£54m)). Income statement accounts expressed in functional
currencies are translated using average exchange rates. The adjustment in the net income reconciliation reflects
the impact of using average rates for income statement items under US GAAP.

S. Policyholder Allocations

As noted above in note 34A, ‘‘fund for future appropriations’’, certain participating life insurance
contracts require the sharing of the profits and losses of the long term (life) fund between the participating
policyholders and the shareholders. The reconciling item in the net income reconciliation reflects the movement
in the shareholders’ share of the UK GAAP fund for future appropriations, as well as the effects of the
aggregate UK to US GAAP adjustments attributable to policyholders.

T. Dividends

Under UK GAAP, all dividends related to an accounting period that are declared or proposed up to the
date of the approval of the financial statements by the Board of Directors are accrued in that accounting period.
Under US GAAP, only those dividends declared during the year are accrued. The equity adjustment reflects the
impact of reversing the year end proposed dividend as disclosed in note 12 to the financial statements.

U. Structured Settlements

Under UK GAAP, claims are treated as fully settled at the date of purchase of the annuity. The claims
provision is derecognised, as is the value of the annuity purchased, and a gain or loss is recognised for the
difference between the claims liability and the cost of the annuity. Under US GAAP, the claims liability is not
derecognised unless the insurer’s liability to the policyholder has been legally extinguished. The equity and net
income reconciliations reflect the impact of recognising the claims liability where legal obligation has not been
extinguished, and reversing the gain or loss recognised under UK GAAP.

V. Minority Interests

The impact of the difference between US GAAP and UK GAAP upon minority interests and net
income attributable to minorities has been reflected separately within the shareholders’ equity and net income
reconciliations.
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35. Operating Segments

Effective in 1998, the Group’s operations were reorganised and are conducted through four time zone
business segments: UK, Other Europe, Americas and Asia Pacific. The Other Europe segment comprises
businesses in Continental Europe and the Middle East and Africa. The Americas segment comprises businesses
in the United States, Canada, Latin America and the Caribbean. The Asia Pacific segment comprises businesses
in Asia, Australia and New Zealand.

Total General business Long term business

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

Net premiums written (note 1)
UK . . . . . . . . . . . . . . . . . . . . . . . . . . 5,091 5,063 4,872 3,141 3,353 3,315 1,950 1,710 1,557
Other Europe . . . . . . . . . . . . . . . . . . 2,401 2,208 1,928 1,440 1,396 1,224 961 812 704
Americas (note 3) . . . . . . . . . . . . . . . 1,943 1,749 1,768 1,817 1,544 1,525 126 205 243
Asia Pacific (note 3) . . . . . . . . . . . . . 1,008 703 657 761 574 570 247 129 87

10,443 9,723 9,225 7,159 6,867 6,634 3,284 2,856 2,591

Underwriting result/Long term
technical income less charges
(note 2)

UK . . . . . . . . . . . . . . . . . . . . . . . . . . (143) (118) 32 (308) (290) (139) 165 172 171
Other Europe . . . . . . . . . . . . . . . . . . (150) (189) (142) (169) (215) (168) 19 26 26
Americas (note 4) . . . . . . . . . . . . . . . (127) (74) (49) (162) (101) (72) 35 27 23
Asia Pacific (note 4) . . . . . . . . . . . . . (88) (49) (3) (104) (54) (14) 16 5 11

(508) (430) (162) (743) (660) (393) 235 230 231

Change in the equalisation
provision . . . . . . . . . . . . . . . . . . . . (12) (51) (84)

Gains on the realisation of
investments . . . . . . . . . . . . . . . . . . 703 874 218

Investment income net of expenses . . 840 824 887
Unrealised gains/(losses) on

investments . . . . . . . . . . . . . . . . . . (585) (197) 964
Other income and charges . . . . . . . . . 17 15 13
Amortisation of goodwill . . . . . . . . . . (14) (1) —

Profit on ordinary activities before
tax . . . . . . . . . . . . . . . . . . . . . . . . 441 1,034 1,836
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General business Personal Commercial

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

1999
£m

1998
£m

1997
£m

Net premiums written (note 1)
UK . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,141 3,353 3,315 1,734 1,729 1,589 1,407 1,624 1,726
Other Europe . . . . . . . . . . . . . . . . . . . 1,440 1,396 1,224 908 871 734 532 525 490
Americas . . . . . . . . . . . . . . . . . . . . . . 1,817 1,544 1,525 646 549 545 1,171 995 980
Asia Pacific . . . . . . . . . . . . . . . . . . . . 761 574 570 446 350 339 315 224 231

7,159 6,867 6,634 3,734 3,499 3,207 3,425 3,368 3,427

Underwriting result
UK . . . . . . . . . . . . . . . . . . . . . . . . . . . (308) (290) (139) (118) (81) (96) (190) (209) (43)
Other Europe . . . . . . . . . . . . . . . . . . . (169) (215) (168) (106) (134) (116) (63) (81) (52)
Americas . . . . . . . . . . . . . . . . . . . . . . (162) (101) (72) — 20 1 (162) (121) (73)
Asia Pacific . . . . . . . . . . . . . . . . . . . . (104) (54) (14) (24) (31) (19) (80) (23) 5

(743) (660) (393) (248) (226) (230) (495) (434) (163)

Notes:

1. Net premiums written by source do not differ materially from net premiums written by destination.

2. The balance on the long term business technical account is gross of tax.

3. Included in long term business within Americas is £76m (1998 £163m, 1997 £204m) relating to the
discontinued business Royal Maccabees Life Insurance Company and within Asia Pacific is £89m (1998
£0m and 1997 £0m) relating to the acquired business Tyndall Australia Limited.

4. Included in long term business within Americas is £10m (1998 £22m, 1997 £18m) relating to the
discontinued business Royal Maccabees Life Insurance Company and within Asia Pacific is £3m (1998
and 1997, £0m) relating to the acquired business Tyndall Australia Limited.

Total General business
Long term
business

1999
£m

1998
£m

1999
£m

1998
£m

1999
£m

1998
£m

Total net assets
UK . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,233 3,050 436 1,400 1,797 1,650
Other Europe (note 3) . . . . . . . . . . . . . . . . . . . . 1,487 1,386 1,022 931 465 455
Americas (note 2, 3) . . . . . . . . . . . . . . . . . . . . . 2,682 2,591 2,445 2,370 237 221
Asia Pacific (note 2) . . . . . . . . . . . . . . . . . . . . . 654 468 377 313 277 155

7,056 7,495 4,280 5,014 2,776 2,481

Associated undertakings . . . . . . . . . . . . . . . . . . 221 218
Other businesses (note 1) . . . . . . . . . . . . . . . . . (446) (204)

Total net assets(note 4) . . . . . . . . . . . . . . . . . . 6,831 7,509

Notes:

1. The net assets attributed to other businesses include the net assets of non-insurance businesses and Group
borrowings.

2. Included in long term business within Americas is £0m (1998 £187m) relating to the discontinued business
Royal Maccabees Life Insurance Company and £175mrelating to the acquired business Compañia de
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Seguros de Vida La Construcción and within Asia Pacific is £100m(1998 £0m) relating to the acquired
business Tyndall Australia Limited.

3. Included in general business within Americas is £477m(1998 £0m) relating to the acquired business
Orion Capital Corporation and within Other Europe is £171m(1998 £0m) relating to the acquired business
Trygg-Hansa Försäkrings AB, Publikt.

4. The directors consider that in relation to reporting of profit and loss account information the reportable
segments of the general business are commercial and personal. Such a segmentation is not considered
appropriate in relation to the Group’s total net assets where risk based capital modelling is used to allocate
capital amongst our regions and various operations. There are differences between actual regional total net
assets and those considered to be required on a risk based capital basis due to regulatory requirements at
the individual operation level.
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36. Principal Subsidiary Companies

Principal activity

United Kingdom British Aviation Insurance Company Ltd (57.1%) General insurance
FirstAssist Group Ltd Insurance services
The Globe Insurance Company Ltd General insurance
Legal Protection Group Holdings Ltd Holding company
The London Assurance General insurance
The Marine Insurance Company Ltd General insurance
RSA Engineering Ltd General insurance
Phoenix Assurance plc Composite insurance
Royal International Insurance Holdings Ltd General insurance
Royal & Sun Alliance Reinsurance Limited General insurance
Royal & Sun Alliance Property Services Ltd Estate agencies
Royal & Sun Alliance Life & Pensions Ltd Life insurance
Royal & Sun Alliance Linked Insurances Limited Life Insurance
Sun Alliance and London Insurance plc General insurance
Sun Alliance and London Assurance Company Ltd Life insurance
Royal & Sun Alliance Life Holdings Ltd Holding company
Sun Insurance Office Ltd General insurance

Argentina Royal & Sun Alliance Seguros (Argentina) SA General insurance
RSA Marketing (Latin America) SA (86.5%) General insurance

Australia Royal & Sun Alliance Australia Holdings Ltd Holding company
Royal & Sun Alliance Insurance Australia Ltd General insurance
Royal & Sun Alliance Life Assurance Australia Ltd Life insurance
Tyndall Australia Limited Life insurance

Bahamas Royal & Sun Alliance Insurance (Bahamas) Ltd (65.0%) General insurance

Brazil Royal & Sun Alliance Seguros (Brazil) SA General insurance

Canada Roins Financial Services Ltd Holding company
Compagnie d’Assurance du Quebec (99.8%) General insurance
The Johnson Corporation General insurance
Royal & Sun Alliance Insurance Company of Canada General insurance
Royal & Sun Alliance Life Insurance Company of Canada Life insurance
Western Assurance Company General insurance

Chile Compañia de Seguros La Republica SA (64.0%) General insurance
Compañia de Seguros de Vida La Construcción (51.0%) Life insurance

Colombia Royal & Sun Alliance Seguros (Colombia) SA (79.4%) General insurance

Denmark Codan Forsikring A/S (71.7%) General insurance
A/S Forsikringsselskabet Codan Liv (71.7%) Life insurance

France Royal & Sun Alliance SA General insurance

Germany Securitas Bremer Allgemeine Versicherungs AG (99.9%) General insurance
Securitas-Gilde Lebensversicherung AG (99.8%) Life insurance

Guernsey Insurance Corporation of Channel Islands Ltd General insurance

Hong Kong Royal & Sun Alliance Insurance (Hong Kong) Ltd General insurance
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Principal activity

Ireland Royal & Sun Alliance Eurolife Ltd Life insurance

Isle of Man
Royal & Sun Alliance International Financial Services
Ltd Life insurance
Tower Insurance Company Ltd General insurance

Italy Lloyd Italico Assicurazioni SpA General insurance
Lloyd Italico Vita SpA Life insurance
Royal & Sun Alliance Vita SpA Life insurance
Sun Alliance Vita SpA Life insurance

Netherlands Royal & Sun Alliance Schadeverzekering General insurance
Royal Sun Alliance Levensverzekering NV Life insurance

Netherlands Antilles Royal & Sun Alliance Insurance (Antilles) NV (51.0%) General insurance

New Zealand Royal & Sun Alliance Insurance (New Zealand) Ltd General insurance
Royal & Sun Alliance Life & Disability (New Zealand)
Ltd Life insurance

Peru Compania de Seguros La Fenix Peruana (64.9%) General insurance

Puerto Rico
Royal & Sun Alliance Insurance (Puerto Rico)
Company Inc (94.3%) General insurance

Saudi Arabia Al-Alamiya Insurance Co Ltd (EC) (50.01%) General insurance

Singapore Royal & Sun Alliance Insurance (Singapore) Ltd General insurance

Spain
Regal Insurance Club Compañia Española de Seguros
SA General insurance
Royal & Sun Alliance SA (99.9%) General insurance
Royal & Sun Alliance Vida y Pensiones SA (99.9%) Life insurance

Sweden Holmia Försäkring AB (71.7%) General insurance
Trygg-Hansa Försäkrings AB, Publikt (71.7%) General insurance

United States of America Royal & Sun Alliance USA, Inc Holding company
Royal & Sun Alliance Personal Insurance Company General insurance
Royal Indemnity Company General insurance
Orion Capital Corporation Holding company
Security Insurance Company of Hartford General insurance
Guaranty National Insurance Company General insurance

Uruguay Royal & Sun Alliance Seguros (Uruguay) SA General insurance

Venezuela
Royal & Sun Alliance Seguros (Venezuela) SA
(99.4%) General insurance

Notes:

1. All UK companies are incorporated in Great Britain and are registered in England.

2. Some subsidiaries have been omitted from this statement to avoid providing particulars of excessive length
but none materially affects the results or assets of the Group.

3. Except where otherwise indicated all holdings are of equity shares and represent 100% of the nominal
issued capital.
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37. Principal Associated Undertakings and Other Significant Shareholdings

Country Holding

Principal associated undertakings (see notes below)
Federal Phoenix Assurance Co Inc (30.11.99) Philippines 40.0%
Intrepid Re Holdings Limited Bermuda 38.5%
Mutual & Federal Investments Ltd South Africa 49.0%
Nissan Insurance Company (Europe) Ltd Great Britain 24.8%
PT Royal & Sun Alliance Indrapura Insurance Indonesia 46.3%
Royal & Sun Alliance Insurance (Malaysia) Bhd Malaysia 45.0%
Syn Mun Kong Insurance Public Company Limited (30.9.99) Thailand 20.0%

Other significant shareholdings (see notes below)
Rimac-Internacional Compania de Seguros y Reaseguros Peru 14.5%
Rothschilds Continuation Holdings AG (merchant banking group) Switzerland 21.5%

Notes:

1. Associated undertakings: where the figures included in the accounts are not for the year ended 31
December 1999, the relevant accounting date is shown in brackets.

2. The countries shown are those of incorporation and principal operation. The company shown as
incorporated in Great Britain is registered in England.

3. Unless otherwise stated, all companies are engaged in the transaction of insurance or related business. All
are owned by subsidiaries of the Group.

4. The Group’s participating interest in Rothschilds Continuation Holdings AG, is accounted for as an
investment in accordance with Financial Reporting Standard 9 ‘‘Associates and Joint Ventures’’ in view of
the disposition of the other shareholdings.

NOTES ON THE ACCOUNTS, Continued
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Independent Review Report

Introduction

We have been instructed by the Company to review the financial information set out on pages F-112 to
F-115 of the Statutory Financial Information and we have read the other information contained in the interim
report for any apparent misstatements or material inconsistencies with the financial information.

Directors’ responsibilities

The interim report, including the financial information contained therein, is the responsibility of, and
has been approved by the directors. The Listing Rules of the Financial Services Authority require that the
accounting policies and presentation applied to the interim figures should be consistent with those applied in
preparing the preceding annual accounts except where any changes, and the reasons for them, are disclosed.

Review work performed

We conducted our review in accordance with guidance contained in Bulletin 1999/4 issued by the
Auditing Practices Board. A review consists principally of making enquiries of management and applying
analytical procedures to the financial information and underlying financial data, and based thereon, assessing
whether the accounting policies and presentation have been consistently applied unless otherwise disclosed. A
review excludes audit procedures such as tests of controls and verification of assets, liabilities and transactions.
It is substantially less in scope than an audit performed in accordance with Auditing Standards and therefore
provides a lower level of assurance than an audit. Accordingly we do not express an audit opinion on the
financial information.

Review conclusion

On the basis of our review we are not aware of any material modifications that should be made to the
financial information as presented for the six months ended 30 June 2000.

PricewaterhouseCoopers
Chartered Accountants
London
2nd August 2000
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Consolidated Profit and Loss Account

6 months
to 30 June

2000
(unaudited)

£m

6 months
to 30 June

1999
(unaudited)

£m

12 months
to 31 Dec

1999
(audited)

£m

General business net premiums written . . . . . . . . . . . . . . . . . . . . . . . . . 4,293 3,686 7,159
Life business net premiums written . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,750 1,561 3,284

General business result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 218 168 312
Life business result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124 133 243
Other activities result . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (22) 14 11

Group operating result (based on longer term investment return) . . . . . . 320 315 566

Amortization of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (2) (14)
Amortization of goodwill in acquired claims provisions . . . . . . . . . . . . (29) — (12)
Amortization of present value in acquired in-force business . . . . . . . . . (4) (2) (4)
Interest on long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . (27) — (10)
Claims equalization provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 (5) (12)
Reorganization costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (31) — (52)
Other items . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — (4)

Group operating profit (based on longer term investment return) . . . . . . 215 306 458
Short term investment fluctuations . . . . . . . . . . . . . . . . . . . . . . . . . . . . (199) 123 (80)

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . 16 429 378
Tax on Group operating result (based on longer term investment

return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (97) (99) (175)
Tax on other profits/(losses) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31 (121) (95)

Profit/(loss) on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . (50) 209 108
Attributable to equity minority interests . . . . . . . . . . . . . . . . . . . . . . . . (7) (21) (21)

Profit/(loss) for the period attributable to shareholders . . . . . . . . . . . . . . (57) 188 87
Cost of preference dividend . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) (5) (9)
Cost of ordinary dividend . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (126) (120) (353)
Cost of special dividend . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (751) (751)

Transfer from retained profits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (188) (688) (1,026)

Group operating earnings after tax per ordinary share (based on longer
term investment return) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.2p 13.8p 25.7p

Earnings per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4)p 11.9p 5.3p
Diluted earnings per ordinary share . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.4)p 11.7p 5.2p

Statement of Total Recognized Gains and Losses

6 months
to 30 June

2000
(unaudited)

£m

6 months
to 30 June

1999
(unaudited)

£m

12 months
to 31 Dec

1999
(audited)

£m

Profit/(loss) for the period/year attributable to shareholders . . . . . . . . . . . . . (57) 188 87
Movement in the value of long term business . . . . . . . . . . . . . . . . . . . . . . (16) 75 169
Exchange . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167 84 31

Total shareholders’ consolidated recognized gains arising in the period . . . . 94 347 287
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Movement in Shareholders’ Funds

6 months
to 30 June

2000
(unaudited)

£m

6 months
to 30 June

1999
(unaudited)

£m

12 months
to 31 Dec

1999
(audited)

£m

Shareholders’ funds at January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,484 7,269 7,269
Share capital issued and increase in share premium . . . . . . . . . . . . . . . 5 6 15
Total shareholders’ recognized gains . . . . . . . . . . . . . . . . . . . . . . . . . . 94 347 287
Goodwill written back . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 26
Dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (131) (876) (1,113)

Shareholders’ funds at June 30/December 31 . . . . . . . . . . . . . . . . . . . . 6,452 6,746 6,484

Summary Consolidated Balance Sheet

30 June
2000

(unaudited)
£m

30 June
1999

(unaudited)
£m

31 Dec
1999

(audited)
£m

ASSETS
Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,051 219 1,035
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 523 537 519
Interests in associated undertakings . . . . . . . . . . . . . . . . . . . . . . . . 212 355 221
Other financial investments—equities . . . . . . . . . . . . . . . . . . . . . . . 4,603 5,033 4,866

—fixed interest . . . . . . . . . . . . . . . . . . . 10,111 8,892 9,912
—other . . . . . . . . . . . . . . . . . . . . . . . . . 856 917 883

Value of long term business . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,765 1,634 1,784

18,070 17,368 18,185
Reinsurers’ share of technical provisions . . . . . . . . . . . . . . . . . . . . . . . . 3,912 2,701 3,690
Debtors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,411 5,050 4,935
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 696 556 754
Prepayments and accrued income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,203 1,087 1,122
Long term business policyholders’ assets . . . . . . . . . . . . . . . . . . . . . . . . 42,029 40,173 40,485

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72,372 67,154 70,206

LIABILITIES
Shareholders’ funds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,452 6,746 6,484
Equity minority interests in subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . 420 302 406
Long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 782 — 610

Total capital and reserves and long term subordinated liabilities . . . . . . . 7,654 7,048 7,500
Technical provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,072 15,843 18,493
Claims equalization provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 256 259
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 565 552 671
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,803 3,282 2,798
Long term business policyholders’ liabilities . . . . . . . . . . . . . . . . . . . . . 42,029 40,173 40,485

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72,372 67,154 70,206

Note

The long term business policyholders’ assets are presented before elimination of balances held between
policyholders and shareholders.
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Summary Shareholders’ Cash Flow Statement

6 months
to 30 June

2000
(unaudited)

£m

6 months
to 30 June

1999
(unaudited)

£m

12 months
to 31 Dec

1999
(audited)

£m

Net cash (outflow)/inflow from operating activities . . . . . . . . . . . . . . . . (88) 286 320
Dividends from associates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 56
Servicing of finance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (31) (10) (36)
Taxation paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (92) (42) (145)
Capital expenditure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (39) (31) (83)
Acquisitions and disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) (372) (1,482)
Dividends paid on equity shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (232) (989) (1,109)

(489) (1,158) (2,479)
Issue of ordinary share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 5 15
Issue of subsidiary of ordinary share capital to minorities . . . . . . . . . . . — — 30
Issue of long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . 146 — 615
Purchase of own shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (22) — (29)

Cash flow (pre investment) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (360) (1,153) (1,848)

Investment activities
Sales of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (469) (1,074) (1,626)
Reduction/(increase) in borrowings . . . . . . . . . . . . . . . . . . . . . . . . 109 (79) (222)

(360) (1,153) (1,848)

Note

The cash flow statement does not include any amounts relating to the life business except cash transactions
between the life business and shareholders.
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Explanatory Notes to the Financial Information

1. Accounting Policies

There have been no significant changes in accounting policy in the period ended 30 June 2000. A
minor accounting policy change has been made during the quarter in respect of the treatment of group risk
business within UK life new business sales which is now treated as single premium rather than annual premium
business, reflecting the fact that there is no contractual obligation on policyholders to renew. This change has
no impact on this interim statement.

2. Longer Term Investment Return

The Group operating result (based on LTIR) is the most appropriate measure used internally to
recognize the performance of the operations. For General Insurance business, this result comprises the
underwriting result (excluding changes in equalization provisions) together with the longer term investment
return (see below) on the assets backing both the general business liabilities and the risk based capital required
to support these businesses.

The main items excluded from the Group operating result (based on LTIR), but included in the profit
on ordinary activities before tax are the balance of the investment return for the period (which includes realized
and unrealized investment gains on a market to market value basis and investment income), the changes in
equalization provisions, reorganization costs, amortization of purchased goodwill (including goodwill in
acquired claims provisions) and purchased value of long term business, long term subordinated debt interest
and profits and losses arising on the disposal of businesses.

The longer term investment return is calculated in accordance with the Statement of Recommended
Practice on Accounting for Insurance Business issued by the Association of British Insurers. The objective of
calculating this return is to recognise the total investment return whilst avoiding the distortions of short term
investment market fluctuations.

3. Year End Results 1999

The results for the year ended 31 December 1999, which have been included as comparatives in the
interim results, are not statutory accounts but have been abridged from the statutory accounts. A copy of the
statutory accounts for that year, on which the auditors’ report gave an unqualified opinion and did not contain a
statement under Sections 237(2) or 237(3) of the Companies Act 1985, has been delivered to the Registrar of
Companies.
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REPORT OF INDEPENDENT ACCOUNTANTS ON FINANCIAL STATEMENT SCHEDULES

To the Board of Directors and Members of Royal & Sun Alliance Insurance Group plc

Our audits of the consolidated financial statements referred to in our opinion dated August 2, 2000
appearing in this F-4 document on page F-2 also included an audit of the financial statement schedules within
this F-4. In our opinion, these financial statements schedules present fairly, in all material respects, the
information set forth therein when read in conjunction with the related consolidated financial statements.

PricewaterhouseCoopers
London, England
August 2, 2000
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SCHEDULE I—PARENT COMPANY CONDENSED FINANCIAL STATEMENTS:

PARENT COMPANY BALANCE SHEET
AS AT DECEMBER 31

(UK BASIS OF ACCOUNTING)

Notes
1999
£m

1998
£m

Fixed assets
Tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 39 16
Investments in subsidiary undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 6,439 7,423
Other investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67 —

6,545 7,439

Current assets
Amounts owed by group undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,099 471
Other debtors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 131
Cash at bank and in hand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 7

1,240 609
Creditors—amounts falling due within one year

Amounts owed to group undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (422) (495)
Other creditors including taxation and social security . . . . . . . . . . . . . . . . . . . . . . (36) (46)
Proposed dividend . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 (233) (238)

(691) (779)

Net current (liabilities)/assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 549 (170)

Total assets less current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,094 7,269

Creditors—amounts falling due after more than one year
Long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 610 —

Net assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,484 7,269

Capital and reserves
Ordinary share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 393 391
Preference share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125 125

Called up share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 518 516
Share premium account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170 142
Revaluation reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,281 6,105
Capital redemption reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 8
Profit and loss account . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 507 498

Shareholders’ funds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,484 7,269

Analysed between
Equity shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,359 7,144
Non-equity shareholders . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125 125

The accompanying notes are an integral part of the financial statements.
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ROYAL & SUN ALLIANCE INSURANCE GROUP PLC
PARENT COMPANY PROFIT AND LOSS ACCOUNT FOR YEARS ENDED DECEMBER 31

(UK BASIS OF ACCOUNTING)

1999
£m

1998
£m

1997
£m

Investment income
Income from group companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,122 508 502
Gains on disposal of group companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 2
Investment management charges including interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10) (2) (15)
Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (37) (30) —
Other charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (142) —

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,075 334 489
Taxation on profit on ordinary activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62 — 6

Profit on ordinary activities after tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,137 334 495
Dividends
Special dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (751) — —
Ordinary dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (120) (122) (110)
Ordinary dividends proposed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (233) (238) (215)
Preference dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (9) (9)

(1,113) (369) (334)

Transfer to retained profits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24 (35) 161

STATEMENT OF RECOGNIZED GAINS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31

(UK BASIS OF ACCOUNTING)

Revaluation
Reserves

£m

Profit and
loss account

£m
1999
£m

1998
£m

1997
£m

Profit for the financial year . . . . . . . . . . . . . . . . . . . . . . . . . . — 1,137 1,137 334 495
Unrealized (losses)/gains on investment in subsidiary

undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (824) — (824) (61) 901

Recognized gains arising in the year. . . . . . . . . . . . . . . . . . (824) 1,137 313 273 1,396
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MOVEMENTS IN SHAREHOLDERS’ FUNDS
FOR THE YEARS ENDED DECEMBER 31

(UK BASIS OF ACCOUNTING)

Share
capital/

premium
£m

Capital
redemption

reserve
£m

Revaluation
reserve

£m

Profit and
loss account

£m
1999
£m

1998
£m

1997
£m

Shareholders’ funds at January 1 . . . . . 658 8 6,105 498 7,2697,333 6,341
Shareholders’ recognized gains . . . . . . — — (824) 1,137 313 273 1,396
Issue of share capital . . . . . . . . . . . . . 2 — — — 2 3 6
Increase in share premium . . . . . . . . . 28 — — (15) 13 29 30
Purchase of own shares . . . . . . . . . . . . — — — — — — (153)
Dividends . . . . . . . . . . . . . . . . . . . . . . — — — (1,113) (1,113) (369) (334)
Scrip dividends adjustment . . . . . . . . . — — — — — — 47

Shareholders’ funds at December 31 . . 688 8 5,281 507 6,4847,269 7,333

The accompanying notes are an integral part of the financial statements

S-4



PARENT COMPANY CASH FLOW STATEMENT
FOR THE YEARS ENDED DECEMBER 31

(UK BASIS OF ACCOUNTING)

Notes
1999
£M

1998
£m

1997
£m

Operating activities
Net cash inflow from operating activities. . . . . . . . . . . . . . . . . . . . . . . . . . . 6 378 608 1,165
Servicing of finance
Interest paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (2) (14)
Dividends paid on non-equity shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9) (9) (9)
Premium on redemption of subordinated liabilities . . . . . . . . . . . . . . . . . . . . . — (142) —

(21) (153) (23)
Taxation received/(paid) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62 — (41)
Capital expenditure
Purchases less sales of tangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25) (16) —
Acquisitions and disposals
Acquisition of subsidiary undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (107) (6)
Disposal of subsidiary undertakings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82 — —

82 (107) (6)
Dividends paid on equity shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,109) (337) (258)
Financing
Issue of ordinary share capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 14 31
Purchase of own shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (153)
Increase in borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610 (132) (149)

Net cash inflow from financing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 625 (118) (271)

Cash available for investment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8) (123) 566

Cash flows were invested as follows:
Movement in cash holdings. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 7 —
Net portfolio investments
Shares and other variable yield securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 — —
Fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61 — —
Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (78) (130) 566

Net investment of cash flows. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8) (123) 566
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NOTES TO THE PARENT COMPANY CONDENSED FINANCIAL STATEMENTS

1. TANGIBLE ASSETS
1999
£m

1998
£m

Cost
At January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 —
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 16
Disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —

At December 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 16

Depreciation
At January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —
Charge for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 —
Disposals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —

At December 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 —

Net book value at December 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39 16

Tangible assets principally comprise short leasehold improvements, fixtures, fittings and equipment.

2. INVESTMENTS IN SUBSIDIARY UNDERTAKINGS
1999
£m

1998
£m

Shares at cost
At January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 790 683
Acquisitions/(disposals) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (82) 107

At December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 708 790
Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450 528
Adjustment to net asset value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,281 6,105

6,439 7,423

3. DIVIDENDS
1999
£m

1998
£m

1997
£m

Ordinary
Special dividend paid 1999—48.0p(1998 and 1997—0.00p) . . . . . . . . . . . . . . . . . . . . . 751 — —
Interim paid 1999— 8.4p(1998—7.80p, 1997—7.15p) . . . . . . . . . . . . . . . . . . 120 122 110
Final proposed 1999—16.3p(1998—15.20p, 1997—13.85p) . . . . . . . . . . . . . . . . 233 238 215

1,104 360 325
Preference . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 9 9

1,113 369 334

The dividends in 1998 and the special dividend in 1999 were declared to holders of shares prior to the
share consolidation (see note 6). The interim and final dividend in 1999 are in respect of holders of shares after
the share consolidation. Full provision has been made for the proposed final dividend.
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4. LONG TERM SUBORDINATED LIABILITIES
1999
£m

1998
£m

Subordinated US$ bonds 2029 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 302 —
Subordinated Euro bonds 2019 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 308 —

Total long term subordinated liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610 —

Repayable as follows:
1 year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —
Between 1 and 2 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —
Between 2 and 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — —
After 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610 —

610 —

During the financial year, the Company issued subordinated US$ bonds and subordinated Euro bonds
with dates of redemption of October 15, 2029 and October 15, 2019 respectively. The net proceeds (after issue
costs) of $488m and €496m respectively were used to provide additional capital to assist in the financing of the
acquisition of subsidiary undertakings during the year. The amounts payable on redemption are $500m and
€500m respectively. The bonds are contractually subordinated to all other creditors of the Company such that in
the event of winding up or of bankruptcy, they are to be repaid only after the claims of all other creditors have
been met. The rate of interest payable on the US$ bonds is 8.95%, although the Company has entered into
derivative contracts which have the effect of converting the interest payable to a floating rate which was 8.01%
for the period ended December 31, 1999. These contracts have the same maturity dates as the US$ bonds.
€200m of the Euro bonds bear interest at a fixed rate of 6.875% until October 15, 2009 and a floating rate
thereafter. €300m of the Euro bonds bear interest at a floating rate from the date of issue. As at December 31,
1999 the floating rate of interest on the Euro bonds was 4.75%. The Company has the option to repay the Euro
bonds on specific dates from October 15, 2009.

5. CAPITAL COMMITMENTS

The Company has no unprovided capital commitments.

6. SHARE CAPITAL
1999
£m

1998
£m

Authorised
2,000,000,000ordinary shares of 27.5p each
(1998 2,200,000,000 ordinary shares of 25p each) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 550 550
300,000,000
(1998 300,000,000) preference shares of £1 each . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300 300

Issued and fully paid
1,428,412,281ordinary shares of 27.5p each
(1998 1,564,012,681 ordinary shares of 25p each) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 393 391
125,000,000
(1998 125,000,000) preference shares of £1 each . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125 125

518 516

NOTES TO THE PARENT COMPANY CONDENSED FINANCIAL STATEMENTS
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Following the approval of the payment of a special dividend of 48p per ordinary share, at the close of
business on May 14, 1999 each ordinary share of 25p was sub-divided into ten ordinary shares of 2.5p each,
the ‘‘Intermediate Shares’’. Immediately after the subdivision every eleven of the Intermediate Shares were
consolidated into one new ordinary share of 27.5p. Unconsolidated Intermediate Shares were sold and the
proceeds distributed to the relevant shareholders. This consolidation reduced the number of ordinary shares in
issue from 1,565,474,931 to 1,423,127,534.

During the year 1,462,250 ordinary shares of 25p and, following the share consolidation, 5,284,747
ordinary shares of 27.5p were issued on the exercise of employee share options for a total cash consideration of
£15m. The total nominal value of ordinary shares issued during the year was £2m.

The preference shares carry a right to a fixed cumulative preferential dividend of 7.375% per annum,
payable in half yearly instalments, and are irredeemable. On a return of capital on a winding up, the holders are
entitled, in priority to holders of all other shares of the Company, to receive out of the surplus assets of the
Company any arrears and accruals of the dividend together with the greater of the price at which the gross
yield on each preference share is equal to the mean gross yield on 3.5% War Loan or such Government Stock
as may be agreed (but not exceeding twice the nominal amount of the preference share) and the nominal
amount of the share together with any premium paid on issue. The holders of preference shares have the right
to vote at a general meeting of the Company only if at the date of the notice of the meeting the dividend
payable on the shares is in arrears or otherwise on a resolution to vary the rights attaching to the preference
shares.

The Royal & SunAlliance ESOP Trust No 1 holds ordinary shares in the Company which may
subsequently be transferred to employees (other than the executive directors). At December 31, 1999 the trust
held 6,500,000ordinary shares (1998 nil) in the Company with a nominal value of £1,787,500(1998 £nil) and
a market value, based on the mid market value of the Company’s shares at the close of business on December
30, 1999 as shown in the Official List of the London Stock Exchange, of £31m (1998 £nil).

The Royal & SunAlliance ESOP Trust No 2 holds ordinary shares in the Company which may
subsequently be transferred to employees including executive directors. At December 31, 1999 the trust held
200,000 shares(1998 nil) in the Company with a nominal value of £55,000(1998 £nil) and a market value,
based on the mid market value of the Company’s shares at the close of business on December 30, 1999 as
shown in the Official List of the London Stock Exchange, of £1m (1998 £nil).

The Trustee of each Trust has waived their rights to dividends in excess of 0.01p on shares held by the
Trusts. When computing the earnings per share, the shares held by the Trusts have been ignored in the
calculation as, under FRS 14 ’Earnings per Share’, they are treated as if they were cancelled.

At December 31, 1999, under employee savings related share option schemes, employees held options
over 28,477,333 ordinary shares at option prices ranging from 93.80p to 483.00p per share. The options are
normally exercisable within six months of the respective exercise dates which are between August 1, 1999 and
November 1, 2005 as follows:

Number of shares Option price per share Year of exercise

489,321 93.80p—351.00p 1999
3,444,786 232.50p—473.00p 2000
4,648,925 206.20p—483.00p 2001
5,901,093 248.00p—435.00p 2002
5,016,621 294.00p—439.00p 2003
8,005,808 395.00p—430.00p 2004

970,779 356.00p—439.00p 2005

28,477,333

NOTES TO THE PARENT COMPANY CONDENSED FINANCIAL STATEMENTS
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At December 31, 1999, under executive share option schemes, options over 26,129,606 ordinary
shares were held at option prices ranging from 141.60p to 550.80p. The options, which are potentially
exercisable between 3 and 10 years after grant, were outstanding as follows:

Number of shares Option price per share Year of exercise

188,587 303.00p—438.30p 1993
612,761 384.00p—387.10p 1994
504,532 141.60p—232.00p 1995
737,476 262.90p—369.00p 1996
651,139 225.90p—344.00p 1997
854,838 311.60p—343.00p 1998

2,586,483 225.90p—424.00p 1999
6,260,525 258.20p—525.70p 2000
6,392,421 336.90p—497.00p 2001
7,340,844 370.00p—550.80p 2002

26,129,606

6. RECONCILIATION OF PROFIT BEFORE TAX TO NET CASH INFLOW FROM OPERATING
ACTIVITIES

1999
£m

1998
£m

1997
£m

Profit on ordinary activities before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,075 334 489
Premium on redemption of convertible bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 142 —
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — —
Interest on borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 2 14
Changes in debtors less creditors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (711) 130 662

Net cash inflow from operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378 608 1,165

NOTES TO THE PARENT COMPANY CONDENSED FINANCIAL STATEMENTS
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SCHEDULE III—SUPPLEMENTARY INSURANCE INFORMATION
(UK BASIS OF ACCOUNTING—£m)

Deferred
acquisition cost

Future policy
benefits, losses,
claims and loss

expenses(1)
Unearned
premiums

1999:
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 743 33,622 1,716
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 225 10,031 700
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 278 4,585 1,141
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 1,918 412

1,453 50,156 3,969

1998:
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 758 31,310 1,741
Other Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 232 8,974 591
Americas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 236 4,788 753
Asia Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123 1,225 303

1,349 46,297 3,388
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SCHEDULE III—SUPPLEMENTARY INSURANCE INFORMATION
(UK BASIS OF ACCOUNTING—£m)

Net
premium
revenue

Net
investment
income(2)

Benefits,
claims,

losses and
settlement
expenses(3)

Amortization
of deferred
acquisition

costs(4)

Other
operating

expenses(5)

Net
premiums

written

1999:
United Kingdom . . . . . . . . . . . . . . . . 5,139 3,986 5,884 1,127 338 5,091
Other Europe . . . . . . . . . . . . . . . . . . 2,367 718 2,639 331 198 2,401
Americas . . . . . . . . . . . . . . . . . . . . . 1,845 504 1,373 548 125 1,943
Asia Pacific . . . . . . . . . . . . . . . . . . . 950 149 843 162 126 1,008

10,301 5,357 10,739 2,168 787 10,443

1998:
United Kingdom . . . . . . . . . . . . . . . . 4,990 3,817 7,241 1,087 312 5,063
Other Europe . . . . . . . . . . . . . . . . . . 2,170 719 2,351 368 194 2,208
Americas . . . . . . . . . . . . . . . . . . . . . 1,709 536 1,345 485 105 1,749
Asia Pacific . . . . . . . . . . . . . . . . . . . 676 141 540 128 100 703

9,545 5,213 11,477 2,068 711 9,723

1997:
United Kingdom . . . . . . . . . . . . . . . . 4,973 2,392 7,038 1,048 295 4,872
Other Europe . . . . . . . . . . . . . . . . . . 1,878 655 1,915 294 214 1,928
Americas . . . . . . . . . . . . . . . . . . . . . 1,748 528 1,358 489 116 1,768
Asia Pacific . . . . . . . . . . . . . . . . . . . 642 117 479 133 63 657

9,241 3,692 10,790 1,964 688 9,225

Notes:
(1) Includes fund for future appropriations, long term (life) business provision, claims outstanding and

technical provision for linked liabilities less the reinsurers’ share of each item.
(2) Net investment income comprises investment income less investment expenses and charges.
(3) Includes claims incurred, net of reinsurance, change in long term (life) business, net of reinsurance, and

change in technical provisions for linked liabilities, net of reinsurance.
(4) Includes acquisition costs and change in deferred acquisition costs.
(5) Other operating expenses comprises administrative expenses, amortization of goodwill, amortization of

goodwill in acquired property and casualty claims provisions, amortization of acquired present value of
long term (life) business and reinsurance commissions and profit participation.
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SCHEDULE V—VALUATION AND QUALIFYING ACCOUNTS
(UK BASIS OF ACCOUNTING—£m)

Balance to
beginning
of period Exchange

Charged to
costs and
expenses

Charged to
other

accounts Deductions

Balance
at end of
period

1999
Insurance . . . . . . . . . . . . . . . . . . . . . . 92 — 24 5 (6) 115
Reinsurance . . . . . . . . . . . . . . . . . . . . 40 — 9 2 — 51
Mortgage loans . . . . . . . . . . . . . . . . . 7 — 4 — (1) 10
Other . . . . . . . . . . . . . . . . . . . . . . . . . 1 — 1 — (1) 1

140 — 38 7 (8) 177

1998
Insurance . . . . . . . . . . . . . . . . . . . . . . 54 (3) 49 — (8) 92
Reinsurance . . . . . . . . . . . . . . . . . . . . 27 — 17 — (4) 40
Mortgage loans . . . . . . . . . . . . . . . . . 3 — 5 — (1) 7
Other . . . . . . . . . . . . . . . . . . . . . . . . . 1 — — — — 1

85 (3) 71 — (13) 140
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GLOSSARY

Accident insurance. . . . . . . . . . . . . . . . The provision of insured benefits in the event of accidental death or
disability (the scope of cover will vary by product).

Annuity . . . . . . . . . . . . . . . . . . . . . . . . A contract that pays a periodic income benefit for the life of a
person (the annuitant) or for a specified number of years, or a
combination of the two, in return for a single premium payment.
Immediate annuities provide income from the date the policy is
taken out and deferred annuities provide income at a future
specified date.

Catastrophe equalization reserves. . . . . Premium revenue deferred to future periods to provide against
future catastrophes.

Cede; ceding insurer; cession. . . . . . . . When an insurer reinsures its risk with another insurer (a
‘‘cession’’), it ‘‘cedes’’ business and is referred to as the ‘‘ceding
insurer’’.

Claims frequency. . . . . . . . . . . . . . . . . The number of claims occurring under a given coverage divided by
the number of exposures for the given coverage.

Combined ratio . . . . . . . . . . . . . . . . . . The sum of the loss ratio and the expense ratio for a property and
casualty insurance company or a reinsurance company. A combined
ratio below 100 generally indicates profitable underwriting. A
combined ratio over 100 generally indicates unprofitable
underwriting. An insurance company with a combined ratio over
100 may be profitable to the extent net investment results exceed
underwriting losses.

Commercial specialty insurance. . . . . . Customized liability and specialized risk insurance covers for
particular classes or groups of clients.

Composite insurer. . . . . . . . . . . . . . . . . A company which transacts both life and property and casualty
insurance.

Corporate pensions. . . . . . . . . . . . . . . . Corporate pensions in the United Kingdom are provided as part of
an employee’s compensation package. Both the employer and
employee contribute towards the pension fund investment, and the
plan is administered centrally by the employer and a fund manager.

Creditor insurance. . . . . . . . . . . . . . . . The provision of loan/mortgage/credit card repayments in the event
of accidental death/disability, illness or unemployment (the scope
of cover will vary by product).

Critical illness policy . . . . . . . . . . . . . . A policy where the insurer pays the sum insured to the
policyholder in the event of diagnosis of a life threatening disease
(e.g.,cancer or heart disease).

Deferred policy acquisition costs
(‘‘DAC’’) . . . . . . . . . . . . . . . . . . . . . Commissions and certain other underwriting, policy issuance and

selling expenses that are directly related to the production of
business. These expenses are deferred and later amortized to
achieve matching of revenues and expenses.
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Direct marketing. . . . . . . . . . . . . . . . . . Marketing of insurance products directly to customers by telephone
and direct mail instead of through agents, brokers or other
intermediaries.

Direct sales force. . . . . . . . . . . . . . . . . A direct sales force is tied to one provider and, as such, their
advice is not independent. They provide advice only on the product
provider’s products that they represent. Our direct sales force is
self-employed and each sales person earns commissions on the
products he or she sells.

Disability income insurance. . . . . . . . . Health insurance that provides income payments to the insured
wage earner when income is interrupted or terminated because of
illness, sickness or accident.

Endowment insurance. . . . . . . . . . . . . . Life insurance under which an insured receives the face value of a
policy if the individual survives the endowment period. If the
insured does not survive, a beneficiary receives the face value of
the policy.

Exclusive agents. . . . . . . . . . . . . . . . . . These are institutions or representatives thereof, who sell life and
pensions products to their customers solely on behalf of their
insurer clients or product providers.

Expense ratio. . . . . . . . . . . . . . . . . . . . The ratio of property and casualty insurance operating expenses
(acquisition costs, plus administration expenses, less reinsurance
commission and profit participation) to net premiums written.

Facultative reinsurance. . . . . . . . . . . . . The reinsurance of part or all of the insurance provided by a single
policy negotiated on a contract-by-contract basis.

General account. . . . . . . . . . . . . . . . . . The assets of an insurance company which support its insurance
and other obligations (other than unit-linked (separate account)
obligations).

Gross premiums. . . . . . . . . . . . . . . . . . Total premiums (whether or not earned) for insurance contracts
written or assumed (including deposits for contracts with an
insignificant amount of mortality or morbidity risk) during a
specific period, without deduction for premiums ceded.

Group permanent health insurance. . . . Policies arranged by employers for their employees, providing for
the payment of income during a period of incapacity due to ill
health or accident. The benefit is usually payable until retirement.

Group personal pensions (‘‘GPP’’). . . . An arrangement in the United Kingdom made for employees of a
particular employer to participate in a personal pension plan on a
group basis. The employer administers the fund and may provide
contributions towards it. A GPP is merely a collecting arrangement.
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Incurred but not yet reported (‘‘IBNR’’)
reserves. . . . . . . . . . . . . . . . . . . . . . Reserves for estimated losses and LAE which have been incurred

but not yet reported to the insurer or reinsurer, including future
development of claims which have been reported to the insurer or
reinsurer but where the established reserves may ultimately prove
to be inadequate.

Independent Financial Adviser
(‘‘IFA’’) . . . . . . . . . . . . . . . . . . . . . . In the United Kingdom, IFAs advise and recommend life and asset

accumulation products to individual clients but are not agents for
any product provider. Many IFAs are part of a regional or national
network.

Individual permanent health
insurance. . . . . . . . . . . . . . . . . . . . . Policies arranged by an individual providing for the payment of

income during a period of incapacity due to ill health or accident.
The benefit is paid to the policyholder until he/she is able to return
to work, or until retirement.

Individual savings account (‘‘ISA’’). . . . The ISA is a new tax-free savings plan in the United Kingdom that
consists of three components: cash; equities; and life insurance.

Lapse. . . . . . . . . . . . . . . . . . . . . . . . . . Termination of a policy because of surrender, failure to pay a
premium or lack of sufficient cash value to maintain in-force status.

Life investment bonds. . . . . . . . . . . . . . A single premium investment product in the United Kingdom.
There are: (1) distribution bonds, where the funds are invested in
equities and debt and income is paid each year to the policyholder
dependent on performance of investment; and (2) guaranteed
bonds, where the funds are linked to an equity index and the
policyholder is guaranteed a minimum dividend at the end of the
term.

Life savings products. . . . . . . . . . . . . . Policies in the United Kingdom that are used as a savings vehicle,
including endowments not being used to repay a mortgage.

Loss. . . . . . . . . . . . . . . . . . . . . . . . . . . An insured event that is the basis for submission and/or payment of
a benefit under an insurance policy. Losses may be covered, limited
or excluded from coverage, depending on the terms of the policy.

Loss adjustment expenses (‘‘LAE’’). . . . The expenses of investigating and settling claims, including certain
legal and other fees, and the expenses of administering the claims
adjustment process.

Loss ratio. . . . . . . . . . . . . . . . . . . . . . . The ratio of a property and casualty insurance or reinsurance
company’s net incurred losses and LAE to net premiums earned.

Loss reserves. . . . . . . . . . . . . . . . . . . . Reserves established by an insurer or reinsurer and reflected on its
balance sheet to reflect the estimated cost of payments for claims
for which the insurer or reinsurer ultimately will be required to
indemnify insureds or reinsureds in the future in respect of losses
occurring on or prior to the balance sheet date on insurance or
reinsurance it has written. Loss reserves are composed of
individual case reserves for reported claims and IBNR reserves.
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Mortgage endowment. . . . . . . . . . . . . . Policy in the United Kingdom used as a savings vehicle to repay a
mortgage loan at maturity.

Mortgage protection. . . . . . . . . . . . . . . Life insurance policy used to provide protection for a loan taken
out to repay a mortgage.

National Association of Insurance
Commissioners. . . . . . . . . . . . . . . . . An association of the top insurance regulatory officials of all 50

states and the District of Columbia organized to promote
consistency of regulatory practice and statutory accounting
standards throughout the United States.

Net Premiums. . . . . . . . . . . . . . . . . . . . Gross premiums less premiums ceded for reinsurance.

New business annual premium
equivalent (‘‘APE’’). . . . . . . . . . . . . . Measure of sales of life and asset accumulation policies during the

year calculated as periodic premiums plus 10% of single premiums.
This is a widely recognized measure in the United Kingdom of
total sales performance of a life insurer, which reflects the fact (all
other things being equal), that a £1 single premium (a ‘‘one-off’’
payment) makes a lower value contribution to a company than £1
of new periodic premiums which will continue to be received in
subsequent years, while the policy remains in force.

Nonstandard automobile insurance. . . . Nonstandard personal automobile insurance represents insurance
(1) for drivers usually unacceptable to other insurers for, among
other reasons, adverse driving or accident history, age or vehicle
type, or (2) for customers who can only afford a low down
payment or are transitioning from an uninsured to an insured status.
Nonstandard risks generally involve a potential for poor claims
experience and requires specialized underwriting, claims
management and other skills and experience. Loss exposure can be
limited by the fact that insurers often purchase low liability limits,
often at a State’s statutory minimum.

Participating contracts. . . . . . . . . . . . . Insurance in which the policyholder is entitled to participate in the
earnings or surplus of the insurance enterprise. The participation
occurs through the distribution of dividends to policyholders.

Periodic premiums. . . . . . . . . . . . . . . . Life insurance products which provide for premiums to be paid
periodically, typically either annually or monthly.

Persistency. . . . . . . . . . . . . . . . . . . . . . Measurement of insurance policies remaining in force from year-to-
year.

Personal equity plan (‘‘Pep’’). . . . . . . . The Pep is a tax free savings plan in the United Kingdom for
equities only which was offered between 1987 and April 1999.
Peps were recently replaced by the ISA.

Personal pensions. . . . . . . . . . . . . . . . . Policies in the United Kingdom under which an individual makes
payments during his working life. Payment can be made in a lump
sum or regular installments, which are invested until retirement.
Upon retirement the individual is able to use the pension and
accumulated income to purchase an annuity, which will provide
them with a regular source of income.
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Premiums earned. . . . . . . . . . . . . . . . . That portion of gross premiums written in current and past periods
which applies to the expired portion of the policy period.

Private medical insurance. . . . . . . . . . . A policy which covers the cost of private medical treatment.

Regular bonuses. . . . . . . . . . . . . . . . . . Bonuses for policyholder dividends periodically added to the with-
profit (participating) policyholder’s sum assured. Regular bonuses,
once declared and added to the sum assured, are guaranteed on
death or maturity. This term is used interchangeably with
‘‘reversionary bonuses’’.

Reinsurance. . . . . . . . . . . . . . . . . . . . . The practice whereby one insurer, called the reinsurer, in
consideration of premiums received, agrees to indemnify the ceding
insurer for all or a portion of the risk under a policy or policies of
insurance issued by the ceding insurer. However, the legal rights of
the insured generally are not affected by the reinsurance transaction,
and the insurance enterprise issuing the insurance contract remains
liable to the insured for payment of policy benefits.

Retail investments. . . . . . . . . . . . . . . . . Retail investments are personal investment products in the United
Kingdom (e.g.,those sold directly to the general public such as
Peps and unit trusts), as opposed to institutional investments such
as life and pension fund investments.

Retention. . . . . . . . . . . . . . . . . . . . . . . The amount or portion of risk which a ceding insurer retains for its
own account. Claims and claims expenses paid by the ceding
insurer in excess of the retention level are then reimbursed to the
insurer by the reinsurer. In proportional insurance, the retention
may be a percentage of the original policy’s limit. In non-
proportional insurance, the retention is an amount of loss, a loss
ratio or a percentage.

Separate account. . . . . . . . . . . . . . . . . Investment account established and maintained by an insurer to
which funds have been allocated for certain insurance policies or
contracts of the insurer. The income, gains and losses realized from
assets allocated to the account are, in accordance with the
insurance policies or contracts, credited to or charged against the
account without regard to other income, gains or losses of the
company or the company’s other separate accounts. Separate
accounts cannot generally be charged with the liabilities of the
general account. Products meeting this definition are often referred
to as ‘‘investment linked’’ or ‘‘unit-linked’’ products. The
policyholders bear all of the investment risk for these products.

Single premium products. . . . . . . . . . . . Life insurance products which provide for only one premium to be
paid at the issuance of the contract.

Specialty insurance. . . . . . . . . . . . . . . . See ‘‘Commercial specialty insurance’’.

Tail . . . . . . . . . . . . . . . . . . . . . . . . . . . The period of time that elapses between the incurrence and
settlement of losses under a policy. A ‘‘short-tail’’ insurance product
is one where ultimate losses are known and settled comparatively
quickly; ultimate losses under a ‘‘long-tail’’ insurance product are
sometimes not known and settled for many years.

G-5



Terminal bonuses. . . . . . . . . . . . . . . . . Bonuses (or policyholder dividends) paid at the termination of U.K.
with-profits (participating) contracts. Terminal bonuses are not
guaranteed in advance of contract termination.

Term life insurance. . . . . . . . . . . . . . . . Life insurance protection for a limited period that expires without
maturity value if the insured survives the period specified in the
policy.

Travel insurance. . . . . . . . . . . . . . . . . . The provision of insured benefits in the event of
cancellation/curtailment, travel delays, loss of personal
baggage/money, emergency medical and travel expenses, legal
expenses and winter sports cover, if included (the scope of cover
will vary by product).

Treaty reinsurance. . . . . . . . . . . . . . . . A type of reinsurance whereby the ceding company automatically
will cede and the reinsurer automatically will assume a
predetermined portion or category of specified risks underwritten
by the ceding company.

Underwriting results. . . . . . . . . . . . . . . The pre-tax profit or loss experienced by a property-casualty
insurance company or reinsurance company after deducting
incurred claims and claims expenses and operating expenses from
premiums earned. This profit and loss calculation includes
reinsurance assumed and ceded but excludes investment income.

Unit trust . . . . . . . . . . . . . . . . . . . . . . . Unit trusts can be invested in stocks, shares, government securities
and other investment instruments. The fund is divided into units,
which fluctuate in value, depending on the value of the overall
fund. The unit trust is an open-ended fund, which means it has a
variable number of units in issue at any one time. Units are bought
and sold from and to the fund manager.

Universal life insurance. . . . . . . . . . . . A life insurance product under which (1) premiums are generally
flexible, (2) the level of death benefits may be adjusted and (3)
expenses and other charges are specifically disclosed to the
policyholder and deducted from his/her account balance.

Whole life insurance. . . . . . . . . . . . . . . A permanent life insurance product offering guaranteed death
benefits and guaranteed cash values.

Withdrawal. . . . . . . . . . . . . . . . . . . . . . Surrender in part. Many life insurance products permit the insured
to withdraw a portion of the cash surrender value of the contract.
Future benefits are reduced accordingly.

With-profits (participating) contracts. . . Participating life insurance products offered in the United
Kingdom.
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PART II

INFORMATION NOT REQUIRED IN PROSPECTUS

Item 20. Indemnification of Directors and Officers.

Royal & Sun Alliance Insurance Group plc and Royal & Sun Alliance Insurance plc’s Articles of
Association, as the case may be, provide that, subject to the provisions of and so far as may be consistent with
the Companies Act 1985 (as amended), or regulations, and every other statute for the time being in force
concerning companies and affecting Royal & Sun Alliance Insurance Group plc and Royal & Sun Alliance
Insurance plc, as the case may be, every person who is or was at any time a director, secretary or other officer
or auditor of Royal & Sun Alliance Insurance Group plc and Royal & Sun Alliance Insurance plc, as the case
may be, shall be indemnified by Royal & Sun Alliance Insurance Group plc and Royal & Sun Alliance
Insurance plc, as the case may be, out of its own assets against all costs, charges, expenses, losses, and/or
liabilities which he may sustain or may be incurred by him in or about the actual or purported execution and/or
discharge of his duties and/or the exercise or purported exercise of his powers or discretions and/or otherwise
in relation thereto or in connection therewith, including (without prejudice to the generality of the foregoing)
any liability incurred by him in defending any proceedings, whether civil or criminal, in which judgment is
given in his favor or in which he is acquitted or in connection with any application under any statute for relief
from liability in respect of any such act or omission in which relief is granted to him by the Court.

In addition, the directors may exercise all the powers of the company to purchase and maintain
insurance for or for the benefit of any persons who are or were at any time directors, officers (excluding
auditors) or employees of the company or of any other body (whether or not incorporated) which is or was its
parent undertaking or subsidiary undertaking or another subsidiary undertaking of any such parent undertaking
(together ‘‘Group Companies’’) or otherwise associated with Royal & Sun Alliance Insurance Group plc or any
Group Company or in which Royal & Sun Alliance Insurance Group plc or any such Group Company has or
had any interest, whether direct or indirect, or of any predecessor in business of any of the foregoing, or who
are or were at any time trustees of (or directors or trustees of ) any pension, superannuation or similar fund,
trust or scheme or any employees’ share scheme or other scheme or arrangement in which any employees of
Royal & Sun Alliance Insurance Group plc or any such other body are interested, including (without prejudice
to the generality of the foregoing) insurance against any costs, charges, expenses, losses or liabilities suffered
or incurred by such persons in respect of any act or omission or alleged act or omission in the actual or
purported execution and/or discharge of their duties and/or the exercise or purported exercise of their powers
and discretions and/or otherwise in relation to or in connection with their duties, powers or offices in relation to
Royal & Sun Alliance Insurance Group plc or any Group Company or any such other body, fund, trust, scheme
or arrangement.

Section 310 of the Companies Act 1985 (as amended by Section 137 of the Companies Act 1989)
provides:

‘‘(1) This section applies to any provision, whether contained in a company’s articles or in any
contract with the company or otherwise, for exempting any officer of the company or any person
(whether an officer or not) employed by the company as auditor from, or indemnifying him
against, any liability which by virtue of any rule of law would otherwise attach to him in respect
of any negligence, default, breach of duty or breach of trust of which he may be guilty in relation
to the company.

(2) Except as provided by the following subsection, any such provision is void.

(3) This section does not prevent a company:—

(a) from purchasing and maintaining for any such officer or auditor insurance against any
such liability, or

(b) from indemnifying any such officer or auditor against any liability incurred by him
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(i) in defending any proceedings (whether civil or criminal) in which judgment is given
in his favor or he is acquitted, or

(ii) in connection with any application under section 144(3) or (4) (acquisition of shares
by innocent nominee) or section 727 (general power to grant relief in case of honest
and reasonable conduct) in which relief is granted to him by the court.’’

Section 727 of the Companies Act 1985 provides:

‘‘(1) If in any proceedings for negligence, default, breach of duty or breach of trust against an officer
of a company or a person employed by a company as auditor (whether he is or is not an officer of
the company) it appears to the court hearing the case that that officer or person is or may be
liable in respect of the negligence, default, breach of duty or breach of trust, but that he has acted
honestly and reasonably, and that having regard to all the circumstances of the case (including
those connected with his appointment) he ought fairly to be excused for the negligence, default,
breach of duty or breach of trust, that court may relieve him, either wholly or partly, from his
liability on such terms as it thinks fit.

(2) If any such officer or person as above-mentioned has reason to apprehend that any claim will or
might be made against him in respect of any negligence, default, breach of duty or breach of
trust, he may apply to the court for relief; and the court on the application has the same power to
relieve him as under this section it would have had if it had been a court before which
proceedings against that person for negligence, default, breach of duty or breach of trust had been
brought.

(3) Where a case to which subsection (1) applies is being tried by a judge, with a jury, the judge,
after hearing the evidence, may, if he is satisfied that the defendant or defender ought in
pursuance of that subsection to be relieved either in whole or in part from the liability sought to
be enforced against him, withdraw the case in whole or in part from the jury and forthwith direct
judgment to be entered for the defendant or defender on such terms as to costs or otherwise as the
judge may think proper.’’

Royal & Sun Alliance Insurance Group plc and Royal & Sun Alliance Insurance plc directors and
officers are insured against certain liabilities which they may incur in their capacity as such under a liability
insurance policy carried by each of Royal & Sun Alliance Insurance Group plc and Royal & Sun Alliance
Insurance plc.
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Item 21. Exhibits and Financial Statement Schedules.

(a) Exhibits

Exhibit No Description of Exhibits

1.1 Memorandum and Articles of Association of Royal & Sun Alliance Insurance Group plc.

4.1 Indenture among Royal & Sun Alliance Insurance Group plc, as issuer, Royal & Sun Alliance
Insurance plc, as guarantor and Citibank, N.A., as trustee, including the forms of the 8.95%
Subordinated Guaranteed Bonds due October 15, 2029 Notes.

4.2 Form of Original 8.95% Subordinated Guaranteed Bonds due October 15, 2029 (included in
Exhibit 4.1).

4.3 Form of 8.95% Subordinated Guaranteed Exchange Bonds due October 15, 2029.

4.4 Securities Depositary Agreement between Royal & Sun Alliance Insurance Group plc and Royal
& Sun Alliance Insurance plc and Citibank, N.A., as book-entry depository.

4.5 Registration Rights Agreement.

4.6 Exchange Agent Agreement between Royal & Sun Alliance Insurance Group plc and Royal &
Sun Alliance Insurance plc and Citibank, N.A., as exchange agent.

5.1 Opinion of Willkie Farr & Gallagher as to the validity of the 8.95% Subordinated Guaranteed
Exchange Bonds due October 15, 2029 being registered.

5.2 Opinion of Allen & Overy as to the legality of the 8.95% Subordinated Guaranteed Exchange
Bonds due October 15, 2029.

10.1 The Royal & Sun Alliance Insurance Group plc 1999 Executive Share Option Scheme.

10.2 Rules of the Royal & Sun Alliance 1996 Executive Share Option Scheme, as amended up to
August 5, 1998.

10.3 Rules of the Royal & Sun Alliance 1989 Executive Share Option Scheme, as amended up to
August 7, 1996.

10.4 Rules of the Royal & Sun Alliance 1989 Savings Related Share Option Scheme.

10.5 Rules of the Royal Insurance Holdings 1988 Share Option Scheme.

10.6 £1,600,000,000 Multicurrency Credit Facility Agreement, dated 8 October 1998, by and among
Royal & Sun Alliance Insurance Group plc, Royal & Sun Alliance Insurance plc and Royal
Insurance Holdings plc, as Original Borrowers, Royal & Sun Alliance Insurance Group plc and
Royal & Sun Alliance Insurance plc as Original Guarantors, Chase Manhattan plc as Lead
Arranger, Chase Manhattan International Limited as Facility Agent, The Chase Manhattan Bank,
New York, as Swingline Agent and Others listed therein.

10.7 Trust Deed relating to £200,000,000 6.875% Fixed / Floating Rate Subordinated Guaranteed
Bonds due 2019 and £300,000,000 Floating Rate Subordinated Guaranteed Bonds due 2019,
dated 15 October 1999, between Royal & Sun Alliance Insurance Group plc, as issuer, Royal &
Sun Alliance Insurance plc, as guarantor and Citicorp Trustee Company Limited, as trustee.

10.8 Form of 6.875% Fixed/Floating Rate Subordinated Guaranteed Bonds due 2019 and Floating
Rate Subordinated Guaranteed Bonds due 2019 (included in Exhibit 10.6).

12.1 Statement re: Computation of Ratio of Earnings to Fixed Charges.

15.1 Letter re: Unaudited Financial Information.

21.1 Schedule of Subsidiaries of Royal & Sun Alliance Insurance Group plc.

23.1 Consent of Willkie Farr & Gallagher (included in Exhibit 5.1).

II-3



Exhibit No Description of Exhibits

23.2 Consent of Allen & Overy (included in Exhibit 5.2.).

23.3 Consent of PricewaterhouseCoopers (re: Royal & Sun Alliance Insurance Group plc).

23.4 Consent of PricewaterhouseCoopers (re: Royal & Sun Alliance Insurance plc).

24.1 Power of Attorney with respect to Royal & Sun Alliance Insurance Group plc.

24.2 Power of Attorney with respect to Royal & Sun Alliance Insurance plc.

25.1 Statement of Eligibility of Trustee.

99.1 Form of Letter of Transmittal.

99.2 Form of Notice of Guaranteed Delivery.

(b) Financial Statement Schedules and Related Report

The following Royal & Sun Alliance Insurance Group plc financial statement schedules, not included
in the prospectus, are included as part of this registration statement immediately following the signature pages:

Schedule I—Parent Company Condensed Financial Statements

Schedule III—Supplementary Insurance Information

Schedule V—Valuation and Qualifying Accounts

Item 22. Undertakings.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors,
officers and controlling persons of the registrants pursuant to the provisions described under ‘‘Item 20—
Indemnification of Directors and Officers’’ above, or otherwise, the registrants have been advised that in the
opinion of the Securities and Exchange Commission such indemnification is against public policy as expressed
in the Securities Act and is, therefore, unenforceable. In the event that a claim for Indemnification against such
liabilities, other than the payment to the registrants of expenses incurred or paid by a director, officer or
controlling person of the registrants in the successful defense of any action, suit or proceeding, is asserted by
such director, officer or controlling person in connection with the securities being registered, the registrants
will, unless in the opinion of their counsel the matter has been settled by controlling precedent, submit to a
court of appropriate jurisdiction the question whether such indemnification is against public policy as expressed
in the Securities Act and will be governed by the final adjudication of such issue.

The undersigned registrants hereby undertake that:

(1) For purposes of determining any liability under the Securities Act, the information omitted
from the form of prospectus filed as part of this registration statement in reliance upon Rule 430A and
contained in a form of prospectus filed by the registrant pursuant to Rule 424(b)(1) or (4) or 497(h)
under the Securities Act shall be deemed to be part of this registration statement as of the time it was
declared effective.

(2) For the purpose of determining any liability under the Security Act, each post-effective
amendment that contains a form of prospectus shall be deemed to be a new registration statement
relating to the securities offered therein, and the offering of such securities at that time shall be
deemed to be the initial bona fide offering thereof.

(3) For the purposes of determining any liability under the Securities Act, each filing of the
Royal & Sun Alliance Insurance Group plc annual report pursuant to Section 13(a) or Section 15(d) of
the Securities Exchange Act of 1934 (and, where applicable, each filing of an employee benefit plan’s
annual report pursuant to Section 15(d) of the Securities Exchange Act of 1934) that is incorporated
by reference in the registration statement shall be deemed to be a new registration statement relating to
the securities offered therein, and the offering of such securities at that time shall be deemed to be the
initial bona fideoffering thereof.
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ROYAL & SUN ALLIANCE INSURANCE GROUP PLC

SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the registrant has duly caused this
registration statement to be signed on its behalf by the undersigned, thereunto duly authorized, in
London, England on the 12th day of October 2000.

ROYAL & SUN ALLIANCE INSURANCE GROUP PLC

/S/ JOYCE W. WHEELERBy:
Name: Joyce W. Wheeler
Title: Authorized U.S. Representative

Pursuant to the requirements of the Securities Act of 1933, this registration statement has been
signed by the following persons in the capacities indicated on the 12th day of October 2000.

Name(s) Title

/s/ ROBERT MENDELSOHN

Robert Mendelsohn

Group Chief Executive
(Principal Executive Officer and Director)

/s/ JULIAN HANCE

Julian Hance

Group Finance Director
(Principal Financial Officer and Director)

/s/ IAN HUTCHINSON

Ian Hutchinson

Director, Group Finance
(Principal Accounting Officer/Controller)

/s/ SIR PATRICK GILLAM

Sir Patrick Gillam

Chairman

/s/ ANTHONY FORBES

Anthony Forbes

Deputy Chairman

/s/ ROBERT AYLING

Robert Ayling

Director

/s/ JOHN BAKER

John Baker

Director

/s/ NICHOLAS BARBER

Nicholas Barber

Director
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Name(s) Title

/s/ ROBERT GUNN

Robert Gunn

Director

/s/ ARTHUR HAYES

Arthur Hayes

Director

/s/ HENRY KESWICK

HENRY KESWICK

Director

/s/ PAUL SPENCER

Paul Spencer

Director

/s/ CAROLE ST. MARK

Carole St. Mark

Director

ROYAL & SUNALLIANCE USA, INC.

/S/ JOYCE W. WHEELERBy:
Name: Joyce W. Wheeler
Title: Senior Vice President and Secretary

Authorized U.S. Representative

/s/ STEPHEN HILL

Stephen Hill

Director
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ROYAL & SUN ALLIANCE INSURANCE PLC

SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the registrant has duly caused this
registration statement to be signed on its behalf by the undersigned, thereunto duly authorized, in
London, England on the 12th day of October 2000.

ROYAL & SUN ALLIANCE INSURANCE PLC

/S/ PAUL SPENCERBy:
Name: Paul Spencer
Title: Chief Executive

Pursuant to the requirements of the Securities Act of 1933, this registration statement has been
signed by the following persons in the capacities indicated on the 12th day of October 2000.

Name(s) Title

/s/ ROBERT MENDELSOHN

Robert Mendelsohn

Group Chief Executive
(Principal Executive Officer and Director)

/s/ JULIAN HANCE

Julian Hance

Group Finance Director
(Principal Financial Officer and Director)

/s/ IAN HUTCHINSON

Ian Hutchinson

Director, Group Finance
(Principal Accounting Officer/Controller)

/s/ WAI AU

Wai Au

Director

/s/ RICHARD HUDSON

Richard Hudson

Director

/s/ SYDNEY PENNINGTON

Sydney Pennington

Director

/s/ PAUL SPENCER

Paul Spencer

Director

ROYAL & SUNALLIANCE USA, INC.

/S/ JOYCE W. WHEELERBy:
Name: Joyce W. Wheeler
Title: Senior Vice President and Secretary

Authorized U.S. Representative
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