THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

It contains extensive and detailed information and should be read in its entirety. If you are in any doubt as
to the action which you should take you should consult your intermediary, insurance broker or other
professional adviser without delay. In an endeavour to ensure that insurance brokers are in a position to
advise their clients, a copy of this document has been sent to all brokers that the Company is aware of that
are known to have placed business with or on behalf of Municipal General Insurance Limited (other than

brokers of personal lines business only).

SCHEME OF ARRANGEMENT

PURSUANT TO SECTION 425 OF THE COMPANIES ACT 1985

BETWEEN

MUNICIPAL GENERAL INSURANCE LIMITED

AND ITS

SCHEME CREDITORS

(AS DEFINED IN THE SCHEME OF ARRANGEMENT)

13 October 2003

A meeting of Scheme Creditors to consider and, if thought fit, approve this Scheme of Arrangement will
be held on 5 December 2003. Notice of that meeting of Scheme Creditors is set out on page 151.

The action required to be taken by you is set out on pages 7, 8, and 9. Whether or not you intend to be
present at the meeting on 5 December 2003 to vote on (and if thought fit to approve) the Scheme you
are asked to complete and return as soon as possible the relevant voting form and form of proxy
enclosed with this document in accordance with the instructions set out therein.
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MUNICIPAL GENERAL INSURANCE LIMITED

KEY DATES AND EXPECTED TIMETABLE

Ascertainment Date 31 December 2002
Voting Form (including Claims Table) and 4pm on Thursday, 4 December 2003
forms of proxy for use at the Scheme Meeting to

be returned by

Scheme Meeting 11am on Friday, 5 December 2003
Court hearing in England of petition to sanction 19 December 2003
the Scheme

Court hearing in New York for permanent 21 January 2004
Section 304 injunction

Effective Date of the Scheme 23 December 2003
Data Forms posted to Scheme Creditors by 30 January 2004
Earliest estimated date for first distribution to 31 March 2004

Scheme Creditors with claims agreed prior to
the Effective Date or shortly thereafter

Data Form reply deadline 30 June 2004

Earliest estimated date for Joint Scheme 30 June 2006
Administrators to provide Scheme Creditors

whose claims have been estimated with a

Crystallization Statement

Earliest estimated date for first distribution to 30 September 2006
Scheme Creditors whose claims have been
estimated.

The date of the Court hearing to sanction the Scheme has not yet been settled although it is expected
to take place on the date indicated. If this date changes, the Effective Date and the other dates
following the Effective Date set out above will be affected.

All or any of the time periods laid down in the Scheme for the taking of any step by the Joint Scheme
Administrators (amongst others) may be extended for such period as the Joint Scheme
Administrators specify except in relation to the Claims Notification Deadline which cannot be
extended except in accordance with Clause 21.5.

THE CLAIMS NOTIFICATION DEADLINE IS 5.00 PM (GREENWICH MEAN TIME) ON
THE SECOND ANNIVERSARY OF THE EFFECTIVE DATE
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IMPORTANT NOTICE TO SCHEME CREDITORS

This document has been prepared in connection with a proposed scheme of arrangement pursuant to
section 425 of the Companies Act 1985 between Municipal General Insurance Limited ("the
Company") and its Scheme Creditors.

Other than the director's report and the audited accounts of the Company for the year ended 31
December 2002, and the report of KPMG Actuaries Pty Limited outlining the actuarial methodology
to be applied under the Scheme, the information contained in this document has been prepared by
Jacqueline Barbara Stephenson and Graeme Roy Gadsby in their capacity as Joint Provisional
Liquidators of the Company. In preparing the Scheme, the Joint Provisional Liquidators have
relied upon information obtained from the Company’s records and although the Joint Provisional
Liquidators have no reason to doubt the accuracy of that information they are unable to warrant and
represent that it, or any information prepared by a third party, is accurate. The statements contained
in this document are made as at the Record Date and reflect the circumstances existing and the
information of which the Joint Provisional Liquidators were aware at that time.

Nothing in this document shall constitute any admission of fact or liability on the part of the
Company or on the part of the FSCS Scheme Manager with respect to any asset to which it may be
entitled or any claim against it. No person has been authorised to make any representation, whether
oral, written, express or implied, concerning the proposed Scheme, which is inconsistent with the
statements made in this document. Consequently, if such representations are made, they should not
be relied upon.

Neither Keith Rayment as Scheme Adjudicator nor Peter Nelson Matthews as Independent
Actuary nor any member of the Informal Creditors’ Committee referred to at pages 22 and 23 in the
Explanatory Statement nor the FSCS Scheme Manager is responsible for any statement of opinion
or fact contained in this document. Other than in respect of the report outlining the actuarial
methodology referred to above, Richard Charles Wilkinson, the Scheme Actuary, has no
responsibility for any information contained in this document.

The contents of the Scheme Document are not intended to constitute advice given to Scheme
Creditors. Scheme Creditors should take their own advice from professional advisers before
taking any action in connection with the Scheme.
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MUNICIPAL GENERAL INSURANCE LIMITED

EXPLANATORY STATEMENT

The purpose of this document is:

(1) to provide background information in relation to the Company in order to allow Scheme
Creditors to reach an informed decision on whether to vote in favour of or against the
Scheme at the forthcoming creditors' meeting convened by the Company with the Court's
permission to consider and, if thought fit, to approve the Scheme;

(i1) to explain the advantages and disadvantages of the proposed Scheme and of the other courses
of action which are available to the Company; and

(i)  to explain some of the detailed provisions of the Scheme.

The Scheme is set out fully in Part II of this document. Its main provisions have been summarised
below to help Scheme Creditors understand the Scheme. This summary is a guide and should not be
relied on in place of reading the Scheme itself.

Extracts of each statutory provision referred to in the Scheme are printed at the back of this
document, at Appendix 1.

What is a scheme of arrangement and how does it become binding?

A scheme of arrangement such as that proposed here is a compromise or arrangement between a
company and some or all of its creditors, governed by section 425 of the Companies Act 1985. A
scheme becomes legally binding on a company and its creditors or any class of them, irrespective of
whether they received notice of the scheme, did not vote, or voted against the proposals if:

(1) a majority in number, representing 75% in value of creditors or any class of creditors present
and voting in person or by proxy vote in favour of the scheme at a specially convened
meeting held with the leave of the Court; and

(i1) the Court subsequently makes an order sanctioning the scheme; and

(iii) an office copy of that order is delivered to the Registrar of Companies of England and Wales
for registration.

For this Scheme all creditors of the Company constitute one class for voting purposes.

It should be noted that if the required majorities set out above are obtained and the Court
approves the Scheme, it will bind all creditors whether notified of the Scheme and/or voting in
favour of the Scheme or not.

The primary objective of the Scheme is to conclude the run-off of the Company's business and pay
Scheme Creditors earlier than would be the case if the current run-off were to continue until all
Debts had been agreed and paid in the normal course.

The Joint Provisional Liquidators and members of the Informal Creditors’ Committee recommend
that you vote in favour of the Scheme as it has substantial advantages over the alternative courses of
action.
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How will the Scheme work?

The Joint Scheme Administrators, (the current Joint Provisional Liquidators) will be appointed to
take control of the Company's Property and administer a claims agreement and estimation process.

The Scheme establishes a process by which Debts of the Company (present and future) to Scheme
Creditors will be valued and paid.

The Scheme Administrators will act in consultation with the Creditors' Committee of between two
and six Scheme Creditor representatives plus a representative of the FSCS Scheme Manager.

What should you do next?

. Vote on the Scheme: If you are a Scheme Creditor as defined in the Scheme, you will be
entitled to attend and vote at the forthcoming meeting on 5 December 2003 to consider and, if
thought fit, approve the Scheme. A notice convening that meeting is set out at Appendix 2 of
this document. Scheme Creditors may attend the meeting in person (or attend by a duly
authorised representative) or may vote by proxy.

Enclosed with this document you will find a voting pack including a Proxy Form and a
Claims Table. Your estimate of the net value of your claim as at 31 December 2002 should be
inserted on the Claims Table in accordance with its instructions. The figures inserted in the
Claims Table will only be used for voting purposes and will not bind the Company or the
FSCS Scheme Manager. They will not be used for dividend calculations.

The voting pack also contains a section entitled "Form of Proxy" which you should complete
if you wish to appoint a proxy to attend the meeting for you. Instructions for completing the
forms are set out on them.

Appointing a proxy will not prevent you from attending and voting in person at the meeting
should you wish to do so. However, your proxy will not be entitled to vote if you attend and
vote in person. Whether you do or do not intend to be present in person at the scheme
meeting, please complete and sign the Claims Table in accordance with the instructions and,
if you are a reinsurance creditor, the schedule of contracts.

Please take care, when completing the section entitled "Form of Proxy", to read the
instructions carefully. Failure to complete the section in accordance with the instructions
may result in your proxy being invalid and your vote being disallowed.

° Return of Voting Documents: Please complete the Claims Table (and schedule of contracts if
you are a reinsurance creditor) and Form of Proxy (if you decide to vote by proxy) and return
these to the Company (c/o LCL Consulting Limited, 9 St Clare Street, London EC3N 1LQ or
by fax to fax number + 44 (0) 20 7680 0793) as soon as possible and in any event by 4 pm
(London time) on Thursday, 4th December 2003. If for any reason this cannot be done, these
documents may be handed in at the registration desk at the meeting of creditors, prior to its
commencement. Documents may also be returned by fax to fax number + 44 (0) 20 7680
0793 but where possible the original copy should also be sent to LCL Consulting Limited at
the address given above. Faxed documents will only be accepted if they are legible.
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Vote on the appointment of a Creditors' Committee: Also enclosed with this document and
the voting pack is a form listing those Scheme Creditors who have been nominated to be
members of the Creditors' Committee together with the FSCS Scheme Manager. Please
indicate which six of the Scheme Creditors listed you would like to represent you on the
Creditors' Committee together with the FSCS Scheme Manager. You should do this by
completing the form and returning it to the Company (c/o LCL Consulting Limited, 9 St
Clare Street, London EC3N 1LQ or by fax to fax number + 44 (0) 20 7680 0793) together
with the voting documentation referred to above as soon as possible and in any event by 4pm
(London time) on Thursday, 4th December 2003. A vote to determine membership of the
Creditors' Committee will also be taken at the meeting. Following this meeting, a count will
be taken of all the votes cast and the six Scheme Creditors who obtain the majority of votes
by value, together with the FSCS Scheme Manager, will comprise the initial members of the
Creditors' Committee.

If any Scheme Creditor is uncertain of the amount of his claim for voting purposes, he is
advised to provide an estimate, ensuring that he submits sufficient and appropriate evidence
to demonstrate the basis of his estimate. Estimates of Debts will not be used for the purpose
of ascertaining or settling Debts under the Scheme and will not bind the Company or the
FSCS Scheme Manager; they are required for voting purposes only.

Valuing Votes

For the purpose of valuing votes, all claims will be converted into Pounds Sterling. A table
showing the rates of exchange applicable for major currencies is at Appendix 3. The amount of a
claim admitted for voting purposes does not constitute an admission of the existence or amount of
any liability of the Company and will not bind the Joint Provisional Liquidators, the Joint
Scheme Administrators or the Company.

The value of a claim for voting purposes will be taken net of any applicable Security or set-off.

The chairman of the meeting of creditors to consider and vote on the Scheme may, for voting
purposes only, reject a claim in whole or in part, if he considers that it does not constitute a fair
and reasonable assessment of the sums owed to the relevant creditor by the Company.

The chairman's decision will be final and binding. He will, however, advise the creditor of his
decision, prior to the meeting where possible, and in any event, afterwards.

The Joint Provisional Liquidators have been advised that particulars as to estimates of the
amount of any future claims furnished by a creditor for voting purposes may not be protected by
privilege under English or United States law and may be discoverable by a third party with a claim
against the creditor in any action or proceedings to which the creditor may be party. However,
each creditor should consult his own legal adviser as to the consequences of furnishing such
particulars in the event of any litigation in which he may be, or may become, involved.

For further information concerning how you may vote on the Scheme please read carefully the
forms enclosed with this document.

You will be notified should the Scheme be approved and become effective. Following the
Effective Date, Data Forms and guidance notes to help in their completion will be sent to all
actual and potential Scheme Creditors.

To enable creditors to receive payment of a dividend their claim will need to be established in
accordance with the Scheme. It is recommended that the Data Forms be completed and returned
to the Joint Scheme Administrators as soon as possible and certainly by the deadline stated.
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BACKGROUND TO THE COMPANY AND FINANCIAL INFORMATION

The Company was incorporated on 14 March 1977 as a wholly owned subsidiary of Municipal
Mutual Insurance Limited ("MMI") and is part of the group of companies owned by, or associated
with MMI ("the MMI Group").

The Company was authorised to carry on general insurance business under the Insurance Companies
Act 1982 and predecessor legislation and was also licensed to underwrite general insurance business
in restrictive classes in Greece, Holland (on an informal basis), Belgium, France, Italy and Denmark,
through a network of foreign agencies.

During the late 1980s, the Company grew rapidly and developed a number of spheres of operation.
Due to developments described below, the Company ceased to write any business or renewals in
April 1992 and ceased payment of claims in February 1994.

Description of the Business

The Company operated under 5 divisions.

1. Personal Lines Division

The Company wrote personal lines business (policies for private individuals) from 1978. The risks
were motor and household only, and were written partly through brokers and partly direct. With
effect from 1 October 1991, the Company transferred the right to offer renewal of its personal lines
business to MMI but it retained the run-off of the unearned premiums and outstanding claims. The
Company ceased writing personal lines business from 31 December 1991.

2. Commercial Lines Division

In late 1987, the Company started writing a London Market commercial account. The risks
underwritten were mainly property and liability risks for companies and a feature of this account was
that the Company only took a proportion of each risk. In addition, from the beginning of 1987, the
Company commenced writing travel, vehicle breakdown and warranty insurance and in 1989, UK
provincial commercial policies. All of the UK provincial business was effected through regional
brokers and was generally written 100 per cent by the Company.

With effect from 8§ May 1992, the Company sold the right to offer renewal of its commercial lines
business to GAN Minster. GAN Minster administered the run-off of this business for a period of 18
months following the sale but the run-off then reverted to being handled by the Company's staff.

3. Reinsurance Division

From October 1982 to 31 December 1985 the Company underwrote London Market reinsurance and
commercial lines business, on a co-insurance basis, through a pool managed by Devonport
Underwriting Agency Limited.

From 1986, the Company participated by means of quota share treaties in MMI's UK Public and
Employer’s Liability Business and, from 1989, in insurance business written by MMI in Australia and
New Zealand. The Company's involvement with MMI came to an end as part of the separation of
MMI and the Company in 1993, as detailed further below.

The Company commenced underwriting reinsurance business in its own name in the London Market

in mid-1988. The business written was worldwide, covering numerous classes including Lloyd's
personal stop loss but with a preponderance of short-tail property covers. In 1990 the Company
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commenced underwriting reinsurance business in Denmark through its subsidiary company Dunas
A.S. The Company ceased taking on new reinsurance business or renewals from 1 April 1992.

4. Health Division

The Company commenced underwriting medical expenses insurance from 1 January 1990. With
effect from 1 January 1992, the Company transferred its health business to its subsidiary, Prime
Health Limited, which it had acquired in February 1989. Not only was existing business at 1 January
1992 renewed in Prime Health Limited but, also, the Company reinsured its portfolio of outstanding
liabilities at 31 December 1991 with Prime Health Limited, which administered the run-off of those
liabilities on behalf of the Company. The Company has no known outstanding insurance liabilities
for the health division, whose claims have been completely run off. Ownership of Prime Health
Limited was transferred to MMI as at 21 June 1993, together with that of Prime Health Sales Limited
and Prime Healthcare Consultancy Limited. The entire issued share capital of Prime Health Limited
was sold by MMI to The Standard Life Assurance Company on 22 June 1994,

5. Overseas Division.

As previously mentioned the Company was licensed to underwrite general insurance business in
restrictive classes in Greece, Holland (on an informal basis), Belgium, France, Italy and Denmark
through a network of foreign agencies. In fact, it only underwrote one risk in Italy, and no direct risks
in Denmark. All agreements with its overseas agents were cancelled in April 1992. Each of those
arrangements had varying periods of notice and the overseas agents continued to attach business to the
Company during the notice periods. However, when the Company announced a moratorium on the
payment of claims on 30 September 1992 the overseas agents, in general, stopped attaching business
to the Company.

Backeround to the appointment of the Joint Provisional Liquidators

The Company grew rapidly from 1987 onwards and its financial difficulties resulted partly from the
large number of catastrophes that occurred in the late 1980s and early 1990s. By the end of 1990, the
trading environment within the insurance market, exacerbated by Hurricane Hugo in the USA and the
Caribbean in 1989 and serious storms in Europe in the early part of 1990, meant that the Company's
results for 1990 were poor, with a loss before taxation of £13.5 million.

The Company's poor results continued into 1991 and on 1 April 1992 it ceased taking on new or
renewal business. The results of the commercial and personal lines divisions were the major causes of
the losses in the financial period ending 31 December 1991, whereas the results of the reinsurance
division with Hurricanes Andrew and Iniki and the Lloyd's personal stop loss policies for Lloyd's
Names written in 1989 and 1990 were the main cause of the losses in the financial period ending
31 December 1992.

The Company's position did not improve in 1993 and on 7 February 1994 the Company was
informed that the latest estimate for the level of incurred claims in respect of the personal stop loss
policies for Lloyd's Names written by the Company indicated a substantial increase in reserves. As
a result, the Company stopped paying claims and, on the directors' application, the Court on 9 March
1994 made an order appointing Gareth Hughes and Nigel Hamilton of Ernst & Young, together with
Jacqueline Stephenson of Neville Russell provisional liquidators of the Company.

On 16 December 1994, Gareth Hughes and Nigel Hamilton accepted that there was a conflict between
their positions as nominated Scheme Administrators of MMI and as joint provisional liquidator of the
Company, and applied to the Court for liberty to resign.

11
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In their place, Raymond Turner, a partner of Neville Russell, was appointed joint provisional
liquidator of the Company by the Court on 16 December 1994. Following Mr Turner's retirement as
a partner of Neville Russell, orders were made by the Court on 14 December 1998 terminating his
appointment and appointing Graeme Gadsby, then a partner of Neville Russell, as joint provisional
liquidator in his place.

Mr Gadsby, now an associate at Moore Stephens, left Mazars Neville Russell on 31 January 2002,
Miss Stephenson left Mazars Neville Russell on 31 July 2002 and is presently practising both on her
own account, and also as an associate at Moore Stephens.

At a meeting of the Informal Creditors' committee held on 27 March 2002, it was unanimously
resolved that Miss Stephenson and Mr Gadsby should continue as the Company's joint provisional
liquidators and as the proposed Scheme Administrators. Miss Stephenson and Mr Gadsby
accordingly remain as the Company's joint provisional liquidators.

Steps taken by the Joint Provisional Liquidators

The Joint Provisional Liquidators established operational controls over the day to day
administration of the Company and directed and supervised the Company's own staff based in
Guildford where the run off is carried out.

The Joint Provisional Liquidators have taken appropriate steps to secure and release the property of
the Company including the pursuit of reinsurers for the recovery of debts. The Joint Provisional
Liquidators have invested the Company's funds and appointed advisors and fund managers to ensure
optimum returns for creditors.

The Joint Provisional Liquidators have supervised upgrades to the operations and computer systems
to ensure that the requirements of the Scheme are met within the timeframes needed. In particular the
principal to principal ledger has been developed, the general ledger systems upgraded, and insurance
legacy systems enhanced to extract data for the purposes of the Scheme.

The Joint Provisional Liquidators have undertaken due diligence on the Company and its
transactions to establish whether there were any transactions prior to the order date which might have
been considered antecedent transactions resulting in a loss to the Company in respect of which the
directors or other persons might be liable or otherwise required to repay or contribute to the property
of the Company. The investigations revealed the following.

Relationship between the Company and MMI

From 1986, the Company participated, by means of quota share reinsurance treaties, in MMI's UK
Public and Employer's Liability Business ("TP/EL Quota Share") and, from 1989, in insurance
business written by MMI in Australia and New Zealand. In relation to the TP/EL Quota Share, the
Company had the benefit of conventional excess of loss covers. A substantial excess of loss contract
or "Time and Distance Policy" was entered into in December 1990 with Cologne Re (Dublin)
Limited. The TP/EL Quota Share was cancelled in September 1990 by the Company with effect
from 31 December 1990. Notwithstanding cancellation, the claims on the TP/EL Quota Share were
so severe that by March/April 1991, MMI agreed to take back the tail of liabilities by means of a Stop
Loss Contract.

On 9 July 1993, MMI and the Company decided to unwind the various insurance and reinsurance
arrangements existing between them by means of an agreement referred to as the "Separation
Agreement". The Separation Agreement between the Company and MMI was made up of the
following transactions:

. the sale to MMI of Prime Health Limited, Prime Health Sales Limited and Prime
Healthcare Consultancy Limited;

12
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. the subscription by MMI for £30 million of additional share capital in the Company;

. the cancellation of liabilities under the TP/EL Quota Share and the Stop Loss
Contract;

. the cancellation of the Australian/New Zealand Quota Share Treaties;

. the novation to MMI of the Company's reinsurance protections covering the TP/EL

Quota Share and the Australian/New Zealand Quota Share Treaties;

. the purchase by MMI of part of the Company's tax losses or, if MMI's tax status
changed, further share subscription.

In 1994 MM, in case it should subsequently become insolvent, proposed and entered into a "reserve"
scheme of arrangement with its creditors that would only become effective on MMI’s insolvency. As
Gareth Hughes and Nigel Hamilton are the nominated Scheme Administrators of MMI’s scheme,
Jacqueline Stephenson was charged by the Court with the responsibility of investigating the
transactions which took place between MMI and the Company prior to the appointment of
provisional liquidators and, in particular, the Separation Agreement.

As a result of these investigations, Miss Stephenson considered that there were claims against MMI,
particularly in relation to the Separation Agreement, on the grounds that it constituted a transaction at
an undervalue pursuant to section 238 of the Insolvency Act 1986 or that it constituted a preference
under section 239 of that Act.

Following negotiations between Miss Stephenson and MMI, all of the Company's claims against
MMI were settled in December 1996 in return for a significant contribution to the Company's assets
and the withdrawal of certain counter-claims asserted by MMI. The current value of the settlement is
in excess of £20 million.

The Joint Provisional Liquidators have continued to consider the nature and extent of the Company's
obligations to US creditors and the treatment of assets located there. The Company wrote American
liability business for a variety of insureds and was required to establish a US trust fund of $2 million
to underwrite this business. It has been necessary to obtain on a regular basis a temporary restraining
order for relief pursuant to section 304 of the US Bankruptcy Code, the most recent of which was
granted on 23 July 2003. The fund is currently under the control of the New York Insurance
Department as Conservator. It has been agreed with the Conservator that the Trust funds will be
returned for the benefit of all creditors under the Scheme.

As mentioned above the Company carried on insurance operations in Belgium, Greece and Spain.
Work continues with the aim of procuring a withdrawal from these territories in as cost efficient a
manner as possible. Where appropriate, the Joint Provisional Liquidators have ensured surplus
assets are repatriated to the UK for the benefit of the Company.

The Joint Provisional Liquidators have entered into commutation agreements to crystallize
creditors' balances on terms beneficial to the Company taking into account the level of reserves
released, the likely dividend payments and the savings in management time.

In particular, on 31 March 1999, the Company entered into a Settlement Agreement with Equitas
Limited in full and final settlement and commutation of all reinsurance and other obligations arising
between the Company, Equitas Limited and those Lloyd's Syndicates reinsured by Equitas
Reinsurance Limited pursuant to Lloyd's Reconstruction and Renewal Plan.

Before entering into negotiations with Equitas Limited as to the terms of the proposed settlement, the
Joint Provisional Liquidators carried out a careful analysis of the Company's ultimate liabilities,
based on the data available to the Company. Their analysis of the effect of the settlement with
Equitas Limited, both on the basis of a subsequent scheme of arrangement and a subsequent
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liquidation, showed that the proposed settlement was in the interests of creditors generally. It settled
existing disputes on individual contracts reinsured by the Company for certain Lloyd's Syndicates,
resolved the issue as to whether Equitas Limited had a right to set off amounts due from the
Company to Equitas Limited against amounts due to the Company from various Lloyd's Syndicates
and also resulted in a substantial saving of administrative costs as a result of the settlement of
approximately 2,800 contracts. It also effected the immediate recovery of liabilities owed by Lloyd's
Syndicates to the Company.

Concluding a settlement with Equitas Limited has also simplified the process of drafting the Scheme
itself, since it obviates the need to deal with complex issues relating to the position of Equitas Limited
and the treatment of Lloyd's Syndicates under the Scheme.

For all these reasons, the Joint Provisional Liquidators concluded that the Settlement Agreement
was in the best interests of all the Company's creditors as a whole. The settlement was concluded
with the approval of the Informal Creditors' Committee and with the sanction of the Court.

Financial Position

The financial position of the Company is set out in the audited financial statements for the financial
year ended 31 December 2002 at Appendix 4. Set out below is a summary comparing the financial
position as of that date to that shown in the financial statements as at 31 December 1993, just prior to
the appointment of Joint Provisional Liquidators.

31 December 2002 31 December 1993
Assets £m £m
Investments 136.9 96.9
Reinsurance on claims outstanding 26.2 14.7
Debtors 7.2 17.6
Cash 7.1 37.3
Other 0.4 6.3
Total assets 177.8 172.8
Liabilities
Claims outstanding 82.9 276.4
Insurance creditors 61.9
Reinsurance creditors 68.3 {8'8}
Other creditors 1.6 10.9
Total liabilities 214.7 296.1
Net assets/(liabilities) (36.9) (123.3)
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Estimated outcome

Although the percentage of assets to liabilities of the Company has risen from 42% on 31 December
1993 to 83% on 31 December 2002, this should not be taken as a projection of the return expected for
Scheme Creditors.

Any estimate of the dividend is subject to uncertainty, in particular the extent of:
) Scheme Creditors' set-off against reinsurance assets;

(i1) Realisation of reinsurance assets and the incidence of bad debts;

(i)  Future costs of the Scheme;

(iv) Future investment returns; and

v) The ultimate values of Scheme Claims.

It is the intention to pay a dividend as soon as practical on Aggregate Established Claims. The
Joint Provisional Liquidators believe that an initial dividend of at least 45 pence in the pound could
be paid within three months of the Effective Date.

Thereafter an exercise of reviewing and calculating the Available Distributable Amount will be
carried out on each anniversary of the payment of the first dividend. At present it is unlikely that a
second dividend will be paid until after the Estimation process is completed, unless some of the
Company's most significant claims are agreed in the intervening period. Should this be the case, a
third dividend will be paid after Estimation with a fourth and final dividend paid shortly before
termination of the Scheme once all the Cash Back Claims have been established and ongoing
litigation in respect of motor accident claims has been concluded.
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ALTERNATIVE SOLUTIONS AND THE ADVANTAGES OF THE SCHEME

As the Company cannot meet its obligations to creditors in full, and recapitalisation and refinancing
are not available, the alternatives available to the Company are:

L.

2.

3.

4.

liquidation (compulsory or voluntary); or
an informal arrangement or compromise with creditors; or
a company voluntary arrangement; or

a scheme of arrangement.

The Joint Provisional Liquidators have a duty to act in the interests of the general body of creditors
and believe that a scheme of arrangement has substantial advantages over the alternative courses of
action. The following paragraphs summarise the arguments for and against the alternatives referred to
at points 1 to 4 above.

1.

Liquidation in the absence of a scheme of arrangement
Advantages of a liquidation include:

Liquidator's remedies: a liquidator has powers under the Insolvency Act to attack certain
antecedent transactions, for example, the transfer of a company's property for less than its true
value, where this would lead to recoveries being made for the company’s creditors. However,
following the settlement of the Company's claims against MMI and a review of the
Company's records and business, the Joint Provisional Liquidators have found no evidence
of any other antecedent transaction which could be so attacked by a liquidator.

Protection of assets: the Company's assets would be protected against attachment
proceedings by creditors.

Disadvantages of a liquidation include:

Cost: The cost of liquidation is likely to exceed that of the Scheme, because a liquidator is
obliged to deposit sums collected by him in the Insolvency Services Account ("the ISA"). The
ISA is administered by the Department of Trade and Industry ("DTI") which levies charges
on realisations deposited in and on distributions from the ISA on a sliding scale. The DTI
also levies a charge of 0.625 per cent on all investments made by a liquidator. On the
assumption that cash is collected in accordance with projections, invested in Government
securities where appropriate and paid out according to projections, and based on the charges
currently applicable, the increased cost of a liquidation, caused by the levies and the
restrictions on permitted investments, is presently estimated at around £600,000.

Restricted investment powers: A liquidator is only permitted to use a restricted range of
investments, which are unlikely to produce as great a yield as that which is available in
general investment markets.

Mandatory currency conversion: Conversion of claims in all currencies into Pounds Sterling
is mandatory in a liquidation at the official exchange rate applicable at the date of the winding
up order. As a considerable amount of the contractual liabilities of the Company and its
reinsurance recoveries are in currencies other than Pounds Sterling, chiefly US Dollars,
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