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Overview

In the year ended 31 March 2003:

e Accumulated surplus after tax decreased by £152 million
from £679 million to £527 million.

e Solvency margin, being accumulated surplus expressed
as a percentage of net claims outstanding, decreased from
10.3 per cent to 8.7 per cent.

Contents
2 Chairman’s statement 32 Independent Auditors’ report
5 Chief Executive Officer’s review 34 Group profit and loss account
11 Claims Management report 36 Group balance sheet
16 Financial review 38 Group cash flow statement
20 Board of Directors 39 Notes to the financial statements
22 Directors’ report 52 Company balance sheet

29 Board report on Directors’ remuneration



Five year results
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Chairman’s statement

Hugh Stevenson

In the financial year to 31 March 2003:

e Accumulated surplus after tax decreased by
£152 million from £679 million to £527 million;
e Solvency margin fell from 10.3 per cent to

8.7 per cent.

When I wrote to Reinsured Names last December,

I stated that it was possible that we would have to
strengthen our asbestos reserves at the end of the year.
I also referred to the falls in the UK and US equity
markets and to the impact of exchange losses on the
portion of our surplus held in US dollars. These three
factors have combined to produce the decrease in both

our accumulated surplus and our solvency margin.

Asbestos remains the greatest single threat to Equitas. We have once again had to strengthen
our asbestos reserves, adding £399 million on a gross discounted basis. Gross undiscounted
asbestos liabilities now amount to £5.3 billion, equivalent to more than 54 per cent of the

Group’s total gross undiscounted claims reserves.

There are however some encouraging signs. Our experience during the past year confirms our
belief that our strategies for managing asbestos claims will assist us in restricting the financial
impact of such claims on Equitas. Secondly, several policy buyouts have provided an important
additional validation of our reserving process. Thirdly, there is now a general consensus in the
US that the asbestos litigation crisis must be addressed by legislative action, although we cannot
forecast the outcome of the discussions currently in progress in Washington or the impact on
Equitas of any legislation which may be passed. Asbestos matters are discussed in more detail

within both Michael Crall’s and Scott Moser’s reports.

While we match our claims liabilities with holdings of high quality bonds, we have for some
years invested a portion of our surplus in equities as well as in bonds. During the year our
bond portfolio — representing over 95 per cent of our financial investments — performed
strongly. By contrast, consistent with the sharp declines in equity markets worldwide, the value
of our equity portfolio fell by £114 million. As a result, our overall investment return fell

£72 million short of matching the unwinding of the discount.
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Since a large part of our business is conducted in US dollars, a portion of our surplus is held in
both bonds and equities denominated in that currency. While this makes sense in economic
terms, it inevitably opens the Group to an accounting exposure because it accounts in sterling.
The weakening of the dollar against sterling this year has created an unrealised exchange loss,
which is included in our overall exchange loss of £26 million. We do not speculate through
currency trading and our exposure to exchange losses is limited by our policy of matching the

currency of our assets and liabilities.

The Group has made good progress in other areas of the business. Claims settlements,
collection of reinsurance and the commutation of reinsurance contracts produced significant

contributions. Operating expenses were in line with our target.

Michael Crall reviews the performance of our core business activities and comments on
decisions regarding claims reserves in his Chief Executive Officer’s review on pages 5 to 10.
Scott Moser reports on developments regarding asbestos claims and our strategy to manage
them on pages 11 to 15. Jane Barker analyses the accounts and other financial information in

her financial review on pages 16 to 19.

The balance sheet of Equitas is weaker than it was a year ago, and we still face significant
uncertainties arising from matters over which we have little or no control. In the light of these
uncertainties the Auditors have once again qualified the Group’s accounts. As I have often
stated in the past, success cannot be guaranteed. However, as in previous years the Board has

taken into account the following points when making judgments about the future:

*  Our solvency margin remains stronger than when Equitas commenced. This has been
achieved despite the fact that during the last seven years we have strengthened gross

discounted reserves by £1.3 billion.

e Since the inception of Equitas, aggregate paid claims have exceeded £13.7 billion. Despite
this, cash and investments amounted to £6.4 billion at 31 March 2003.

e The majority of asbestos claims will not be received or paid for many years to come.
Asbestos payments in the last year, excluding policy buyouts and commutations, represented

just over 3 per cent of gross undiscounted asbestos reserves.
e Equitas has an excellent and now proven track record of dealing with long tail claims.

The terms on which we have bought out a number of major asbestos policies have served

to validate our methodology and processes for assessing the value of our asbestos liabilities.
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Chairman’s statement (continued)

In December we announced that Michael Crall intended to retire as an executive director on
reaching age 60. Reinsured Names owe a great deal to Michael. He was appointed to the Board
in December 1995 and he has been instrumental in transforming the fragmented businesses we
inherited into a fully integrated organisation of the highest standards. By communicating his
professionalism and fairness throughout the Group he has set the example for others to follow.
I am very pleased that we will have the benefit of his continued advice as a non-executive
director. Scott Moser, who has been Claims Director at Equitas since April 1997, will succeed
Michael as Chief Executive Officer in November. As already announced we have made three
new appointments to the Board: Glenn Brace, previously head of Asbestos Pollution and Health
Hazard Claims, who becomes Claims Director; Jon Collins, our Chief Actuary, and Jeremy
Heap, who becomes Reinsurance Recoveries Director. Each of them has been with Equitas for
over five years. They have all played a central role in the Group’s progress, and I am delighted

that the importance which we attach to succession planning has been vindicated in this way.

In this context I should say something about senior executive pay. The success or failure of
Equitas, to the extent that we can control it, is in the hands of its executive team and it is of the
first importance that we should be able to attract, retain and promote the best possible people.
The contribution which they are able to make is out of all proportion to the cost of employing
them. I can assure Reinsured Names that the payments which we make to our senior executives
are appropriate, particularly as we have never been able to provide for them any of the equity

related incentive schemes which have been offered to others in the financial sector.

The continued uncertainties relating to asbestos claims, the turbulence in world stock markets
and the weakness of the US dollar have all served to make the past year particularly challenging
for everyone who works at Equitas. They have responded to these challenges with skill,

professionalism and commitment. [ am sincerely grateful to all of them.

( —

Hugh Stevenson
Chairman
S June 2003
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Chief Executive Officer’s review

Michael Crall

Results for the year ended 31 March 2003 were
adversely affected to an unprecedented degree by swings
in the financial markets. Positive contributions from
claims settlements and reinsurance commutations were
more than offset by increases in selected categories of
claims reserves. In the aggregate, Group surplus

deteriorated by £152 million.

Investment management

Investment return amounted to £693 million for the
year ended 31 March 2003 (2002: £277 million). The
increase in investment return was due to the general fall
in interest rates over the course of the year, resulting in
an increase in bond values. Excellent fixed interest

results were, however, counter-weighted by the poor performance of equities.

Because Equitas discounts its liabilities to take account of the time value of money, the
investment performance measure most important to the financial health of the Group is the
amount by which investment return varies from the unwinding of the discount applied to
claims liabilities. Since the first full year that we reported results this measure had never been
less than £95 million positive, and in the first six years of Equitas’ existence, up until 31 March
2002, investment return exceeded the unwinding of the discount by a total of some

£680 million. In the year just ended, however, and notwithstanding positive bond portfolio
performance, investment return fell £72 million short of the unwinding of the discount. This

shortfall was wholly due to the fall in the value of our equity holdings.

Our investment portfolio remains overwhelmingly invested in high quality fixed interest
securities, with only a portion of our surplus invested in equity markets. The composition of
the fixed interest portfolio is adjusted regularly to comply with our long term policy of
matching expected liabilities by currency and duration. The portion of our surplus invested in

non-sterling assets is exposed to exchange rate effects, which last year were negative.

Investment return in excess of unwinding of discount Notwithstanding the adverse results of the
£m . .
(&m) past year, we continue to believe that our

o] investment policies, including the decisions

to invest in equities and to invest a portion
150

of the surplus in US dollars (in order to

o support US dollar liabilities), are
appropriate. Our perspective needs to
50 remain geared to the long term. The
0 liabilities we are charged with running off

will persist for decades, and we do not

S0 believe our investment strategy should be

. unduly swayed by short term swings, be

1999 2000 2001 2002 2003 they positive or negative.
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Chief Executive Officer’s review (continued)

The rate at which we discount our liabilities is based on the prospective yield on our bond
portfolio. As a direct result of the changes in the yield curve we reduced the rate at which
claims liabilities are discounted from 5.25 per cent per annum at 31 March 2002 to 3.90

per cent per annum at 31 March 2003. Reducing the discount rate had the effect of increasing
the present value of liabilities by £501 million at 31 March 2003.

Asbestos liabilities

The year ended 31 March 2003 was very eventful in the evolution of asbestos related claims.
There was a significant increase in the level of awareness of the problem in both the US and the
UK and a great deal of activity on a variety of fronts. In particular, both courts and legislative
bodies in the US have paid increasing attention to the issues raised by claims made on behalf of
individuals who are not ill, a problem we highlighted in our special report on asbestos in the
Report & Accounts of 31 March 2001. In the Claims Management report on pages 11 to 135,

Scott Moser reviews asbestos related developments over the past year.

As we do every year, we have undertaken a comprehensive review of our asbestos liabilities as
part of our year end accounting exercise. We have determined that the core assumptions (for
example, the probable incidence of various types of asbestos related disease) used for the past
several years to estimate the costs of future asbestos claims remain broadly appropriate and so
do not require any material adjustment. Nonetheless, asbestos reserves in respect of both US
and non-US liabilities have been increased, owing to the more comprehensive analysis of
specific asbestos assureds and cedants. A wide ranging review of potential asbestos defendants
has resulted in the identification of a number of exposed policies not previously recognised as
possible targets of asbestos claims. Additionally, analysis of individual assureds and cedants has
led to the revision — both upward and downward — in reserves. We have not taken any account

within our reserves of possible legislative reform, currently under discussion in the US Congress.

At 31 March 2003 gross undiscounted asbestos reserves amounted to £5.3 billion compared
with £6.4 billion at 31 March 2002. Over half of the apparent year to year reduction is due to
translating US dollar exposures at different exchange rates. Gross asbestos reserves, discounted
to take account of the time value of money, amounted to £3.7 billion (2002: £3.6 billion).

The combined effect of strengthening our overall asbestos reserves at the undiscounted level
and bringing forward the expected timing of claims payments has required an increase in our
gross discounted asbestos reserve of £399 million. Asbestos claims payments and the value of
liabilities extinguished through policy buyouts and commutations during the past year
amounted to £610 million. Excluding liabilities extinguished through policy buyouts and

commutations, asbestos claims payments last year were £170 million.

Last year we negotiated policy buyouts with nine policyholders with significant asbestos
liabilities, including two of our ten largest insured exposures. Additionally, as part of our
strategy to commute the reinsurance asset, we routinely commute inwards liability as well,

thus closing out additional asbestos exposure.

Over the past year a number of major US and international insurance companies have

announced well publicised increases in their asbestos reserves. A detailed analysis of these
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Gross claims paid (£bn) reserve adjustments supports the view
that these companies are, in effect,

) acknowledging the asbestos situation which

Equitas recognised in its accounts two and

three years ago, when we increased our

gross asbestos reserves by a total of

£3.2 billion. Moreover, with reference to

the US insurance companies which ceded

reinsurance to the reinsured syndicates, our

confidence in our reserving methodology is

reinforced by the fact that, after increasing

reserves, the reinsurance asset disclosed

1999 2000 2001 2002 2003 by these companies as being payable by
Equitas is consistent with amounts already

identified by the Equitas reserving process.

Observers often attempt to compare the adequacy of individual insurers’ asbestos reserves.

An imprecise tool used by insurance industry analysts to compare reserve adequacy is the
‘survival ratio’. This ratio indicates the number of years a company can continue paying claims
at a historical rate before it exhausts its reserves. As at 31 March 2003, Equitas’ three year
asbestos survival ratio, gross of reinsurance recoveries and excluding payments in respect of
commutations and policy buyouts, was 24.6 (2002: 23.6). This means it would take 24 years
before Equitas would exhaust its undiscounted asbestos reserves, assuming that asbestos
claims continue to be paid at the same underlying rate as during the previous three years. By
comparison, we estimate that the average three year asbestos survival ratio for a representative
sample of US insurers (that are not allowed to discount claims reserves), gross of reinsurance
recoveries but including payments in respect of commutations and policy buyouts, if any, was
11.0 at 31 December 2002 (2001: 6.1).

Claims management

Gross claims paid for all types of coverage, an amount which includes claims resolved through
commutation agreements as well as the Group’s operating costs, amounted to £1.1 billion in
the year ended 31 March 2003 (2002: £1.4 billion). In addition to the gradual reduction of
claims activity over time, the decrease in claims paid reflects the fact that we have by now

closed out many of our largest claims, either through policy buyouts or commutations.

We continued to make good progress in nearly all areas of the claims portfolio. We maintained
our excellent record in settling environmental pollution claims. During the past year we closed
57, or 18 per cent, of the 312 open direct pollution claims pending at 1 April 2002. Equitas
has by now resolved 45 of the 50 largest pollution claims that were pending at its inception.
As part of most of these settlements we received a broad release from future claims from the
policyholders. When Equitas was created we faced over 600 open direct pollution claims.
Today, after taking into account new claims, the number of open direct pollution claims stands
at 299.
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Chief Executive Officer’s review (continued)

Reinsurers’ share of claims paid (Zbn) We also continue to make encouraging
progress in settling non-APH (asbestos,

S pollution and health hazard) claims, also

known as ‘balance of account’ claims.

2.0 Non-APH claims represent 20 per cent

of net discounted liabilities, down from
LS 25 per cent at 31 March 2002 and

compared to 60 per cent when Equitas

1.0 began operations. Balance of account
claims can be expected to continue to
81 run off more rapidly than APH claims.
0o . - Thus APH claims will inevitably rise as
BT 2000 2001 2002 2003 a percentage of overall reserves.

As part of our annual reserve review we thoroughly examine developments regarding
previously identified health hazards. This review has resulted in some revisions of ultimate
claims estimates in a few reserve categories. In the aggregate these revisions are not material.
With regard to tobacco related exposures, we continue to believe that tobacco claims will not
create a significant liability for Equitas. Additionally, we have not identified any previously
unknown health hazard in the past year which we believe is likely to create a material liability

for the Group.

Reinsurance Recoveries management

Reinsurers’ share of claims paid amounted to £222 million in the year ended 31 March 2003
(2002: £424 million). Reinsurance recoverable on claims paid will normally reduce in line with
claims payments and as outwards reinsurance contracts are commuted. During the past year, we

completed the negotiation of 83 commutation agreements, down slightly from the previous year.

We are working to commute reinsurance contracts wherever we can do so on appropriate
terms. Terminating complex reinsurance arrangements in exchange for a cash settlement has

many advantages:

e Reinsurance asset does not produce investment income until it is collected. By converting
reinsurance asset to cash through commutations, we will increase future investment income.
Realising reinsurance asset through commutations has helped keep the value of the
investment portfolio at a steady level, even though we have paid more than £13.7 billion

in claims since Equitas began operations.

e Reinsurance recovery is an expensive and time consuming process. Commuting reinsurance

arrangements will reduce future processing and collection expenses.
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e Collection of reinsurance debt is hampered by individual and market-wide disputes which
affect all reinsurers, not only Equitas. These disputes can often be settled more easily

through a commutation than through litigation or arbitration.
e Commutations eliminate the risk of non-payment due to reinsurer insolvency.

When possible, Equitas prefers to negotiate ‘global’ commutations, which not only collect
outwards reinsurance proceeds, but also extinguish liabilities for inwards reinsurance.
Commutations, therefore, are a means by which we can reduce our claims outstanding,

including in many cases asbestos liabilities.

Some reinsurers are unwilling to enter into commutation agreements, and we will collect the
reinsurance proceeds owed by these companies through either traditional means or, where

appropriate, by resorting to litigation.

With effect from 1 April 2003 we have combined in a single department all our reinsurance
recovery activities, including both commutations and loss-by-loss collections. We expect this

consolidation to lead to both better results and lower costs.

Expense management

Operating expenses amounted to £101 million in the year ended 31 March 2003 (2002:

£114 million). This level of operating expenses met our targets and represented an 11% year
to year reduction. This was achieved in spite of higher insurance costs and increased rent,
stemming from contractual rent review clauses, and only slightly reduced investment
management fees. These fees track with the size of the portfolio, which has remained relatively

unchanged for the past several years.

Employment costs represent roughly half of our total expenses. The average number of
employees decreased to 596 in the year ended 31 March 2003 as compared with 660 in the
prior year. Notwithstanding the constant requirement to reduce costs and employee numbers,
our employees continue to perform at a high level. One of the prevailing characteristics of
Equitas over the years has been the willingness of our people to work diligently on the
completion of tasks, even where finishing a job is likely to result in a reduction in staffing

levels.

Conclusion

Since the inception of Equitas in 1996 1 have had the privilege, as the Group’s Chief Executive,
of leading an extraordinary group of people dedicated to achieving a uniquely challenging
mission. I am extremely proud of the accomplishments of the organisation. While rationalising
a wide variety of systems and processes and aggressively reducing costs, we have applied highly
innovative solutions to apparently intractable claims and reinsurance recovery problems. That
being said, I would have hoped by now to be further advanced in eliminating the uncertainty
which Reinsured Names face. The re-emergence of asbestos as a serious threat to solvency has

largely offset the very substantial progress we have made in every other area of the business.
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Chief Executive Officer’s review (continued)

As T look forward to the end of my executive association with the Group later this year,
I am encouraged by the quality and breadth of leadership which follows me. This is a highly
professional team fully qualified to meet our objectives and unconditionally committed to

the successful completion of our central tasks.

Finally, I want to thank Reinsured Names for the support they have provided over the past
seven years. Equitas was formed under crisis circumstances which gave those involved every
right to be sceptical of purported solutions. In spite of this Reinsured Names from around the
world have consistently gone out of their way to express good wishes and goodwill. T have
endeavoured to represent their interests effectively, and I have every confidence my successors

will do likewise.

AdA

Michael Crall
Chief Executive Officer
S June 2003
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Claims Management report

Scott Moser

In last year’s Annual Report, we discussed Equitas’

efforts to manage asbestos claims as well as the changes
in the environment in which those claims were handled.
Over the past year the speed and scope of those changes

have continued at a remarkable pace.

Changes in the asbestos claims environment
Before London Market insurers including Equitas will
reimburse an asbestos bodily injury claim presented by
a policyholder, the policyholder must, as with all claims,
prove that the claim is covered. That means that the
policyholder must produce sufficient evidence of an
asbestos related injury that was caused by the
policyholder’s product or premises to satisfy the
requirements of the policies. In mid-2001, this principle was incorporated into a set of
guidelines for policyholders known as the London Documentation Requirements (DRs). In late
2001, the DRs were expanded by issuing Reinsurance Documentation Requirements (RDRs)
for asbestos claims presented by cedants which purchased reinsurance coverage from Lloyd’s
syndicates and other London Market insurers. When the DRs became effective in June 2001,
there was no significant discussion, outside certain industry and academic circles, regarding the
problems created by payments to people who are not ill. Since that time the problem of
unimpaired claimants, and the need for meaningful medical standards, have become widely
acknowledged. The past two years have seen a flood of media comment. The Chicago Tribune
summed up the comments of many when it said: “Today’s dysfunctional system benefits
primarily trial lawyers and healthy plaintiffs — and that drains resources from those who

are sick and dying because of asbestos. That’s a national shame.”

Similar coverage has appeared in numerous US newspapers, magazines and insurance industry
periodicals. New articles appear each week on asbestos claims abuses. The broadcast media
have also dealt with the issue on prime time television in the US. In virtually every case, the
media has identified claims by unimpaired individuals as a societal problem and corroborated

the need for responsive changes.

Influential scholars and national leaders in the US have also joined the cry for reform. Professor
Lester Brickman has written frequently about the abuses in the asbestos litigation system.

He asserts that asbestos litigation will join the “pantheon of . . . . great American swindles.”
Economist and Nobel laureate Joseph Stiglitz published a report assessing some of the harmful
economic consequences of asbestos claims abuses. Griffin Bell, a jurist and former Attorney
General of the United States, has published and spoken repeatedly about the need for asbestos
reform. He has been quoted with approval by courts and commentators. The Rand Institute,

a prestigious US think tank, has issued a frequently cited report that identifies the problem

of unimpaired claimants. In short, the principles that underlie the London Documentation
Requirements have gathered distinguished, vocal and widespread support since the DRs

became effective in June 2001.
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Claims Management report (continued)

Importantly, courts in the US have also begun to address the problem of unimpaired claims

by either refusing to hear such claims or dismissing them. The judge responsible for New York
City’s asbestos cases has ruled that claims not meeting specified medical criteria must be placed
on a list of inactive cases. Judges in other states have employed similar strategies and still more
have such strategies under consideration. The federal judge responsible for all federal asbestos
cases has effectively stayed cases resulting from mass screenings lacking in valid medical
support. A federal judge responsible for multiple asbestos bankruptcies has imposed some

medical standards and is requiring the disclosure of other sources of asbestos recoveries.

The most high-profile changes have happened in Washington D.C. The US Congress has
considered asbestos reform legislation in the past but without success. This year members of
Congress, like the general public, have been inundated with reports of asbestos abuses — reports
that emphasise the negative effects of such practices on the economy, the reputation of the

judicial system and the rights of present and future asbestos victims.

As a result, the activity on Capitol Hill during the past year has been intensive and
unprecedented. There are several major asbestos reform proposals before Congress, all of
which advocate or contemplate the imposition of medical standards. These proposals are being
sponsored or advanced by respected senior members of Congress. This activity is important to
Equitas, not only because it may result in national legislation, but also because each of these
legislative proposals demonstrates the reasonableness of DR-like standards. Even if these
proposed statutes fail to be enacted, they will stand as testimony that the steps we have

been taking to manage asbestos claims are entirely reasonable and appropriate.

Legislative activity is occurring at the state level as well. Two of the most unattractive
jurisdictions for asbestos defendants have this year passed reform legislation that significantly
alters the asbestos landscape. West Virginia has passed a bill that restricts access to its courts
by out-of-state residents (known as ‘forum shopping’), thus altering its status as a magnet for
asbestos claims. Mississippi, perhaps the jurisdiction most highly favoured by asbestos
plaintiffs, has passed a tort reform law limiting forum shopping, excessive punitive damages

and joint and several liability.

Those fighting against unimpaired claims have found an important ally in the American Bar
Association (‘ABA’), the largest and most widely recognised association of American legal
professionals. Earlier this year, the ABA Board of delegates condemned the current asbestos
claims environment and called for federal legislation imposing medical standards. This action
will be influential and the president elect of the ABA has already testified on this subject before
the US Congress.

We continue to see changes in the atmosphere surrounding asbestos claims that seemed unlikely
18 months ago. Tolerance of misconduct by those involved in the asbestos claim industry is
low. Federal prosecutors in Mississippi have investigated asbestos lawyers and judges for
alleged corruption, and numerous criminal indictments are expected. In Texas, a court has

levied sanctions against a prominent asbestos plaintiff’s firm for forum shopping.
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In Pennsylvania, a state court judge has pleaded guilty to charges that he accepted money

from asbestos lawyers with cases before him.

Equitas has helped to effect change

Equitas has played its role in creating change in the asbestos ‘atmosphere.” We have always
recognised that one of the strategies in combating asbestos abuses would be to expose those
abuses. It was recognised when the DRs, and later the RDRs, were issued, that there was risk
that the opponents of reform would, at the least, criticise these actions. Yet, by taking that risk,
we were able to help make asbestos claims abuses a subject of public scrutiny. For example, one
study of selected media showed that in the year after the DRs were issued there was a ninefold

increase in media reports about the problems of unimpaired asbestos claims.

We have accepted numerous invitations to speak or write on the need for changes in the way
asbestos claims are handled. We thought it necessary to demonstrate that the prevailing
asbestos claims practices are destructive to the judicial system, violate fundamental tort law
principles and are harmful to the future victims of asbestos related disease. As we have seen,
judges, journalists, legislators, scholars and citizens have all come to view the current system as

dysfunctional.

But there are other, more important battles ahead. Merely perceiving the need for change is not
enough. There must also be the will to enact those changes. We cannot control the courts or the
legislature. We can, however, continue to deter attempts to use insurance policies improperly to

fund asbestos claims that are not covered.

The impact on Equitas

If these favourable trends continue to favourable conclusions, the impact on Equitas and
Reinsured Names will be significant. A number of states have passed asbestos reform measures
and other states have reforms on the legislative agenda. Federal legislative reform would further
relieve the pressure caused by the continued payment of unimpaired claims. Changes in judge-

made law, including the use of inactive case lists, would also offer relief.

Although it is too early to say whether all of these proposed reforms will become a reality,
within Equitas we are beginning to see tangible effects of the changing atmosphere surrounding
asbestos claims. We have noticed a distinct drop in the number of inventory deals submitted to
London for approval (i.e. mass settlements including both obviously injured and unimpaired
claimants). This change could be due to a number of factors, including the application of the
DRs. Whatever the causes, some practices which previously characterised the asbestos claim

industry also seem to be changing.

Before 2001, policy buyout deals with asbestos assureds were rare. Since 2001, we have
concluded 14 buyout deals with policyholders that have claimed major asbestos exposures.
These deals involved several of our largest assureds and realised an extensive release of asbestos
and other coverage. It is difficult to assign precise causes to this increased asbestos settlement
activity. It is indisputable, however, that opposition to unimpaired claims, growing support for

DR-like standards, alterations in public awareness of the asbestos situation and a rapidly
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