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All correspondence regarding the recordation of these assignments should be directed to:

Christina M. Fiorino, Esquire
6225 Centennial Way - LB0301
Baltimore, MD 21209
(Telephone (410) 205-6322)

A filing fee in the amount of $1190.00 is enclosed herewith to cover the recordation for
the 47 applications and registrations identified herein.

To the best of my knowledge and belief, the information contained herein is correct and
the Agreement of Merger submitted for recordation is a true copy of the original document.

Sincerely,

stina M. Fiorino
Counsel

CMF:kf’s
Encls.

TACORPLG\MSWORDACMF\LETTERS\COMMISSI.DOC
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Assignor: USF&G Corporation

Trademark

Open Door Logo Design

A+ Program

AccuTrack

Business Priority Program

Community Link Program

English Turn

English Turn & Design

F&G and Design

F&G Annuity

F&G Life Insurance

F&G Securities, Inc. & Design

Falcon SPDA

Fidelity and Guaranty Insurance
Underwriters & Design

Fidelity and Guaranty Insurance
Company & Design

Fidelity and Guaranty Life
Insurance Company

Assignee: The St. Paul Companies, Inc.

385 Washington Street, St.
St. Paul, MN 55102

Registration Number,Date/
Application Serial Number

1, 918,989
9/12/95

2,060,391
5/13/97

2,184,363
8/25/98

2,145,315
3/17/98

75/017,981

1,611,529
8/28/90

1,606,693
7/17/90

1,308,315
12/4/84

1,531,241
3/21/89

1,763,272
4/6/93

1,598,901
5/29/90

1,747,425
1/19/93

1,755,697
3/2/93

1,761,682
3/30/93

1,299,867
10/9/84
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Trademark

First Annuity

Five Star

Intrepid

Life In A Box

MarketLink Program

Maximus

Miscellaneous Design

(Octagon)

Nemax

Nemax & Design

Nemesis
Octagon

Performance Design Program

Premier Homeownets Policy

Prosperity

Structured Claim Settlements

Symphony
Systems Continuity Coverage

Ten Pin Program

Registration Number,Date/
Application Serial Number

1,540,840
5/23/89

2,038,224
2/18/97

1,951,233
1/23/96

1,854,301
9/13/94

1,993,043
8/13/96

1,855,960
9/27/94

75/266,412
2,152,990
4/21/98

2,111,397
11/4/97

75/119,081
75/252,123

2,153,002
4/21/98

1,631,870
1/15/91

74/651,810

1,802,290
11/2/93

75/131,512
75/196,387

2,109,947
10/28/97
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Trademark

The Difference Is Understanding

The Eagle’s Challenge Series

The USF& G Business Foundation

Tier One

Registration Number,Date/
Application Serial Number

1,914,268
8/22/95

1,573,830
12/26/89
2,034,276

1/28/97

2,159,825
5/26/98

United States Fidelity and Guaranty

Company & Design

USF&G Blueprint Program
for Contractors

USF&G Corporation

USF&G Insurance

USF&G Insurance and Design

USF&G Insurance Newscan

Vision-Pak

Visionary Program for
Technology

We Get IT

Wealthmaster

1,305,275
11/13/84

1,932,281
10/31/95

1,303,078
10/30/84

1,303,079
10/30/84

1,926,663
10/10/95

1,311,039
12/25/84

74/716,462

75/104,669
75/271,579

1,945 872
1/2/96
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Certificate of Mailing by Express Mail

Express Mail mailing label number: EF5859¢ 94 y5 0s

Assignor: USF&G Corporation
Assignee: The St. Paul Companies, Inc.

385 Washington Street
St. Paul, MN 55102

Transaction: Merger - April 24, 1998

Trademarks: See Attached List

| hereby certify that the attached assignments and filing fee are addressed to
the Commissioner of Patents & Trademarks, Box Assignments, Washington, DC
20231, and is being deposited with the United States Postal Service “Express
Mail Post Office to Addressee” service on December 10, 1998.

— e
\JAnvice Jewsonl
Printed name of person mailing application

S Qe

nature of\;fson mailing the application
(, .

/Lo -GF
Date
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AGREEMENT AND PLAN OF MERGER
Among
USF&G CORPORATION,
THE ST. PAUL COMPANIES, INC.
and

SP MERGER CORPORATION

Dated as of January 19, 1998
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AGREEMENT AND PL AN OF MERGER

AGREEMENT AND PLAN OF MERGER (hereinafter called this
“Agreement”), dated as of January 19, 1998 among USF&G Corporation, a Maryland
corporation (the “Company”), The St. Paul Companies, Inc., a Minnesota corporation
(“Parent”), and SP Merger Corporation, a Maryland corporation and a wholly-owned
subsidiary of Parent (“Merger Subsidiary,” the Company and Merger Subsidiary
sometimes being hereinafter collectlvely referred to as the “Constituent Corporations”™).

RECITALS

WHEREAS, the respective boards of directors of each of Parent, Merger
Subsidiary and the Company have determined that the merger of Merger Subsidiary with
and into the Company (the “Merger”) upon the terms and subject to the conditions set
forth in this Agreement is advisable and have approved the Merger,

WHEREAS, contemporaneously with the execution and delivery of this
Agreement, as a condition and inducement to Parent’s and Merger Subsidiary’s
willingness to enter into this Agreement, the Company is entering into a stock option
agreement with Parent (the “Stock Option Agreement”), pursuant to which the Company
has granted to Parent an option to purchase Shares (as defined in Section 4.1(a)) under the
terms and conditions set forth in the Stock Option Agreement;

WHEREAS, it is intended that, for federal income tax purposes, the
Merger shall qualify as a reorganization under the provisions of Section 368(a) of the
Internal Revenue Code of 1986, as amended, and the rules and regulations promulgated
thereunder (the “Code’);

WHEREAS, for financial accounting purposes, it is intended that the
Merger shall be accounted for as a “pooling-of-interests;” and

WHEREAS, the Company, Parent and Merger Subsidiary desire to make
certain representations, warranties, covenants and agreements in connection with this
Agreement.

NOW, THEREFORE, in consideration of the premises, and of the

representations, warranties, covenants and agreements contained herein, the parties hereto
agree as follows:
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ARTICLE ]
The Merger; Closing; Effective Time

1.1. The Merger. Upon the terms and subject to the conditions set
forth in this Agreement, at the Effective Time (as defined in Section 1.3) Merger
Subsidiary shall be merged with and into the Company and the separate corporate
existence of Merger Subsidiary shall thereupon cease. The Company shall be the surviving
corporation in the Merger (sometimes hereinafter referred to as the “Surviving
Corporation”), and the separate corporate existence of the Company with all its rights,
privileges, immunities, powers and franchises shall continue unaffected by the Merger,
except as set forth in Article III. The Merger shall have the effects specified in the
Maryland General Corporation Law, as amended (the “MGCL”). -

1.2. Closing. The closing of the Merger (the “Closing™) shall take
place (i) at the offices of Sullivan & Cromwell, 125 Broad Street, New York, New York
at 9:00 A M. on the first business day after the day on which the last to be fulfilled or
waived of the conditions set forth in Article VII (other than those conditions that by their
nature are to be satisfied at the Closing, but subject to the fulfillment or waiver of those
conditions) shall be satisfied or waived in accordance with this Agreement or (ii) at such
other place and time and/or on such other date as the Company and Parent may agree in

writing (the “Closing Date™).

1.3. Effective Time. As soon as practicable following the Closing,
the Company and Parent will cause Articles of Merger (the “Maryland Articles of
Merger”} to be executed, acknowledged and filed with and accepted for record by the
State Department of Assessments and Taxation of Maryland (the “Department™) as
provided in Section 3-107 of the MGCL. The Merger shall become effective at the time
the Department accepts for record the Maryland Articles of Merger or at such later time
agreed by the Company and Parent and established under the Maryland Articles of
Merger, not to exceed 30 days after the Maryland Articles of Merger are accepted for
record by the Department (the “Effective Time™).
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ARTICLE 11

Charter and Bylaws
of the Surviving Corporation

2.1, The Charter. The charter of the Company as in effect
immediately prior to the Effective Time shall be the Charter of the Surviving Corporation
(the “Charter”), until duly amended as provided therein or by applicable law, except that
(1) Article Fifth of the Charter shall be amended to read in its entirety as follows: “The
name and address of the resident agent of the Corporation in this state are James J.
Hanks, Jr., 300 East Lombard Street, Baltimore, Maryland 21202, (11) Article Sixth of the
Charter shall be amended to read in its entirety as follows: “The aggregate number of
shares that the Corporation shall have the authority to issue 1s 1,000 sharés of Common
Stock, par value $1.00 per share”, and (iii) Article Seventh shall be deleted in its entirety
with all subsequent Articles renumbered accordingly.

2.2. The Bylaws. The bylaws of Merger Subsidiary in effect at the
Effective Time shall be the bylaws of the Surviving Corporation (the “Bylaws™), until
thereafter amended as provided therein or by applicable law.

ARTICLE III

Officers and Directors
of the Surviving Corporation

3.1 Directors. The directors of Merger Subsidiary at the Effective
Time shall, from and after the Effective Time, be the directors of the Surviving
Corporation until their successors have been duly elected or appointed and qualified or

until their earlier death, resignation or removal in accordance with the Charter and the
Bylaws.

3.2 Officers. The officers of the Company at the Effective Time
shall, from and afier the Effective Time, be the officers of the Surviving Corporation until
their successors have been duly elected or appointed and qualified or until their earlier
death, resignation or removal in accordance with the Charter and the Bylaws.
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ARTICLE 1V

Effect of the Merger on Stock;
Exchange of Certificates

4.1 Effect on Stock. At the Effective Time, as a result of the
Merger and without any action on the part of the holder of any stock of the Company:

(a) Merger Consideration. Each share of common stock, par value
$2.50 per share, of the Company (each a “Share” or, collectively, the “Shares™) issued and
outstanding immediately prior to the Effective Time (other than Shares owned by Parent
or any direct or indirect Subsidiary of Parent (collectively, the “Parent Companies™) or
Shares that are owned by the Company or any direct or indirect Subsidiary of the
Company (and in each case not held on behalf of third parties) (“Excluded Shares™)) shall
be converted into, and become exchangeable for the right to receive (the “Merger
Consideration”) that number of shares (the “Exchange Ratio”) of common stock, no par
value (“Parent Common Stock™), of Parent determined by dividing $22 by the average of
the daily average per share high and low sales prices of one share of Parent Common
Stock as reported on the New York Stock Exchange, Inc. (the “NYSE”) composite
transactions reporting system (as reported in the New York City edition of The Wall
Street Journal or, if not reported thereby, another authortative source) for each of the 20
trading days ending on the third trading day prior to the Stockholders Meeting (as defined
in Section 6.4 hereof) rounded to the fourth decimal place (the “Average Parent Price”),
provided, that, (i) if the Average Parent Price is less than $74 (the “Lower Collar), the
Exchange Ratio shall be 0.2973; and (ii) if the Average Parent Price is greater than $78
(the “Upper Collar” and, together with the Lower Collar, the “Collars”), the Exchange
Ratio shall be 0.2821. At the Effective Time, all Shares shall no longer be outstanding and
shall be canceled and retired and shall cease to exist, and each certificate (a “Certificate™)
formerly representing any of such Shares (other than Excluded Shares) shall thereafter
represent only the nght to receive the Merger Consideration, cash in lieu of fractional

shares pursuant to Section 4.2(e), if any, and any distribution or dividend pursuant to
Section 4.2(c). -

(b) Cancellation of Shares. Each Share issued and outstanding
immediately prior to the Effective Time and owned by any of the Parent Companies or
owned by the Company or any direct or indirect Subsidiary of the Company (in each case
other than Shares that are owned on behalf of third parties), shall, by virtue of the Merger
and without any action on the part of the holder thereof, cease to be outstanding, shall be

canceled and retired without payment of any consideration therefor and shall cease to
exist.

(c) Mgrgrgr Subsidiary. At the Effective Time, each share of
Common Stock, par value $1.00 per share, of Merger Subsidiary issued and outstanding

—4-
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immediately prior to the Effective Time shall be converted into one share of common
stock of the Surviving Corporation.

42, Exchange of Certificates for Shares.

(a) Exchange Agent. Promptly after the Effective Time, Parent shall
deposit, or shall cause to be deposited, with an exchange agent selected by Parent prior to
the Effective Time with the Company’s prior approval, which shall not be unreasonably
withheld (the “Exchange Agent”), for the benefit of the holders of Shares, certificates
representing the shares of Parent Common Stock and, after the Effective Time, if
applicable, any cash, dividends or other distributions with respect to the Parent Common
Stock to be issued or paid pursuant to the last sentence of Section 4.1(a) (including cash
in lieu of fractional Shares) in exchange for Shares outstanding immediately prior to the
Effective Time upon due surrender of the Certificates (or affidavits of loss in lieu thereof)
pursuant to the provisions of this Article IV (such certificates for shares of Parent
Common Stock, together with the amount of any dividends or other distributions payable
with respect thereto and any cash in lieu of fractional Shares, being hereinafter referred to
as the “Exchange Fund”).

(b) Exchange Procedures. Promptly after the Effective Time, Parent
and the Surviving Corporation shall cause the Exchange Agent to mail to each holder of
record of Shares (other than holders of Excluded Shares) (i) a letter of transmittal
specifying that delivery shall be effected, and risk of loss and title to the Certificates shall
pass, only upon delivery of the Certificates (or affidavits of loss in lieu thereof) to the
Exchange Agent, such letter of transmittal to be in such form and have such other
provisions as Parent and the Company may reasonably agree prior to the Effective Time,
and (i1) instructions for use in effecting the surrender of the Certificates in exchange for
(A) certificates representing shares of Parent Common Stock and (B) any unpaid divi-
dends and other distributions and cash in lieu of fractional shares. Subject to
Section 4.2(h), upon surrender of a Certificate for cancellation to the Exchange Agent
together with such letter of transmittal, duly executed, the holder of such Certificate shall
be entitled to receive in exchange therefor (x) a certificate representing that number of
whole shares of Parent Common Stock that such holder is entitled to receive pursuant to
this Article IV, (y) a check in the amount (after giving effect to any required tax
withholdings) of (A) any cash in lieu of fractional shares plus (B) any unpaid dividends or
other distributions that such holder has the right to receive pursuant to the provisions of
this Article IV, and the Certificate so surrendered shall forthwith be canceled. No interest
will be paid or accrued on any amount payable upon due surrender of the Certificates. In
the event of a transfer of ownership of Shares that is not registered in the transfer records
of the Company, a certificate representing the proper number of shares of Parent Common
Stock, together with a check for any cash to be paid upon due surrender of the Certificate
and any other dividends or distributions in respect thereof, may be issued and/or paid to
such a transferee if the Certificate formerly representing such Shares is presented to the

~5—
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Exchange’ Agent, accompanied by all documents required to evidence and effect such
transfer and to evidence that any applicable stock transfer taxes have been paid. If any
certificate for shares of Parent Common Stock is to be issued in a name other than that in
which the Certificate surrendered in exchange therefor is registered, it shall be a condition
of such exchange that the Person (as defired below) requesting such exchange shall pay
any transfer or other taxes required by reason of the issuance of certificates for shares of
Parent Common Stock in a name other thzn that of the registered holder of the Certificate
surrendered, or shall establish to the satisfaction of Parent or the Exchange Agent that
such tax has been paid or is not applicable.

For the purposes of this Agreement, the term “Person” shall mean any
individual, corporation (including not-for-profit), general or limited partnership, limited
liability company, joint venture, estate, trust, association, organization, Governmental
Entity (as defined in Section 5.1(d)) or other entity of any kind or nature.

(c) Distributions with Respect to Unexchanged Shares; Voting.
(i) All shares of Parent Common Stock to be issued pursuant to the Merger shall be
deemed issued and outstanding as of the Effective Time and whenever a dividend or other
distribution is declared by Parent in respect of the Parent Common Stock, the record date
for which is at or after the Effective Time, that declaration shall include dividends or other
distributions in respect of all shares issuable pursuant to this Agreement. No dividends or
other distributions in respect of the Parent Common Stock shall be paid to any holder of
any unsurrendered Certificate until such Certificate is surrendered for exchange in
accordance with this Article IV. Subject to the effect of applicable laws, following
surrender of any such Certificate, there shall be issued and/or paid to the holder of the
certificates representing whole shares of Parent Common Stock issued in exchange
therefor, without interest, (A) at the time of such surrender, the dividends or other
distributions with a record date after the Effective Time and a payment date on.or prior to
such time of surrender payable with respect to such whole shares of Parent Common
Stock and not paid and (B) at the appropriate payment date, the dividends or other
distributions payable with respect to such whole shares of Parent Common Stock with a
record date after the Effective Time but with a payment date subsequent to surrender.

(1) Holders of unsurrendered Certificates who were the
registered holders at the Effective Time shall be entitled to vote after the Effective Time at
any meeting of Parent stockholders (or consent in connection with any consent in lieu of
meeting) the number of whole shares of Parent Common Stock represented by such
Certificates, regardless of whether such holders have exchanged their Certificates.

(d) Transfers. After the Effective Time, there shall be no transfers
on the stock transfer books of the Company of the Shares that were outstanding
immediately prior to the Effective Time.
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(e) Fractional Shares. Notwithstanding any other provision of this
Agreement, no fractional shares of Parent Common Stock will be issued and any holder of
Shares entitled to recetve a fractional share of Parent Common Stock but for this
Section 4.2(e) shall be entitled to receive a cash payment in lieu thereof, which payment
shall represent such holder’s proportionate interest in the net proceeds from the sale by the
Exchange Agent on behalf of such holder of the aggregate fractional shares of Parent
Common Stock that such holder otherwise would be entitled to receive. Any such sale
shall be made by the Exchange Agent within five business days after the date upon which
the Certificate(s) (or affidavit(s) of loss in lieu thereof) that would otherwise result in the
issuance of such fractional shares of Parent Common Stock have been received by the
Exchange Agent.

§)) Termination of Exchange Fund. Any portion of the Exchange

Fund (including the proceeds of any investments thereof and any Parent Common Stock)
that remains unclaimed by the stockholders of the Company for 180 days after the
Effective Time shall be paid to Parent. Any stockholders of the Company who have not
theretofore complied with this Article IV shall thereafter look only to Parent for payment
of their shares of Parent Common Stock and any cash, dividends and other distributions in
respect thereof payable and/or issuable pursuant to Section 4.1 and Section 4.2(c) upon
due surrender of their Certificates (or affidavits of loss in lieu thereof), in each case, with-
out any interest thereon. Notwithstanding the foregoing, none of Parent, the Surviving
Corporation, the Exchange Agent or any other Person shall be liable to any former holder
of Shares for any amount properly delivered to a public official pursuant to applicable
abandoned property, escheat or similar laws.

(2) Lost, Stolen or Destroyed Centificates. In the event any

Certificate shall have been lost, stolen or destroyed, upon the making of an affidavit of that
fact by the Person claiming such Certificate to be lost, stolen or destroyed and, if required
by Parent, the posting by such Person of a bond in customary amount as indemnity against
any claim that may be made against it with respect to such Certificate, the Exchange
Agent will issue in exchange for such lost, stolen or destroyed Certificate the shares of
Parent Common Stock and any cash payable and any unpaid dividends or other
distributions in respect thereof pursuant to Section 4.2(c) upon due surrender of and

deliverable in respect of the Shares represented by such Certificate pursuant to this
Agreement.

(h) Affiliates. Notwithstanding anything herein to the contrary,
Certificates surrendered for exchange by any “affiliate” (defined to mean, with respect to
any Person, any Person that, directly or indirectly, controls or is controlled by or is under
common control with such Person) (as determined pursuant to Section 6.8) of the
Company shall not be exchanged until Parent has received a written agreement from such
Person as provided in Section 6.8 hereof.
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43, Dissenters’ Rights In accordance with Section 3-202 of the
MGCL, no appraisal rights shall be available to holders of Shares in connection with the
Merger.

4.4 Adjustments to Prevent Dilution. In the event that after the date
hereof and prior to the Effective Time the Company changes the number of Shares or

securities convertible or exchangeable into or exercisable for Shares, or Parent changes the
number of shares of Parent Common Stock or securities convertible or exchangeable into
or exercisable for shares of Parent Common Stock, issued and outstanding prior to the
Effective Time as a result of a reclassification, stock split (including a reverse split), stock
dividend or distribution, recapitalization, merger, subdivision, issuer tender or exchange
offer, or other similar transaction, the Merger Consideration and the Collars shall be
equitably adjusted.

45. Treatment of the Convertible Notes. The Convertible Notes (as
defined in Section 5.1(b)) shall be treated as set forth in Section 6.15.

ARTICLE V
Representations and Warranties

5.1 Representations and Warranties of th mpany. Except as set
forth in the corresponding sections or subsections of the disclosure letter delivered to
Parent by the Company on or prior to entering into this Agreement (the “Company
Disclosure Letter™”), the Company hereby represents and warrants to Parent and Merger
Subsidiary that: '

(a) rganization ing an lification. The Company is
a corporation duly organized, validly existing and in good standing under the laws of the
State of Maryland and each of its Subsidiaries is a corporation or other entity duly
organized, validly existing and in good standing under the laws of its respective
jurisdiction of organization and each of the Company and each of its Subsidiaries has all
requisite corporate or similar power and authority to own and operate its properties and
assets and to carry on its business as presently conducted and is qualified to do business
and is in good standing in each jurisdiction where the ownership or operation of its
properties or conduct of its business requires such qualification, except where the failure
to be so qualified or in such good standing, when taken together with all other such
failures, is not reasonably likely to have a Company Material Adverse Effect (as defined
below). The Company has made available to Parent a complete and correct copy of the
Company’s and its Subsidiaries’ charter and by-laws or other organizational documents,
each as amended to the date hereof. The Company’s and its Subsidiaries’ charter and by-
laws or other organizational documents sc made available are in full force and effect.
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As used in this Agreement, the term (i) “Subsidiary” means, witn respect
to the Company, Parent or Merger Subsidiary, as the case may be, any entity, whether
incorporated or unincorporated, of which at least a majority of the securities or ownership
interests having by their terms ordinary voting power to elect a majority of the board of
directors or other persons performing similar functions is directly or indirectly owned or
controlled by such party or by one or more of its respective Subsidiaries or by such party
and any one or more of its respective Subsidiaries and (ii) “Company Material Adverse
Effect” means a material adverse effect on the financial condition, properties, business or
results of the operations of the Company and its Subsidiaries taken as a whole, other than
effects caused by changes in general economic or securities markets conditions, changes
that affect the insurance industry in general, changes resulting from any event that is
designated to be a “catastrophe” by the Property Claims Services Division of the
American Insurance Services Group, Inc., changes resulting from insurance exposures not
known to any of the Responsible Executive Officers of the Company after due inquiry on
or prior to the date of this Agreement or, if known, disclosed on or prior to the date of
this Agreement to an employee of Parent having substantial responsibility for due diligence
in connection with the transactions contemplated by this Agreement, and changes resulting
from the announcement or proposed consummation of this Agreement and the
transactions contemplated hereby.

For purposes of this Agreement, the term “Responsible Executive Officers
of the Company” shall mean the persons designated as such in Section 5.1(a) of the
Company Disclosure Letter.

The Company conducts its insurance operations through the Subsidiaries
listed in Section 5.1(a) of the Company Disclosure Letter (collectively, the “Company
Insurance Subsidiaries”). Each of the Company Insurance Subsidiaries is, where required,
(1) duly licensed or authorized as an insurance company or reinsurer in its jurisdiction of
incorporation, (ii) duly licensed or authorized as an insurance company and, where
applicable, a reinsurer in each other jurisdiction where it is required to be so licensed or
authorized, and (iii) duly authorized in its jurisdiction of incorporation and each other
applicable junisdiction to write each line of business reported as being written in the
Company SAP Statements (as hereinafter defined), except, in any such case, where the
failure to be so licensed or authorized is not reasonably likely to result in a Company
Material Adverse Effect. The Company has made all required filings under applicable
insurance holding company statutes except where the failure to file is not reasonably likely
to have a Company Material Adverse Effect.

Except for the Company Insurance Subsidiaries, the Company does not
directly or indirectly own any equity or similar interest in, or any interest convertible into
or exchangeable or exercisable for any equity or similar interest in, any corporation,
partnership, joint venture or other business association or entity that directly or indirectly
conducts any activity which is material to the Company or the ownership of which would
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require Parent to file a notification form under or observe applicable waiting periods under
the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended (the “HSR
M”)‘

d) ital rg. The authorized stock of the Company
consists of 240,000,000 Shares, of which 116,470,432 Shares were outstanding as of the
close of business on January 15, 1998, anc 12,000,000 shares of Preferred Stock, par
value $50.00 per share (the “Preferred Shares™), of which no shares were outstanding as
of the close of business on January 15, 1998. All of the outstanding Shares have been
duly authorized and are validly issued, fully paid and nonassessable. Other than Shares
reserved for issuance under the Stock Option Agreement, the Company has no
commitments to issue or deliver Shares or Preferred Shares, except that, as of January
15, 1998, there were 10,116,531 Shares subject to issuance pursuant to the Company’s
Stock Incentive Plan of 1997, Amended and Restated 1993 Stock Plan for Non-Employee
Directors, the 1992 Employee Stock Option Plan, Stock Incentive Plan of 1991, Stock
Option Plan of 1990, Stock Option Plan of 1987, 1994 Stock Plan for Employees of the
Company and Titan Stock Option Plans (the “Company Stock Plans’), 2,400,000 Prefer-
red Shares subject to issuance pursuant to the Amended and Restated Rights Agreement,
dated as of March 11, 1997, between the Company and The Bank of New York, as Rights
Agent (the “Rights Agreement”), and 5,181,588 Shares subject to issuance pursuant to the
Company’s Zero Coupon Convertible Motes due 2009 (the “Convertible Notes”). The
Company Disclosure Letter contains a list, which is complete and accurate in all matenal
respects as of the date specified therein, of each outstanding option to purchase or acquire
Shares under each of the Company Stock Plans (each a “Company Option”), including the
plan, the holder, date of grant, exercise price and number of Shares subject thereto. Each
of the outstanding shares of capital stock or other securities of each of the Company’s
Subsidiaries is duly authorized, validly issued, fully paid and nonassessable and owned by
the Company or a direct or indirect wholly-owned subsidiary of the Company, free and
clear of any lien, pledge, security interest, claim or other encumbrance. Except as
described above, there are no preemptive or other outstanding rights, options, warrants,
conversion rights, stock appreciation rights, redemption rights, repurchase rights,
agreements, arrangements or commitments to issue or sell any shares of capital stock or
other securities of the Company or any of its Subsidiaries or any securities or obligations
convertible or exchangeable into or exercisable for, or giving any Person a right to
subscribe for or acquire, any securities of the Company or any of its Subsidiaries, and no
securities or obligations evidencing such rights are authorized, issued or outstanding. The
Company does not have outstanding any bonds, debentures, notes or other obligations the
holders of which have the right to vote (or, except as referred to in this subsection (b),

convertible into or exercisable for securities having the right to vote) with the stockholders
of the Company on any matter.

(c) Corporate Authority; Approval and Fairness. (i) The Company

has all requisite corporate power and authority and has taken all corporate action
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necessary in order to execute, deliver and perform its obligations under this Agreement
and the Stock Option Agreement and to consummate, subject only to approval of the
Merger by the holders of at least two-thirds of the outstanding Shares (the “Company
Requisite Vote™), the Merger. This Agreement and the Stock Option Agreement are
valid and binding agreements of the Company enforceable against the Company in accord-
ance with their respective terms, subject to bankruptcy, insolvency, fraudulent transfer,
reorganization, moratorium and similar laws of general applicability relating to-or affecting

creditors’ rights and to general equity principles (the “Bankruptcy and Equity Exception”).

(i1) The board of directors of the Company (A) has
approved this Agreement, the Stock Option Agreement and the Merger and the other
transactions contemplated hereby and thereby, (B) has declared that the Merger and the
other transactions contemplated by this Agreement are advisable and (C) has received the
opinions of each of its financial advisors, Goldman, Sachs & Co. and BT Alex. Brown
Incorporated, to the effect that, as of the dates of such opinions, the Exchange Ratio is fair
from a financial point of view to the holders of Shares.

(d) Governmental Filings; No Violations. (i) Other than the filings
and/or notices (A) pursuant to Section 1.3 hereof, (B) under the HSR Act, the Securities
Exchange Act of 1934 (the “Securities Exchange Act”) and the Securities Act of 1933, as
amended (the “Secunties Act”), (C) to comply with state securities or “blue-sky” laws,
(D) required to be made with the NYSE, the Pacific Stock Exchange, the London Stock
Exchange or the Swiss Stock Exchange and (E) of appropnate documents with, and
approval of, the respective Commissioners of Insurance of the states of Maryland, Illinois,
Indiana, Iowa, Michigan, Mississippi, New York, Ohio, Texas, Vermont and Wisconsin
and such notices and consents as may be required under the insurance laws of any
jurisdiction in which the Company, Parent or any of their respective subsidiaries is
domiciled or does business or is licensed or authorized as an insurance company, no
notices, reports or other filings are required to be made by the Company with, nor are any
consents, registrations, approvals, permits or authorizations required to be obtained by the
Company from, any governmental or regulatory authonty, agency, commission, body or
other governmental entity (“Governmental Entity”), in connection with the execution and
delivery of this Agreement and the Stock Option Agreement by the Company and the
consummation by the Company of the Merger and the other transactions contemplated
hereby and thereby, except those that the failure to make or obtain are not, individually or
in the aggregate, reasonably likely to have a Company Material Adverse Effect or prevent,
materially delay or materially impair the ability of the Company to consummate
transactions contemplated by this Agreement and the Stock Option Agreement.

(1) The execution, delivery and performance of this
Agreement and the Stock Option Agreement by the Company do not, and the
consummation by the Company of the Merger and the other transactions contemplated
hereby and thereby will not, constitute or result in (A) a breach or violation of, or a default
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under, the charter or by-laws of the Company or the comparable govermng instruments of
any of its Subsidiaries, (B) a breach or violation of, or a default under, the acceleration of
any obligations or the creation of a lien, pledge, security interest or other encumbrance on
the assets of the Company or any of its Subsidiaries (with or without notice, lapse of time
or both) pursuant to, any agreement, lease, contract, note, mortgage, indenture,
arrangement or other obligation (“Contracts”) binding upon the Company or any of its
Substidiaries or (provided, as to consummation, the filings and notices are made, and
approvals are obtained, as referred to in Section 5.1(d)(i)) any Law (as defined in

Section 5.1(i)) or governmental or non-governmental permit or license to which the
Company or any of its Subsidiaries is subject or (C) any change in the rights or obligations
of any party under any of the Contracts, except, in the case of clause (B) or (C) above, for
any breach, violation, default, acceleration, creation or change that, individually or in the
aggregate, is not reasonably likely to have a Company Material Adverse Effect or prevent,
materially delay or materially impair the ability of the Company to consummate the
transactions contemplated by this Agreement and the Stock Option Agreement.

Section 5.1(d)(ii) of the Company Disclosure Letter sets forth, to the knowledge of the
executive officers of the Company, a good faith list of contracts (by category and type,
where applicable) material to the Company and its Subsidiaries, taken as a whole,
pursuant to which consents or waivers are or may be required prior to consummation of
the transactions contemplated by this Agreement and the Stock Option Agreement

(whether or not subject to the exception set forth with respect to clauses (B) and (C)
above).

(e) Company Reports; Financial Statements. The Company has

delivered or made available to Parent each registration statement, report, proxy statement
or information statement prepared by it since December 31, 1996 (the “Audit Date”),
including (i) the Company’s Annual Report on Form 10-K for the year ended December
31, 1996 and (ii) the Company’s Quarterly Reports on Form 10-Q for the periods ended
March 31, 1997, June 30, 1997 and September 30, 1997, each in the form (including
exhibits, annexes and any amendments thereto) filed with the Securities and Exchange
Commission (the “SEC™) (collectively, including any such reports filed subsequent to the
date hereof, the “Company Reports”). As of their respective dates, the Company Reports
did not, and any Company Reports filed with the SEC subsequent to the date hereof will
not, contain any untrue statement of a material fact or omit to state a material fact
required to be stated therein or necessary to make the statements made therein, in light of
the circumstances in which they were made, not misleading. Each of the consolidated
balance sheets included in or incorporated by reference into the Company Reports (includ-
ing the related notes and schedules) fairly presents, or will fairly present, the consolidated
financial position of the Company and its Subsidiaries as of its date and each of the
consolidated statements of income and of changes in financial position included in or
incorporated by reference into the Company Reports (including any related notes and
schedules) fairly presents, or will fairly present, the consolidated results of operations,
retained earnings and changes in financial position, as the case may be, of the Company
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and its Subsidiaries for the periods set forth therein (subject, in the case of unaudited
statements, to notes and normal year-end audit adjustments that will not be material in
amount or effect), in each case in accordance with generally accepted accounting

principles (“GAAP”) consistently applied during the periods involved, except as may be
noted therein.

The Company has delivered or made available to Parent true and complete
copies of the annual and quarterly statements of each of the Company Insurance
Subsidiaries as filed with the applicable insurance regulatory authorities for the years
ended December 31, 1994, 1995 and 1996 and the quarterly periods ended March 31,
1997, June 30, 1997 and September 30, 1997, including all exhibits, interrogatories, notes,
schedules and any actuarial opinions, affirmations or certifications or other supporting
documents filed in connection therewith (collectively, the “Company SAP Statements”).
The Company SAP Statements were prepared in conformity with statutory accounting
practices prescribed or permitted by the applicable insurance regulatory authority
consistently applied for the periods covered thereby and present fairly the statutory
financial position of such Company Insurance Subsidiaries as at the respective dates
thereof and the results of operations of such Subsidiaries for the respective periods then
ended. The Company SAP Statements complied in all matenal respects with all applicable
laws, rules and regulations when filed, and no material deficiency has been asserted with
respect to any Company SAP Statements by the applicable insurance regulatory body or
any other governmental agency or body. The annual statutory balance sheets and income
statements included in the Company SAP Statements have been audited by Emst & Young
LLP, and the Company has delivered or made available to Parent true and complete copies
of all audit opinions related thereto. The Company has delivered or made available to
Parent true and complete copies of all examination reports of insurance departments and

any insurance regulatory agencies since January 1, 1994 relating to the Company
Insurance Subsidiaries.

® Absence of Certain Changes. Except as disclosed in the
Company Reports filed prior to the date hereof, since the Audit Date, the Company and its
Subsidiaries have conducted their respective businesses only in, and have not engaged in
any material transaction other than according to, the ordinary and usual course of such
businesses and there has not been (1) any change in the financial condition, properties,
business or resuits of operations of the Company and its Subsidiaries or any development
or combination of developments of which any executive officer of the Company has
knowledge that, individually or in the aggregate, has had or is reasonably likely to result in
a Company Material Adverse Effect; (ii) any material damage, destruction or other
casualty loss with respect to any material asset or property owned, leased or otherwise
used by the Company or any of its Subsidiaries, whether or not covered by insurance;
(111) any authorization, declaration, setting aside or payment of any dividend or other
distribution in respect of the stock of the Company, except as permitted by Section 6.1(a)
hereof, (iv) any change by the Company in accounting principles, practices or methods
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other than as required by changes in applicable GAAP or statutory accounting principles;
(v) any material addition to the Company’s consolidated reserves for future policy benefits
or other policy claims and benefits prior to the date of this Agreement; or (vi) any material
change in the accounting, actuarial, investinent, reserving, underwriting or claims
administration policies, practices, procedures, methods, assumptions or principles of any
Company Insurance Subsidiary. Since Junie 30, 1997, except as provided for herein or as
disclosed in the Company Reports filed prior to the date hereof, there has not been any
increase in the compensation payable or that could becorne payable by the Company or
any of its Subsidiaries to officers at the senior vice president level or above or any
amendment of any of the Compensation and Benefit Plans other than increases or
amendments in the ordinary course.

(2) Litigation and Liabilities. Except as disclosed in the Company

Reports filed prior to the date hereof, there are no (i) civil, criminal or administrative
actions, suits, claims, hearings, investigations or proceedings pending or, to the knowledge
of any executive officer of the Company, threatened against the Company or any of its
affiliates or (i1) obligations or liabilities of any nature, whether or not accrued, contingent
or otherwise and whether or not required to be disclosed, including those relating to
environmental and occupational safety and health matters, or any other facts or
circumstances of which any executive officer of the Company has knowledge that could
reasonably be expected to result in any claims against, or obligations or liabilities of, the
Company or any of its affiliates, except for insurance claims litigation arising in the
ordinary course for which claims reserves have been established and except for such
actions, suits, claims, hearings, investigations, proceedings, obligations and liabilities as
are not, individually or in the aggregate, reasonably likely to have a Company Material
Adverse Effect or prevent or materially impair the ability of the Company to consummate
the transactions contemplated by this Agreement and the Stock Option Agreement.

(h) Empl Ben

(1) A copy of each bonus, deferred compensation,
pension, retirement, profit-sharing, thrift, savings, employee stock ownership, stock
bonus, stock purchase, restricted stock, stock option, employment, termination, severance,
change of control, compensation, medical, health or other plan, agreement, policy or
arrangement that covers employees, directors, former employees or former directors of
the Company and its Subsidianies (the “Compensation an lans™) and any trust
agreement or insurance contract forming a part of such Compensation and Benefit Plans
has been made available to Parent prior to the date hereof. The Compensation and Benefit
Plans are listed in Section 5.1(h) of the Company Disclosure Letter and any “change of
control” or similar provisions therein are specifically identified in Section 5.1(h) of the
Company Disclosure Letter.
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(i1) All Compensation and Benefit Plans are in
substantial compliance with all applicable law, including, to the extent applicable, the Code
and the Employee Retirement Income Security Act of 1974, as amended (“ERISA™).

Each Compensation and Benefit Plan that is an “employee pension benefit plan” within the
meaning of Section 3(2) of ERISA (a “Pension Plan”) and that is intended to be qualified
under Section 401(a) of the Code has received a favorable determination letter from the
Internal Revenue Service (the “IRS”), and the Company is not aware of any circumstances
likely to result in revocation of any such favorable determination letter. There is no
pending or, to the knowledge of the executive officers of the Company, threatened
material litigation relating to the Compensation and Benefit Plans. Neither the Company
nor any of its Subsidiaries has engaged in a transaction with respect to any Compensation
and Benefit Plan that, assuming the taxable period of such transaction expired as of the
date hereof, would subject the Company or any of its Subsidiaries to a material tax or
penalty imposed by either Section 4975 of the Code or Section 502 of ERISA.

(iii) As of the date hereof, no liability under Subtitle C
or D of Title IV of ERISA has been or is expected to be incurred by the Company or any
of its Subsidiaries with respect to any ongoing, frozen or terminated “single-employer
plan”, within the meaning of Section 4001(a)(15) of ERISA, currently or formerly
maintained by any of them, or the single-employer plan of any entity which is considered
one employer with the Company under Section 4001 of ERISA or Section 414 of the
Code (an “ERISA Affiliate”). The Company and its Subsidiaries have not incurred and do
not expect to incur any withdrawal liability with respect to a multiemployer plan under
Subtitle E to Title IV of ERISA. The Company and its Subsidiaries have not contributed,
or been obligated to contribute, to a multiemployer plan under Subtitle E of Title IV of
ERISA at any time since September 26, 1980. No notice of a “reportable event”, within
the meaning of Section 4043 of ERISA for which the 30-day reporting requirement has
not been waived, has been required to be filed for any Pension Plan or by any ERISA
Affiliate within the 12-month period ending on the date hereof or will be required to be
filed in connection with the transactions contemplated by this Agreement and the Stock
Option Agreement.

(v) All contnibutions required to be made under the
terms of any Compensation and Benefit Plan as of the date hereof have been timely made
or have been reflected on the most recent consolidated balance sheet filed or incorporated
by reference in the Company Reports prior to the date hereof. Neither any Pension Plan
nor any single-employer plan of an ERISA Affiliate has an “accumulated funding
deficiency” (whether or not waived) within the meaning of Section 412 of the Code or
Section 302 of ERISA. Neither the Company nor its Subsidiaries has provided, or is
required to provide, security to any Pension Plan or to any single-employer plan of an
ERISA Affiliate pursuant to Section 401(a)(29) of the Code.
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(v) - Under each Pension Plan which is a single-employer
plan, as of the last day of the most recent plan year ended prior to the date hereof, the
actuarially determined present value of all “benefit liabilities”, within the meaning of
Section 4001(a)(16) of ERISA (as determined on the basis of the actuarial assumptions
contained in the Pension Plan’s most recent actuarial valuation), did not exceed the then
current value of the assets of such Pension Plan, and there has been no material change in
the financial condition of such Pension Plan since the last day of the most recent plan year.

(vi) Neither the Company nor its Subsidiaries have any
obligations for retiree health and life benefits under any Compensation and Benefit Plan,
except as set forth in the Company Disclosure Letter. The Company or its Subsidiaries
may amend or terminate any such plan under the terms of such plan at any time without
incurring any material liability thereunder.

(vit) The change in control contemplated by the Merger
will not (x) entitle any employees of the Company or its Subsidiaries to severance pay, (y)
accelerate the time of payment or vesting or trigger any payment of compensation or
benefits under, increase the amount payable or trigger any other material obligation
pursuant to, any of the Compensation and Benefit Plans or (z) result in any breach or
violation of, or a default under, any of the Compensation and Benefit Plans.

(viii) All Compensation and Benefit Plans covering
current or former non-U.S. employees of the Company and its Subsidiaries comply in all
material respects with applicable local law. The Company and its Subsidiaries have no

material unfunded liabilities with respect to any Pension Plan that covers such non-US.
employees.

(ix) The number of individuals who perform services for
the Company or any of its Subsidiaries on a full-time basis but who are not employees of
the Company or any of its Subsidiaries does not exceed 10% of the workforce of the
Company and its Subsidiaries.

(x) Any amount that could be received (whether in cash
or property or the vesting of property) as a result of any of the transactions contemplated
by this Agreement by any employee, officer, director or independent contractor of the
Company who is a “disqualified individual” (as such term is defined in proposed Treasury
Regulation Section 1.280G-1) under any employment arrangement would not be

characterized as an “excess parachute payment” (as such term is defined in Section
280G(b)(1) of the Code).

() Compliance with 1.aws; Permits. (i) The business and operations

of the Company and the Company Insurance Subsidiaries have been conducted in
compliance with all applicable statutes and regulations regulating the business of insurance
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and all applicable orders and directives of insurance regulatory authornties (including
federal authorities with respect to variable insurance and annuity products) and market
conduct recommendations resuiting from market conduct examinations of insurance
regulatory authorities (including federal authorities with respect to variable insurance and
annuity products) (collectively, “Insurance Laws”), except where the failure to so conduct
such business and operations would not, individually or in the aggregate, be reasonably
likely to have a Company Material Adverse Effect. Notwithstanding the generality of the
foregoing, except where the failure to do so would not, individually or in the aggregate, be
reasonably likely to have a Company Material Adverse Effect, each Company Insurance
Subsidiary and, to the knowledge of the executive officers of the Company its agents have
marketed, sold and issued insurance products in compliance, in all material respects, with
Insurance Laws applicable to the business of such Company Insurance Subsidiary and in
the respective jurisdictions in which such products have been sold, including, without
limitation, in compiiance with (a) all applicable prohibitions against “redlining” or
withdrawal of business lines, (b) all applicable requirements relating to the disclosure of
the nature of insurance products as policies of insurance and (c) all applicable
requirements relating to insurance product projections and illustrations. In addition, (1)
there is no pending or, to the knowledge of the executive officers of the Company,
threatened charge by any insurance regulatory authority that any of the Company
Insurance Subsidiaries has violated, nor any pending or, to the knowledge of the executive
officers of the Company, threatened investigation by any insurance regulatory authority
with respect to possible violations of, any applicable Insurance Laws where such violations
would, individually or in the aggregate, be reasonably likely to have a Company Matenal
Adverse Effect; (ii) none of the Company Insurance Subsidiaries is subject to any order or
decree of any insurance regulatory authority relating specifically to such Company
Insurance Subsidiary (as opposed to insurance companies generally) which would,
individually or in the aggregate, be reasonably likely to have a Company Material Adverse
Effect; and (iii) the Company Insurance Subsidiaries have filed all reports required to be
filed with any insurance regulatory authority on or before the date hereof as to which the
failure to file such reports would individually or in the aggregate, be reasonably likely to
have a Company Material Adverse Effect.

(1) In addition to Insurance Laws, except as set forth in
the Company Reports filed prior to the date hereof, the businesses of each of the Company
and its Subsidiaries have not been, and are not being, conducted in violation of any
federal, state, local or foreign law, statute, ordinance, rule, regulation, judgment, order,
injunction, decree, arbitration award, agency requirement, license or permit of any
Governmental Entity (collectively with Insurance Laws, “Laws”), except for violations or
possible violations that, individually or in the aggregate, are not reasonably likely to have
a Company Material Adverse Effect or prevent or materially impair the ability of the
Company to consummate the transactions contemplated by this Agreement and the Stock
Option Agreement. Except as set forth in the Company Reports filed prior to the date
hereof, no investigation or review by any Governmental Entity with respect to the
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Company or any of its Subsidiaries ts pending or, to the knowledge of the executive
officers of the Company, threatened, nor has any Governmental Entity indicated an
intention to conduct the same, except for those the outcome of which are not, individually
or in the aggregate, reasonably likely to have a Company Material Adverse Effect or
prevent or materially burden or materially impair the ability of the Company to
consummate the transactions contemplated by this Agreement and the Stock Option
Agreement. To the knowledge of the executive officers of the Company, no material
change is required in the Company’s or any of its Subsidiaries’ processes, properties or
procedures in connection with any such Laws, and the Company has not received any
notice or communication of any matenial noncompliance with any such Laws that has not
been cured as of the date hereof. The Company and its Subsidiaries each has all permits,
licenses, trademarks, patents, trade names, copyrights, service marks, franchises,
variances, exemptions, orders and other governmental authorizations, consents and
approvals necessary to conduct its business as presently conducted except those the
absence of which are not, individually or in the aggregate, reasonably likely to have a
Company Material Adverse Effect or prevent or materially burden or materially impair the
ability of the Company to consummate the Merger and the other transactions
contemplated by this Agreement and the Stock Option Agreement.

)] Takeover Statutes No restrictive provision of any “fair price,”
“moratorium,” “control share acquisition” or other similar anti-takeover statute or
regulation (including Section 3-602 of the MGCL) (each a “Takeover Statute™) or
restrictive provision of any applicable anti-takeover provision in the charter or by-laws of
the Company is, or at the Effective Time will be, applicable to the Company, the Shares,

the Merger or any other transaction contemplated by this Agreement or the Stock Option
Agreement.

(k) Environmental Matters. Except as disclosed in the Company
Reports filed prior to the date hereof and except for such matters that, alone or in the
aggregate, are not reasonably likely to have a Company Material Adverse Effect: (i) the
Company and its Subsidiaries have complied with all applicable Environmental Laws;
(i1) the properties currently owned or operated by the Company (including soils,
groundwater, surface water, buildings or other structures) are not contaminated with any
Hazardous Substances; (ii1) the properties formerly owned or operated by the Company or
any of its Subsidiaries were not contaminated with Hazardous Substances during the
peniod of ownership or operation by the Company or any of its Subsidiaries; (iv) neither
the Company nor any of its Subsidiaries is subject to liability for any Hazardous Substance
disposal or contamination on any third party property (excluding policies written in
connection with the insurance business); (v) no Hazardous Substance has been transported
from any of the properties owned or operated by the Company or any of its Subsidiaries
other than as permitted under applicable Environmental Law; (vi) neither the Company
nor any of its Subsidiaries has received any written notice, demand, letter, claim or request
for information from any Governmental Entity or third party indicating that the Company
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or any of its Subsidianies may be in violation of or hable under any Environmental Law;
(vii) the Company and its Subsidiaries are not subject to any court order, administrative
order or decree arising under any Environmental Law and are not subject to any indemnity
or other agreement with any third party relating to liability under any Environmental Law
or relating to Hazardous Substances (excluding policies written in connection with the
insurance business); and (viii) there are no circumstances or conditions involving the
Company or any of its Subsidiaries that could reasonably be expected to result in any
claims, liability, investigations, costs or restrictions on the ownership, use, or transfer of
any property of the Company pursuant to any Environmental Law.

As used herein, the term “Environmental Law” means any federal, state,
local or foreign law, statute, ordinance, regulation, judgment, order, decree, arbitration
award, agency requirement, license, permit, authorization or opinion, relating to: (A) the
protection, investigation or restoration of the environment, health and safety, or natural
resources, (B) the handling, use, presence, disposal, release or threatened release of any
Hazardous Substance or (C) noise, odor, wetlands, pollution, contamination or any injury
or threat of injury to persons or property.

As used herein, the term “Hazardous Substance” means any substance that
is: (A) listed, classified or regulated pursuant to any Environmental Law; (B) any
petroleum product or by-product, asbestos-containing material, lead-containing paint or
plumbing, polychlorinated biphenyls, radioactive materials or radon; or (C) any other
substance which may be the subject of regulatory action by any Government Authority
pursuant to any Environmental Law.

(O Accounting and Tax Matters. As of the date hereof, neither the

Company nor any of its affiliates has taken or agreed to take any action, nor do the
executive officers of the Company have any knowledge of any fact or circumstance, that
would prevent Parent from accounting for the business combination to be effected by the
Merger as a “pooling-of-interests™ or prevent the Merger and the other transactions

contemplated by this Agreement from qualifying as a “reorganization” within the meaning
of Section 368(a) of the Code.

(m) Taxes. Except as provided in Section 5.1(m) of the Company -
Disclosure Letter:

() the Company and each of its Subsidiaries have filed
completely and correctly in all matenal respects all Tax Returns (as defined below) which
are required by all applicable laws to be filed by them, and have paid, or made adequate
provision for the payment of, all matenial Taxes (as defined below) which have or may be-
come due and payable pursuant to said Tax Returns and all other Taxes, governmental
charges and assessments received to date other than those Taxes being contested in good
faith for which adequate provision has been made on the most recent balance sheet

~19-

TRADEMARK
REEL: 1830 FRAME: 0351



included in the Company Reports. The Tax Returns of the Company and its Subsidianes
have been prepared, in all material respects, in accordance with all applicable laws
consistently applied,;

(i) all material Taxes which the Company and its
Subsidiaries are required by law to withhold and collect have been duly withheld and
collected, and have been paid over, in a timely manner, to the proper Taxing Authorities
(as defined below) to the extent due and payable;

(iit) no liens for a material amount of Taxes exist with
respect to any of the assets or properties of the Company or its Subsidiaries, except for
statutory liens for Taxes not yet due or payable or that are being contested in good faith;

(iv) all of the U.S. Federal income Tax Returns filed by
or on behalf of each of the Company and its Subsidiaries have been examined by and
settled with the Internal Revenue Service, or the statute of limitations with respect to the
relevant Tax liability expired, for all taxable periods through and including the period
ending on the date on which the Effective Time occurs; and

(v) there is no audit, examination, deficiency, or refund
litigation pending with respect to any material amount of Taxes and during the past three
years no Taxing Authority has given written notice of the commencement of any audit,
examination, deficiency or refund litigation, with respect to any material amount of Taxes;

As used in this Agreement, (1) the term “Tax” (including, with correlative
meaning, the terms “Taxes” and “Taxable”) shall mean, with respect to any Person, (a) all
taxes, domestic or foreign, including without limitation any income (net, gross or other,
including recapture of any tax items such as investment tax credits), alternative or add-on
minimum tax, gross income, gross receipts, gains, sales, use, leasing, lease, user, ad
valorem, transfer, recording, franchise, profits, property (real or personal, tangible or
intangible), fuel, license, withholding on amounts paid to or by such Person, payroll,
employment, unemployment, social security, excise, severance, stamp, occupation,
premium, environmental or windfall profit tax, custom, duty or other tax, or other like
assessment or charge of any kind whatsoever, together with any interest, levies,
assessments, charges, penalties, additions to tax or additional amounts imposed by any
Taxing Authority, (b) any joint or several liability of such Person with any other Person for
the payment of any amounts of the type described in (a) of this definition and (c) any
liability of such Person for the payment of any amounts of the type described in (a) as a
result of any express or implied obligation to indemnify any other Person; (ii) the term
“Tax Return(s)” shall mean all returns, consolidated or otherwise (including without
limitation informational returns), required to be filed with any Taxing Authority; and

(iti) the term “Taxing Authority” shall mean any authority responsible for the impaosition of
any Tax.
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(n) Labot Matters. Neither the Company nor any of its Subsidiaries
is a party to or otherwise bound by any collective bargaining agreement, contract or other
agreement or understanding with a labor union or labor organization.

(0) Intellectual Property. (i) The Company and/or each of its
Subsidiaries owns, or is licensed or otherwise possesses legally enforceable rights to use
all patents, trademarks, trade names, service marks, copyrights, and any applications
therefor, technology, know-how, computer software programs or applications, and
tangible or intangible proprietary information or materials that are used in the business of
the Company and its Subsidiaries as currently conducted, except for any such failures to
own, be licensed or possess that, individually or in the aggregate, are not reasonably likely
to have a Company Material Adverse Effect, and to the knowledge of the
executive officers of the Company all patents, trademarks, trade names, service marks and
copyrights held by the Company and/or its Subsidiaries are valid and subsisting.

(1) Except as disclosed in Company Reports filed prior
to the date hereof or as is not reasonably likely to have a Company Material Adverse
Effect:

(A) the Company is not, nor will it be as a result of the execution and delivery of
this Agreement or the performance of its obligations hereunder, in violation of any
licenses, sublicenses and other agreements as to which the Company is a party and
pursuant to which the Company is authorized to use any third-party patents,

trademarks, service marks, and copyrights (“Third- Intell ]
Rights”);

(B) no claims with respect to (I) the patents, registered and material unregistered
trademarks and service marks, registered copyrights, trade names, and any
applications therefor owned by the Company or any its Subsidiaries (the
“Company Intellectual Property Rights™), (II) any trade secret material to the
Company; or (III) Third-Party Intellectual Property Rights are currently pending
or, to the knowledge of the executive officers of the Company, are threatened by
any Person,

(C) the executive officers of the Company do not know of any valid grounds for
any bona fide claims (I) to the effect that the sale, licensing or use of any product
as now used, sold or licensed or proposed for use, sale or license by the Company
or any of its Subsidiaries, infringes on any copyright, patent, trademark, service
mark or trade secret; (II) against the use by the Company or any of its

Subsidiaries, of any trademarks, trade names, trade secrets, copyrights, patents,
technology, know-how or computer software programs and applications used in
the business of the Company or any of its Subsidiaries as currently conducted or as
proposed to be conducted; (III) challenging the ownership, validity or effectiveness
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of any of the Company Intellectual Property Rights or other trade secret material
to the Company; or (IV) challenging the license or legally enforceable right to use
of the Third-Party Intellectual Rights by the Company or any of its Subsidiaries;
and

(D) to the knowledge of the executive officers of the Company, there is no
unauthorized use, infringement or misappropriation of any of the Company
Intellectual Property Rights by any third party, including any employee or former
employee of the Company or any of its Subsidiaries.

(s3] Material Contracts. All of the maternial contracts of the
Company and its Subsidiaries that are required to be described in the Company Reports or
to be filed as exhibits thereto are described in the Company Reports or filed as exhibits
thereto and are in full force and effect. True and complete copies of all such material
contracts have been delivered or have been made available by the Company to Parent.
Neither the Company nor any of its Subsidiaries nor any other party is in breach of or in
default under any such contract except for such breaches and defaults as individually or in
the aggregate have not had and are not reasonably likely to have a Company Material
Adverse Effect. Neither the Company nor any of its Subsidiaries is party to any agreement
containing any provision or covenant limiting in any material respect the ability of the
Company or any of its Subsidiaries to {A) sell any products or services of or to any other
person, (B) engage in any line of busiriess or (C) compete with or to obtain products or
services from any person or limiting the ability of any person to provide products or
services to the Company or any of its Subsidiaries.

) Rights Plan. (1) The Company has amended the Rights
Agreement to provide that Parent shall not be deemed an Acquiring Person, the
Distribution Date (each as defined in the Rights Agreement) shall not be deemed to occur
and the rights issuable pursuant to the Rights Agreement (the “Rights™) will not separate
from the Shares, as a result of entering into this Agreement and/or the Stock Option

Agreement or consummating the Merger and/or the other transactions contemplated
hereby and/or thereby.

(1) The Company has taken all necessary action with
respect to all of the outstanding Rights so that, as of immediately prior to the Effective
Time, (A) neither the Company nor Parent will have any obligations under the Rights or
the Rights Agreement and (B) the holders of the Rights will have no rights under the
Rights or the Rights Agreement.

(r) Brokers and Finders. Neither the Company nor any of its
executive officers, directors or employees has employed any broker or finder or incurred
any liability for any brokerage fees, commissions or finders fees in connection with the
Merger or the other transactions contemplated in this Agreement or the Stock Option
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Agreement, except that the Company has employed Goldman, Sachs & Co. and BT Alex.
Brown Incorporated as its financial advisors, the arrangements with which have been
disclosed to Parent prior to the date hereof.

(s) Insuran IS. ™ Except as otherwise would
not, individually or in the aggregate, be reasonably likely to have a Company Material
Adverse Effect, all policies, binders, slips, certificates, annuity contracts and participation
agreements and other agreements of insurance, whether individual or group, in effect as of
the date hereof (including all applications, supplements, endorsements, riders and ancillary
agreements in connection therewith) that are issued by the Company Insurance
Subsidiaries (the “Company Insurance Contracts”) and any and all marketing matenals,
are, to the extent required under applicable law, on forms approved by applicable
insurance regulatory authorities or which have been filed and not objected to by such
authorities within the period provided for objection, and such forms comply in all matenal
respects with the insurance statutes, regulations and rules applicable thereto and, as to
premium rates established by the Company or any Company Insurance Subsidiary which
are required to be filed with or approved by insurance regulatory authorities, the rates
have been so filed or approved, the premiums charged conform thereto in all material
respects, and such premiums comply in all material respects with the insurance statutes,
regulations and rules applicable thereto.

(1) All reinsurance and coinsurance treaties or
agreements, including retrocessional agreements, to which the Company or any Company
Insurance Subsidiary is a party or under which the Company or any Company Insurance
Subsidiary has any existing rights, obligations or liabilities are in full force and effect
except for such treaties or agreements the failure to be in full force and effect as
individually or in the aggregate are not reasonably likely to have a Company Matenal
Adverse Effect. Neither the Company nor any Company Insurance Subsidiary, nor, to the
knowledge of the Company, any other party to a reinsurance or coinsurance treaty or
agreement to which the Company or any Company Insurance Subsidiary is a party, 1s in
default in any material respect as to any provision thereof, and no such agreement contains
any provision providing that the other party thereto may terminate such agreement by
reason of the transactions contemplated by this Agreement. The Company has not
received any notice to the effect that the financial condition of any other party to any such
agreement is impaired with the result that a default thereunder may reasonably be
anticipated, whether or not such defauit may be cured by the operation of any offset clause
in such agreement. No insurer or reinsurer or group of affiliated insurers or reinsurers
accounted for the direction to the Company and the Company Insurance Subsidianes or
the ceding by the Company and the Company Insurance Subsidianes of insurance or
reinsurance business in an aggregate amount equal to two percent or more of the
consolidated gross premium income of the Company and the Company Insurance
Subsidianes for the year ended December 31, 1996.
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(i) Prior to thé daté hereof, the Company has delivered
or made available to Parent a true and complete copy of any actuarial reports prepared by
actuaries, independent or otherwise, with respect to the Company or any Company
Insurance Subsidiary since December 31, 1994, and all attachments, addenda, supplements
and modifications thereto (the “Company Actuarial Analyses™). To the knowledge of the
executive officers of the Company, the information and data furnished by the Company or
any Company Insurance Subsidiary to its independent actuaries in connection with the
preparation of the Company Actuarial Analyses were accurate in all material respects.
Furthermore, to the knowledge of the executive officers of the Company, each Company
Actuarial Analysis was based upon an accurate inventory of policies in force for the
Company and the Company Insurance Subsidiaries, as the case may be, at the relevant
time of preparation, was prepared using appropriate modeling procedures accurately
applied and in conformity with generally accepted actuanal standards consistently applied,
and the projections contained therein were properly prepared in accordance with the
assumptions stated therein.

(iv) As of the date hereof, the Company has no reason to
believe that any rating presently held by the Company Insurance Subsidiaries is likely to be
modified, qualified, lowered or placed under surveillance for a possible downgrade for any
reason other than as a result of the transactions contemplated hereby.

(v) Except as would not reasonably be expected to have
a Company Material Adverse Effect, all annuity contracts and life insurance policies issued
by each Company Insurance Subsidiary meet all definitional or other requirements for
qualification under the Code section applicable (or intended to be applicable) to such
annuity contracts or life insurance policies, including, without limitation, the following:
(A) each life insurance policy meets the requirements of sections 101(f), 817(h) or 7702 of
the Code, as applicable; (B) no life insurance contract issued by any Company Insurance
Company is a “modified endowment contract” within the meaning of section 7702A of the
Code unless and to the extent that the holders of the policies have been notified of their
classification; (C) each annuity contract issued, entered into or sold by any Company
Insurance Subsidiary qualifies as an annuity under federal tax law; (D) each annuity
contract meets the requirements of, and has been administered consistent with section
817(h) and 72 of the Code including but not limited to section 72(s) of the Code (except
for those contracts specifically excluded from such requirement pursuant to
section 72(s)(5) of the Code); (E) each annuity contract intended to qualify under
sections 130, 403(a), 403(b) or 408(b) of the Code contains all provisions required for
qualification under such sections of the Code; (F) each annuity contract marketed as, or in
connection with, plans that are intended to qualify under section 401, 403, 408 or 457 of
the Code complies with the requirements of such section; and (G) none of the Company
Insurance Subsidiaries have entered into any agreement or are involved in any discussions
or negotiations and there are no audits, examinations, investigations or other proceedings
with the IRS with respect to the failure of any life insurance policy under section 7702 or
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817(h) of the Code or the failure of any annuity contract to meet the requirements of
section 72(s) of the Code. There are no “hold harmless” indemnification agreements
respecting the tax qualification or treatment of any product or plan sold, issued, entered
into or administered by the Company Insurance Subsidiaries, and there have been no
claims asserted by any Person under such “hold harmless” indemnification agreements so
set forth.

() Liabilities and Reserves. (i) The reserves carried on the
Company SAP Statements of each Company Insurance Subsidiary for the year ended
December 31, 1996 for future insurance policy benefits, losses, claims and similar
purposes (including claims litigation) are in compliance in all matenal respects with the
requirements for reserves established by the insurance departments of the state of domicile
of such Company Insurance Subsidiary, were determined in all material respects in
accordance with generally accepted actuarial standards and principles consistently applied,
and are fairly stated in all material respects in accordance with sound actuarial and
statutory accounting principles. Such reserves were adequate in the aggregate to cover the
total amount of all reasonably anticipated liabilities of the Company and each Company
Insurance Subsidiary under all outstanding insurance, reinsurance and other applicable
agreements as of the respective dates of such Company SAP Statements. The admitted
assets of the Company and each Company Insurance Subsidiary as determined under
applicable Laws are in an amount at least equal to the minimum amounts required by
applicable Laws. '

(i) Except for regular periodic assessments in the
ordinary course of business or assessments based on developments which are publicly
known within the insurance industry, to the knowledge of the executive officers of the
Company, no claim or assessment is pending or threatened against any Company
Insurance Subsidiary which is peculiar or unique to such Company Insurance Subsidiary
by any state insurance guaranty associations in connection with such association’s fund
relating to insolvent insurers which if determined adversely would, individually or in the
aggregate, be reasonably likely to have a Company Material Adverse Effect.

(u) Investment Advi Matters. (i) No Company Insurance
Subsidiary maintains any separate account or accounts.

(i) Each of the Company Insurance Subsidiaries is
treated for federal tax purposes as the owner of the assets underlying the respective life
insurance policies and annuity contracts issued, entered into or sold by it.

(1i1) Neither the Company nor any of its Subsidiaries
conducts activities of or is otherwise deemed under applicable law to control an

“investment adviser,” as such term is defined in Section 2(a)(20) of the Investment
Company Act of 1940 (the “1940 Act”), whether or not registered under the Investment
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Advisers Act of 1940, as amended, of any Person required to be registered under the
1940 Act, except that the Company has ar indirect 50% general partnership interest in
Pacholder & Company (“Pacholder™), which advises one registered investment company.
Neither the Company nor any of its Subsidiaries is an “investment company” as defined in
the 1940 Act, and neither the Company nor any of its Subsidiaries is a promoter (as such
term is defined in Section 2(2)(30) of the 1940 Act) of any Person that is such an
investment company.

(iv) Neither the Company nor any of its Subsidiaries
conducts activities of, controls, owns more than a 20% interest in, or is deemed under
applicable law to control any Person that is, an investment adviser as defined in the
Investment Advisers Act of 1940, as amended (whether or not registered under such Act),
other than Pacholder (which has no clients other than Pacholder Fund, Inc.), Pacholder
Associates, Inc., Falcon Asset Management Inc. and USF&G Realty Advisers, Inc.
(together, the “Asset Managemen idiaries’™).

5.2 ntati W 1 Paren r
Subsidiary. Except as set forth in the corresponding sections or subsections of the
disclosure letter delivered to the Company by Parent on or prior to entering into this

Agreement (the “Parent Disclosure Letter”), Parent and Merger Subsidiary each hereby
represent and warrant to the Company that:

(a) Capitalization of Merger Subsidiary. The authornized stock of

Merger Subsidiary consists of 1,000 shares of Common Stock, par value $1.00 per share,
all of which are validly issued and outstanding. All of the issued and outstanding stock of
Merger Subsidiary is, and at the Effective Time will be, owned by Parent, and there are
(1) no other shares of stock or voting securities of Merger Subsidiary, (ii) no securities of
Merger Subsidiary convertible into or exchangeable for shares of stock or voting securities
of Merger Subsidiary and (iii) no options or other rights to acquire from Merger
Subsidiary, and no obligations of Merger Subsidiary to issue or deliver, any stock, voting
securities or securities convertible into or exchangeable for stock or voting securities of
Merger Subsidiary. Merger Subsidiary has not conducted any business prior to the date
hereof and has no, and prior to the Effective Time will have no, assets, liabilities or
obligations of any nature other than those incident to its formation and pursuant to this
Agreement and the Merger and the other transactions contemplated by this Agreement.

(b) Organization, Good Standing and Qualification. Parent is a
corporation duly organized, validly existing and in good standing under the laws of the
State of Minnesota and each of its Subsidiaries is a corporation or other entity duly
organized, validly existing and in good standing under the laws of its respective
jurisdiction of organization and each of Parent and each of its Subsidiaries has all requisite
corporate or similar power and authority to own and operate its properties and assets and
to carry on its business as presently conducted and is qualified to do business and is in
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good standing in each jurisdiction where the ownership or operation of its properties or
conduct of its business requires such qualification, except where the failure to be so
qualified or in such good standing, when taken together with all other such failures, is not
reasonably likely to have a Parent Matenal Adverse Effect (as defined below). Parent has
made available to the Company a complete and correct copy of Parent’s and its
Subsidiaries’ charter and by-laws or other organizational documents, each as amended to
the date hereof. Parent’s and its Subsidiaries’ charter and by-laws or other organizational
documents so made available are in full force and effect.

As used in this-Agreement, the term “Parent Material Adverse Effect”

means a material adverse effect on the financial condition, properties, business or results
of the operations of Parent and its Subsidiaries taken as a whole, other than effects caused
by changes in general economic or securities markets conditions, changes that affect the
insurance industry in general, changes resulting from any event that is designated to be a
“catastrophe” by the Property Claims Services Division of the American Insurance
Services Group, Inc., changes resulting from insurance exposures not known to any of the
Responsible Executive Officers of Parent after due inquiry on or prior to the date of this
Agreement or, if known, disclosed on or prior to the date of this Agreement to an
employee of the Company having substantial responsibility for due diligence in connection
with the transactions contemplated by this Agreement, and changes resulting from the

announcement or proposed consummation of this Agreement and the transactions
contemplated hereby.

For purposes of this Agreement, the term “R ible Ex ive Officer

of Parent” shall mean the persons designated as such in Section 5.2(b) of the Parent
Disclosure Letter.

Parent conducts its insurance operations through the Subsidiaries listed in
Section 5.2(b) of the Parent Disclosure Letter (collectively, the “Parent Insurance
Subsidiaries”). Each of the Parent Insurance Subsidiaries is, where required, (i) duly
licensed or authorized as an insurance company or a reinsurer in its jurisdiction of
incorporation, (i1) duly licensed or authorized as an insurance company and, where
applicable, a reinsurer in each other jurisdiction where it is required to be so licensed or
authorized, and (iii) duly authorized in its jurisdiction of incorporation and each other
applicable jurisdiction to write each line of business reported as being written in the Parent
SAP Statements (as hereinafter defined), except, in any such case, where the failure to be
so licensed or authorized is not reasonably likely to result in a Parent Material Adverse
Effect. Parent has made all required filings under applicable insurance holding company

statutes except where the failure to file is not reasonably likely to have a Parent Material
Adverse Effect.

Except for the Parent Insurance Subsidiaries, Parent does not directly or
indirectly own any equity or similar interest in, or any interest convertible into or
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exchangeabie or exercisable for any equity or similar interest 1n, any corporation,
partnership, joint venture or other business association or entity that directly or indirectly
conducts any activity which is material to Parent.

(c) Capital Structure. The authorized capital stock of Parent
consists of 240,000,000 shares of Parent Common Stock, of which 83,733,652 shares

were outstanding as of the close of business on January 16, 1998, and 5,000,000
undesignated shares, of which 50,000 shares have been designated as Series A Junior
Participating Preferred Stock (the “Parent Series A Preferred Stock™), 1,450,000 shares
have been designated as Series B Convertible Preferred Stock (the “Parent Series B
Preferred Stock™) and 41,400 shares have been designated as Series C Cumulative
Convertible Preferred Stock (the “Parent Series C Preferred Stock™ and, collectively with
the Parent Senies A Preferred Stock and the Parent Senes B Preferred Stock, the “Parent
Preferred Shares”). As of the close of business on January 16, 1998, there were no shares
of Parent Series A Preferred Stock outstanding, 955,594 shares of Parent Series B Stock
outstanding and no shares of Parent Series C Preferred Stock outstanding. All of the
outstanding Parent Common Stock and Parent Preferred Shares have been duly authorized
and are validly issued, fully paid and nonassessable. Parent has no commitments to issue
or deliver Common Stock or Parent Preferred Shares, except that, as of January 16, 1998,
there were 5,651,858 shares of Parent Common Stock reserved for issuance pursuant to
the Parent stock option and other plans listed on Section 5.2(c) of the Parent Disclosure
Letter (the “Parent Stock Plans”), 7,331,026 shares of Parent Common Stock subject to
issuance upon conversion of shares of Parent Sertes B Preferred Stock and Parent Series
C Preferred Stock or Parent’s 6% Convertible Subordinated Debentures due 2025, 41,400
shares of Parent Series C Preferred Stock reserved for issuance upon the exchange of
Parent’s 6% Convertible Subordinated Debentures due 2025 and 50,000 shares of Parent
Series A Preferred Stock reserved for issuance pursuant to the Amended and Restated
Shareholder Protection Rights Agreement, dated as of December 4, 1989, as amended as
of March 9, 1990 and as amended and restated as of August 1, 1995, between Parent and
First Chicago Trust Company of New York (the “Parent Rights Agreement”). Each of
the outstanding shares of capital stock of each of Parent’s Subsidiaries is duly authorized,
validly issued, fully paid and nonassessable and, except for directors’ qualifying shares,
owned by Parent or a direct or indirect wholly-owned subsidiary of Parent, free and clear
of any lien, pledge, security interest, claim or other encumbrance. Except as described
above, there are no preemptive or other outstanding rights, options, warrants, conversion
rights, stock appreciation rights, redemption rights, repurchase rights, agreements,
arrangements or commitments to issue or sell any shares of capital stock or other
securities of Parent or any of its Subsidiaries or any securities or obligations convertible or
exchangeable into or exercisable for, or giving any Person a right to subscribe for or
acquire, any securities of the Company or any of its Subsidiaries, and no securities or
obligations, evidencing such nights are authorized, issued or outstanding. Parent does not
have outstanding any bonds, debentures, notes or other obligations the holders of which
have the right to vote (or, except as referred to in this subsection (c), convertible into or
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exercisable for securities having the right to vote) with the stockholders of Parent on any
matter.

(d) Corporate Authority: Fairness.

(1) Each of the Parent and Merger Subsidiary has all
requisite corporate power and authority and has taken all corporate action necessary in
order to execute, deliver and perform its obligations under this Agreement and, with
respect to Parent, under the Stock Option Agreement, and to consummate, subject only to
approval at a meeting of stockholders of the issuance of the shares of Parent Common
Stock required to be issued pursuant to Article IV hereof by the holders of a majority of
the shares of Parent Common Stock present and voting at the meeting (the “Parent
Requisite Vote™), the Merger. This Agreement is a valid and binding agreement of Parent
and Merger Subsidiary, enforceable against each of Parent and Merger Subsidiary in
accordance with its terms, subject to the Bankruptcy and Equity Exception. The Stock
Option Agreement is a valid and binding agreement of Parent, enforceable against Parent
in accordance with its terms, subject to the Bankruptcy and Equity Exception.

(1) Prior to the Effective Time, Parent will have taken
all necessary action to permit it to issue the number of shares of Parent Common Stock
required to be issued pursuant to Article IV. The Parent Common Stock, when 1ssued,
will be validly issued, fully paid and nonassessable, and no stockholder of Parent will have
any preemptive right of subscription or purchase in respect thereof. The Parent Common
Stock, when issued, will be registered under the Securities Act and Exchange Act and

registered or exempt from registration under any applicable state securities or “blue sky”
laws.

(ii1) The board of directors of Parent has received the
opinion of its financial advisors, Credit Suisse First Boston Corporation, to the effect that
as of the date hereof the Exchange Ratio is fair to Parent from a financial point of view.

(e) Governmental Filings; No Violations. (i) Other than the filings
and/or notices (A) pursuant to Section 1.3 hereof, (B) under the HSR Act, the Secunties
Exchange Act and the Securities Act, (C) to comply with state securities or “blue sky”
laws, (D) required to be made with the NYSE or the London Stock Exchange and (E) of
appropriate documents with, and approval of, the respective Commissioners of Insurance
of the states of Maryland, Illinois, Indiana, lowa, Michigan, Mississippi, New York, Ohio,
Texas, Vermont and Wisconsin and such notices and consents as may be required under
the tnsurance laws of any jurisdiction in which the Company, Parent or any of their
respective subsidiaries is domiciled or does business or is licensed or authorized as an
insurance company, no notices, reports or other filings are required to be made by Parent
or Merger Subsidiary with, nor are any consents, registrations, approvals, permits or
authorizations required to be obtained by Parent or Merger Subsidiary from, any
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Governmental Entity, in connection with the execution and delivery of this Agreement by
Parent and Merger Subsidiary and of the Stock Option Agreement by Parent and the
consummation by Parent and Merger Subsidiary of the Merger and the other transactions
contemplated hereby and thereby, except those that the failure to make or obtain are not,
individually or in the aggregate, reasonably likely to have a Parent Material Adverse Effect
or prevent, materially delay or materially ‘mpair the ability of Parent or Merger.Subsidiary
to-consummate the transactions contemplated by this Agreement and the Stock Option
Agreement.

(11) The execution, delivery and performance of this
Agreement by Parent and Merger Subsidiary and of the Stock Option Agreement by
Parent do not, and the consummation by Parent and Merger Subsidiary of the Merger and
the other transactions contemplated hereby and thereby will not, constitute or result in
(A) a breach or violation of, or a default under, the charter or by-laws of Parent and
Merger Subsidiary or the comparable governing instruments of any of its Subsidiaries,
(B) a breach or violation of] or a default under, the acceleration of any obligations or the
creation of a lien, pledge, security interest or other encumbrance on the assets of Parent or
any of its Subsidiaries (with or without notice, lapse of time or both) pursuant to, any
Contracts binding upon Parent or any of its Subsidiaries or (provided, as to
consummation, the filings and notices are made, and approvals are obtained, as referred to
in Section 5.2(e)(1)) any Law or governmental or non-governmental permit or license to
which Parent or any of its Subsidiaries is subject or (C) any change in the rights or
obligations of any party under any of the Contracts, except, in the case of clause (B) or
(C) above, for any breach, violation, default, acceleration, creation or change that,
indrvidually or in the aggregate, is not reasonably likely to have a Parent Material Adverse
Effect or prevent, materially delay or materially impair the ability of Parent or Merger
Subsidiary to consummate the transactions contemplated by this Agreement and the Stock
Option Agreement.

® Parent Reports; Financial Statements. Parent has delivered or

made available to the Company each registration statement, report, proxy statement or
information statement prepared by it since December 31, 1996 (the “Parent Audit Date™),
including (1) Parent’s Annual Report on Form 10-K for the year ended December 31, 1996
and (1) Parent’s Quarterly Reports on Form 10-Q for the periods ended March 31, 1997,
June 30, 1997 and September 30, 1997, each in the form (including exhibits, annexes and
any amendments thereto) filed with the SEC (collectively, including any such reports filed
subsequent to the date hereof, the “Parent Reports™). As of their respective dates, the
Parent Reports did not, and any Parent Reports filed with the SEC subsequent to the date
hereof will not, contain any untrue statement of a material fact or omit to state a material
fact required to be stated therein or necessary to make the statements made therein, in
light of the circumstances in which they were made, not misleading. Each of the
consolidated balance sheets included in or incorporated by reference into the Parent
Reports (including the related notes and schedules) fairly presents, or will fairly present,
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the consolidated financial position of Parent and its Subsidiaries as of its date and each ot
the consolidated statements of income and cash flows included in or incorporated by
reference into the Parent Reports (including any related notes and schedules) fairly
presents, or will fairly present, the consolidated results of operations and cash flows as the
case may be, of Parent and its Subsidianies for the periods set forth therein (subject, in the
case of unaudited statements, to notes and normal year-end audit adjustments that will not
be material in amount or effect), in each case in accordance with GAAP consistently
applied during the periods involved, except as may be noted therein.

Parent has delivered or made available to the Company true and complete
copies of the annual and quarterly statements of each of the Parent Insurance Subsidiaries
as filed with the applicable insurance regulatory authorities for the years ended .
December 31, 1994, 1995 and 1996 and the quarterly periods ended March 31, 1997,
June 30, 1997 and September 30, 1997, including all exhibits, interrogatories, notes,
schedules and any actuarial opinions, affirmations or certifications or other supporting
documents filed in connection therewith (collectively, the “Parent SAP Statements™). The
Parent SAP Statements were prepared in conformity with statutory accounting practices
prescribed or permitted by the applicable insurance regulatory authority consistently
applied for the periods covered thereby and present fairly the statutory financial position
of such Parent Insurance Subsidiaries as at the respective dates thereof and the results of
operations of such Subsidiaries for the respective periods then ended. The Parent SAP
Statements complied in all material respects with all applicable laws, rules and regulations
when filed, and no material deficiency has been asserted with respect to any Parent SAP
Statements by the applicable insurance regulatory body or any other governmental agency
or body. The statutory financial statements of certain Parent Insurance Subsidianes have
been audited by KPMG Peat Marwick LLP, and Parent has delivered to the Company true
and complete copies of such audited statutory financial statements and the audit opinions
relating thereto. Parent has delivered or made available to the Company true and
complete copies of all examination reports of insurance departments and any insurance
regulatory agencies since January 1, 1994 relating to the Parent Insurance Subsidiaries.

(g) Absence of Certain Changes. Except as disclosed in the Parent
Reports filed prior to the date hereof, since the Parent Audit Date, Parent and its Subsidi-
aries have conducted their respective businesses only in, and have not engaged in any
material transaction other than according to, the ordinary and usual course of such
businesses and there has not been (i) any change in the financial condition, properties,
business or results of operations of Parent and its Subsidiaries or any development or
combination of developments of which any executive officer of Parent has knowledge that,
individually or in the aggregate, has had or is reasonably likely to result in a Parent
Material Adverse Effect; (ii) any material damage, destruction or other casualty loss with
respect to any material asset or property owned, leased or otherwise used by Parent or any
of its Subsidiaries, whether or not covered by insurance; (iit) any declaration, setting aside
or payment of any dividend or other distribution in respect of the stock of Parent except as
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permitted by Section 6.1(b) hereof; {iv) any change by Parent in accounting principies,
practices or methods other than as required by changes in applicable GAAP or statutory
accounting principles, (v) any material addition to Parent’s consolidated loss reserves or
other policy claims and benefits prior to the date of this Agreement; or (vi) any material
change in the accounting, actuarial, investment, reserving, underwriting or claims
administration policies, practices, procedures, methods, assumptions or principles of any
Parent Insurance Subsidiary.

(h) Litigation and Liabilities. Except as disclosed in the Parent

Reports filed prior to the date hereof, there are no (i) civil, criminal or administrative
actions, suits, claims, hearings, investigations or proceedings pending or, to the knowledge
of any executive officer of Parent, threatened against Parent or any of its affiliates or

(ii) obligations or liabilities of any nature, whether or not accrued, contingent or otherwise
and whether or not required to be disclosed, including those relating to environmental and
occupational safety and health matters, or any other facts or circumstances of which any
executive officer of Parent has knowledge that could reasonably be expected to result in
any claims against, or obligations or liabilities of, Parent or any of its affiliates, except for
insurance claims litigation arising in the ordinary course for which claims reserves have
been established and except for such actions, suits, claims, hearings, investigations,
proceedings, obligations and liabilities as are not, individually or in the aggregate, reasona-
bly likely to have a Parent Material Adverse Effect or prevent or materially impair the
ability of Parent or Merger Subsidiary to consummate the transactions contemplated by
this Agreement and the Stock Option Agreement.

(1) Emplovee Benefits.
1) Each bonus, deferred compensation, pension, retire-

ment, profit-sharing, thrift, savings, employee stock ownership, stock bonus, stock
purchase, restricted stock, stock option, employment, termination, severance, change of
control, compensation, medical, health or other plan, agreement, policy or arrangement
that covers employees, directors, former employees or former directors of Parent and its
Subsidiaries (the “Parent Compensation and Benefit Plans™) is in substantial compliance
with all applicable law, including the Code and ERISA. Each Parent Compensation and
Benefit Plan that is an “employee pension benefit plan™ within the meaning of Section 3(2)
of ERISA (a “Parent Pension Plan”) and that is intended to be qualified under

Section 401(a) of the Code has received a favorable determination letter from the IRS,
and Parent is not aware of any circumstances likely to result in revocation of any such
favorable determination letter. There is no pending or, to the knowledge of the executive
officers of Parent, threatened material litigation relating to the Parent Compensation and
Benefit Plans. Neither Parent nor any of its Subsidiaries has engaged in a transaction with
respect to any Parent Compensation and Benefit Plan that, assuming the taxable period of
such transaction expired as of the date hereof, would subject Parent or any of its
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Subsidiaries to a materiai tax or penaity imposed by either Section 4975 of the Coae or
Section 502 of ERISA.

(i) As of the date hereof, no liability under Subtitie C
or D of Title IV of ERISA has been or is expected to be incurred by Parent or any of its
Subsidiaries with respect to any ongoing, frozen or terminated “single-employer plan,”
within the meaning of Section 4001(a)(15) of ERISA, currently or formerly maintained by
any of them, or the single-employer plan of an entity which 1s considered one employer
with Parent under Section 4001 of ERISA or Section 414 of the Code (a “Parent ERISA
Affiliate”). Parent and its Subsidiaries have not incurred and do not expect to incur any
withdrawal liability with respect to a multiemployer plan under Subtitle E to Title IV of
ERISA. No notice of a “reportable event,” within the meaning of Section 4043 of
ERISA for which the 30-day reporting requirement has not been waived, has been
required to be filed for any Parent Pension Plan or by any Parent ERISA Affiliate within
the 12-month period ending on the date hereof or will be required to be filed in connection
with the transactions contemplated by this Agreement.

(iit) All contributions required to be made under the
terms of any Parent Compensation and Benefit Plan as of the date hereof have been timely
made or have been reflected on the most recent consolidated balance sheet filed or
incorporated by reference in the Parent Reports prior to the date hereof. Neither any
Parent Pension Plan nor any single-employer plan of a Parent ERISA Affiliate has an
“accumulated funding deficiency” (whether or not waived) within the meaning of
Section 412 of the Code or Section 302 of ERISA. Neither Parent nor its Subsidiaries has
provided, or is required to provide, security to any Parent Pension Plan or to any single-
employer plan of a Parent ERISA Affiliate pursuant to Section 401(a)(29) of the Code.

(iv) Under each Parent Pension Plan which is a single-
employer plan, as of the last day of the most recent plan year ended prior to the date
hereof, the actuarially determined present value of all “benefit liabilities”, within the
meaning of Section 4001(a)(16) of ERISA (as determined on the basis of the actuarial
assumptions contained in the Parent Pension Plan’s most recent actuarial valuation), did
not exceed the then current value of the assets of such Parent Pension Plan, and there has
been no material change in the financial condition of such Parent Pension Plan since the
last day of the most recent plan year.

(V) All Parent Compensation and Benefit Plans
covering current or former non-U.S. employees or former employees of Parent and its
Subsidiaries comply in all material respects with applicable local law. Parent and its
Subsidiaries have no material unfunded liabilities with respect to any Parent Pension Plan
that covers such non-U.S. employees.
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()] Comphiance with Laws; Permits. (i) The business and
operations of Parent and the Parent Insurance Subsidiaries have been conducted in
compliance with all applicable Insurance Laws, except where the failure to so conduct
such business and operations would not, individually or in the aggregate, be reasonably
likely to have a Parent Material Adverse Effect. Notwithstanding the generality of the
foregoing, except where the failure to do so would not, individually or in the aggregate, be
reasonably likely to have a Parent Matericl Adverse Effect, each Parent Insurance
Subsidiary and, to the knowledge of the executive officers of Parent, its agents have
marketed, sold and issued insurance products in compliance, in all material respects, with
Insurance Laws applicable to the business of such Parent Insurance Subsidiary and in the
respective junisdictions in which such products have been sold, including, without
limitation, in compliance with (a) all applicable prohibitions against “redlining” or
withdrawal of business lines, (b) all applicable requirements relating to the disclosure of
the nature of insurance products as policies of insurance and (c) all applicable
requirements relating to insurance product projections and illustrations. In addition,

(1) there is no pending or, to the knowledge of the executive officers of Parent, threatened
charge by any insurance regulatory authority that any of the Parent Insurance Subsidiaries
has violated, nor any pending or, to the knowledge of the executive officers of Parent,
threatened investigation by any insurance regulatory authority with respect to possible
violations of, any applicable Insurance Laws where such violations would, individually or
in the aggregate, be reasonably likely to have a Parent Material Adverse Effect; (ii) none
of the Parent Insurance Subsidiaries is subject to any order or decree of any insurance
regulatory authority relating specifically to such Parent Insurance Subsidiary (as opposed
to insurance companies generally) which would, individually or in the aggregate, be
reasonably likely to have a Parent Material Adverse Effect; and (iii) the Parent Insurance
Subsidianes have filed all reports required to be filed with any insurance regulatory
authority on or before the date hereof as to which the failure to file such reports would,

individually or in the aggregate, be reasonably likely to have a Parent Material Adverse
Effect.

(i) - In addition to Insurance Laws, except as set forth in
the Parent Reports filed prior to the date hereof, the businesses of each of Parent and its
Subsidiaries have not been, and are not being, conducted in violation of any Laws, except
for violations or possible violations that, individually or in the aggregate, are not
reasonably likely to have a Parent Material Adverse Effect or prevent or materially impair
the ability of Parent or Merger Subsidiary to consummate the transactions contemplated
by this Agreement and the Stock Option Agreement. Except as set forth in the Parent
Reports filed prior to the date hereof, no investigation or review by any Governmental
Entity with respect to Parent or any of its Subsidiaries is pending or, to the knowledge of
the executive officers of Parent, threatened, nor has any Governmental Entity indicated an
intention to conduct the same, except for those the outcome of which are not, individually
or in the aggregate, reasonably likely to have a Company Material Adverse Effect or
prevent or materially burden or materially impair the ability of Parent or Merger
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Subsidiary to consummate the transactions contemplated by this Agreement and the Stock
Option Agreement. To the knowiedge of the executive officers of Parent, no material
change 1s required in Parent’s or any of its Subsidiaries’ processes, properties or
procedures in connection with any such Laws, and Parent has not received any notice or
communication of any material noncompliance with any such Laws that has not been
cured as of the date hereof. Parent and its Subsidiaries each has all permits, licenses,
trademarks, patents, trade names, copyrights, service marks, franchises, variances,
exemptions, orders and other governmental authorizations, consents and approvals
necessary to conduct its business as presently conducted except those the absence of
which are not, individually or in the aggregate, reasonably likely to have a Parent Material
Adverse Effect or prevent or materially burden or materially impair the ability of Parent or
Merger Subsidiary to consummate the Merger and the other transactions contemplated by
this Agreement and the Stock Option Agreement.

(k) Environmental Matters. Except as disclosed in the Parent
Reports filed prior to the date hereof and except for such matters that, alone or in the
aggregate, are not reasonably likely to have a Parent Material Adverse Effect: (i) Parent
and its Subsidiaries are in substantial compliance with all applicable Environmental Laws;
(i1) the properties currently owned or cperated by Parent (including soils, groundwater,
surface water, buildings or other structures) are not contaminated with any Hazardous
Substances; (iit) the properties formerly owned or operated by Parent or any of its
Subsidiaries were not contaminated with Hazardous Substances during the period of
ownership or operation by Parent or any of its Subsidiaries; (iv) neither Parent nor any of
its Subsidiaries is subject to liability for any Hazardous Substance disposal or
contamination on any third party property (excluding policies written in connection with
the insurance business); (v) no Hazardous Substance has been transported from any of the
properties owned or operated by Parent or any of its Subsidiaries other than as permitted
under applicable Environmental Law; (vi) neither Parent nor any of its Subsidiaries has
received any written notice, demand, letter, claim or request for information from any
Governmental Entity or third party indicating that Parent or any of its Subsidiaries may be
in violation of or liable under any Environmental Law; (vii) Parent and its Subsidiaries are
not subject to any court order, administrative order or decree arising under any
Environmental Law and are not subject to any indemnity or other agreement with any
third party relating to liability under any Environmental Law or relating to Hazardous
Substances (excluding policies written in connection with the insurance business); and
(viii) there are no circumstances or conditions involving Parent or any of its Subsidiaries
that could reasonably be expected to result in any claims, liability, investigations, costs or

restrictions on the ownership, use, or transfer of any property of Parent pursuant to any
Environmental Law.
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() Accounting and Tax Matters. As of the date hereof, neither

Parent nor any of its affiliates has taken or agreed to take any action, nor do the executive
officers of Parent have any knowledge of any fact or circumstance, that would prevent
Parent from accounting for the business combination to be effected by the Merger as a
“pooling-of-interests” or prevent the Merger and the other transactions contemplated by
this Agreement from qualifying as a “reorganization” within the meaning of Section 368(a)
of the Code.

(m) Laxes. Except as provided in Section 5.2(m) of the Parent
Disclosure Letter:

(1) Parent and each of its Subsidiaries have filed
completely and correctly in all material respects all Tax Returns which are required by all
applicable laws to be filed by them, and have paid, or made adequate provision for the
payment of, all material Taxes which have or may become due and payable pursuant to
said Tax Returns and all other Taxes, governmental charges and assessments received to
date other than those Taxes being contested in good faith for which adequate provision
has been made on the most recent balance sheet included in the Parent Reports. The Tax
Returns of Parent and its Subsidiaries have been prepared, in all material respects, in
accordance with all applicable laws consistently applied;

(i1) all material Taxes which Parent and its Subsidiaries
are required by law to withhold and collect have been duly withheld and collected, and
have been paid over, in a timely manner, to the proper Taxing Authorities to the extent
due and payable;

(iii) no liens for a material amount of Taxes exist with
respect to any of the assets or properties of Parent or its Subsidiaries, except for statutory
liens for Taxes not yet due or payable or that are being contested in good faith;

(iv) all of'the U.S. Federal income Tax Returns filed by
or on behalf of each of Parent and its Subsidiaries have been examined by and settled with
the Internal Revenue Service, or the statute of limitations with respect to the relevant Tax
liability expired, for all taxable periods through and including the period ending on the date
on which the Effective Time occurs; and

V) there is no audit, examination, deficiency, or refund
litigation pending with respect to any material amount of Taxes and during the past three
years no Taxing Authority has given written notice of the commencement of any audit,
examination, deficiency or refund litigation, with respect to any material amount of Taxes.

TRADEMARK
REEL: 1830 FRAME: 0368



{(n) Labor Matters Neither Parent nor any of its Subsidiaries is a
party to or otherwise bound by any collective bargaining agreement, contract or other
agreement or understanding with a labor union or labor organization.

(o) Maternial Contracts. All of the material contracts of Parent and
its Subsidiaries that are required to be described in the Parent Reports or to be filed as
exhibits thereto are described in the Parent Reports or filed as exhibits thereto and are in
full force and effect. Neither Parent nor any of its Subsidiaries nor any other party is in
breach of or in default under any such contract except for such breaches and defaults as

individually or in the aggregate have not had and are not reasonably likely to have a Parent
Material Adverse Effect.

(p) Ownership of Shares. Neither Parent nor any of its Subsidiaries
“Beneficially Owns” or is the “Beneficial Owner” of (as such terms are defined in the
Rights Agreement, as amended, or for purposes of Section 3-601 of the MGCL) 10% of
more of the outstanding Shares.

@ Brokers and Finders. Neither Parent nor any of its executive
officers, directors or employees has employed any broker or finder or incurred any liability
for any brokerage fees, commissions or finders fees in connection with the Merger or the
other transactions contemplated by this Agreement or the Stock Option Agreement,
except that Parent has employed Credit Suisse First Boston Corporation as its financial
advisor, the arrangements with which have been disclosed to the Company prior to the
date hereof. . : .

(n) Insurance Matters. (1) Except as otherwise would not,
individually or in the aggregate, be reasonably likely to have a Parent Material Adverse
Effect, all policies, binders, slips, certificates, annuity contracts and participation
agreements and other agreements of insurance, whether individual or group, in effect as of
the date hereof (including all applications, supplements, endorsements, riders and ancillary
agreements in connection therewith) that are issued by the Parent Insurance Subsidiaries
(the “Parent Insurance Contracts”) and any and all marketing materials, are, to the extent
required under applicable law, on forms approved by applicable insurance regulatory '
authorities or which have been filed and not objected to by such authorities within the
period provided for objection, and such forms comply in all material respects with the
insurance statutes, regulations and rules applicable thereto and, as to premium rates
established by Parent or any Parent Insurance Subsidiary which are required to be filed
with or approved by insurance regulatory authorities, the rates have been so filed or
approved, the premiums charged conform thereto in all material respects, and such

premiums comply in all material respects with the insurance statutes, regulations and rules
applicable thereto.
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(in) All reinsurance and comsurance treaties or
agreements, including retrocessional agreements, to which Parent or any Parent Insurance
Subsidiary is a party or under which Parent or any Parent Insurance Subsidiary has any
existing rights, obligations or liabilities are in full force and effect except for such treaties
or agreements the failure to be in full force and effect as individually or in the aggregate
are not reasonably likely to have a Parent Material Adverse Effect.

(iii) Pricr to the date hereof, Parent has delivered or
made available to the Company a true and complete copy of any actuarial reports prepared
by actuaries, independent or otherwise, with respect to Parent or any Parent Insurance
Subsidiary since December 31, 1994, and all attachments, addenda, supplements and
modifications thereto (the “Parent Actuarial Analyses”). To the knowledge of the
executive officers of Parent, the information and data furnished by Parent or any Parent
Insurance Subsidiary to its independent actuaries in connection with the preparation of the
Parent Actuarial Analyses were accurate in all material respects. Furthermore, to the
knowledge of the executive officers of Parent, each Parent Actuarial Analysis was based
upon an accurate inventory of policies in force for Parent and the Parent Insurance
Subsidiaries, as the case may be, at the relevant time of preparation, was prepared using
appropriate modeling procedures accurately applied and in conformity with generally
accepted actuarial standards consistently applied, and the projections contained therein
were properly prepared in accordance with the assumptions stated therein.

(iv) As of the date hereof, Parent has no reason to
believe that any rating presently held by the Parent Insurance Subsidiaries is likely to be
modified, qualified, lowered or placed under surveillance for a possible downgrade for any
reason other than as a result of the transactions contemplated hereby.

(s) jabiliti . (1) The reserves carried on the Parent
SAP Statements of each Parent Insurance Subsidiary for the year ended December 31,
1996 for losses, claims and similar purposes (including claims litigation) are in compliance
in all material respects with the requirements for reserves established by the insurance
departments of the state of domicile of such Company Insurance Subsidiary, were
determined in all material respects in accordance with generally accepted actuarial
standards and principles consistently applied, and are fairly stated in all material respects in
accordance with sound actuarial and statutory accounting principles. Such reserves were
adequate in the aggregate to cover the total amount of all reasonably anticipated liabilities
of Parent and each Parent Insurance Subsidiary under all outstanding insurance,
reinsurance and other applicable agreements as of the respective dates of such Parent SAP
Statements. The admitted assets of Parent and each Parent Insurance Subsidiary as

determined under applicable Laws are in an amount at least equal to the minimum amounts
required by applicable Laws.
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(i) Except for regular periodic assessments in the
ordinary course of business or assessments based on developments which are publicly
known within the insurance industry, to the knowledge of the executive officers of Parent,
no claim or assessment is pending or threatened against any Parent Insurance Subsidiary
which is peculiar or unique to such Parent Insurance Subsidiary by any state insurance
guaranty associations in connection with such association’s fund relating to insolvent
insurers which if determined adversely, would, individually or in the aggregate, be
reasonably likely to have a Parent Material Adverse Effect.

ARTICLE VI
Covenants
6.1.(a) Interim Operations of the Company. The Company covenants

and agrees as to itself and its Subsidiaries that, after the date hereof and prior to the
Effective Time (except as otherwise expressly contemplated by this Agreement or the
Stock Option Agreement or set forth in Section 6.1(a) of the Company Disclosure Letter),
without the prior written consent of Parent, which consent shall not be unreasonably
withheld or delayed:

) its and its Subsidiaries’ businesses shall be conducted in all
material respects in the ordinary and usual course (it being understood and agreed that
nothing contained herein shall permit the Company to enter into or engage (through
acquisition, product extension or otherwise), in any material respect, in any new line of
business);

(i1) to the extent consistent with (a) above it and its Subsidiaries
shall use their reasonable best efforts to preserve its business organization intact and
maintain its existing relations and goodwill with customers, suppliers, reinsurers,
distributors, creditors, lessors, employees and business associates;

(i11) it shall not (1) issue, sell, pledge, dispose of or encumber any
capital stock owned by it in any of its Subsidiaries; (i1) amend its charter or by-laws or
amend, modify or terminate the Rights Agreement; (iii) split, combine or reclassify its
outstanding shares of stock; (iv) authorize, declare, set aside or pay any dividend payable
in cash, stock or property in respect of any capital stock other than dividends from its
direct or indirect wholly-owned Subsidiaries and other than regular quarterly cash
dividends paid by the Company not in excess of $.07 per share; or (v) repurchase, redeem
or otherwise acquire, except in connection with any of the Company Stock Plans, or
permit any of its Subsidiaries to purchase or otherwise acquire, any shares of its stock or
any securities convertible into or exchangeable or exercisable for any shares of its stock;
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() neither it nor any of its Subsidiaries shall (1) except as permittea
under clause (v), issue, sell, pledge, dispose of or encumber any (x) shares of, or securities
convertible into or exchangeable or exercisable for, or options, warrants, calls,
commitments or rights of any kind to acquire any shares of, its capital stock of any class or
(y) securities convertible into or exchangeable for any other property or assets (other than
Shares issuable pursuant to options outstanding on the date hereof under any of the
Company Stock Plans or upon conversion of the Convertible Notes); (ii) other than in the
ordinary and usual course of business, transfer, lease, license, guarantee, sell, mortgage,
pledge, dispose of or encumber any other material property or assets (including capital
stock of any of its Subsidiaries) or take any action to incur or modify any material
indebtedness or other matenial liability; (iti) other than for information systems, make or
authorize or commit for any capital expenditures other than in amounts less than $20.0
million individually and $20.0 million in the aggregate; or (iv) make or authorize or
commit for any capital expenditures for information systems except for amounts which,
individually or in the aggregate, are less than $25.0 million; or (v) make any acquisition of,
or investment in, the assets or stock of any other Person or entity (other than a Subsidiary)

except for ordinary course investment activities or as otherwise permitted by Section
6.1(a);

(v) neither it nor any of its Subsidiaries shall terminate, establish,
adopt, enter into, make any new grants or awards under, amend or otherwise modify, any
Compensation and Benefit Plans or increase the salary, wage, bonus or other
compensation of any employees except increases for employees of the Company occurring
in the ordinary and usual course of business (which shall include, but not be limited to, (i)
regular annual grants of options under the Company Stock Plans, the number of Company
Options subject to and the recipient of each such grant to be determined in consultation
with Parent; provided that the vesting of such options shall not accelerate as a result of the
change in control contemplated by the Merger and provided, further, that the maximum
number of Shares issuable pursuant to such options shall be calculated in accordance with
past practice and the terms of the Company Stock Plans and shall not exceed 3,300,000
Shares (each such option, when granted, shall be a Company Option), (i1) grants and
payment of awards under the Company’s Management Incentive Plan and Long-Term
Incentive Plan in accordance with the terms of such plans and (iii) salary increases for
those employees who have a rank of vice president or higher in accordance with the
Company’s normal salary guidelines and annual salary pool which, in the aggregate, do
not exceed 4% of their aggregate current salaries, and salary increases for other employees
which do not exceed, in the aggregate, 3.5% of their aggregate current salaries) and
except reasonable retention arrangements which are necessary for the operation of the

Company entered into with the prior written consent of Parent, which consent shall not be
unreasonably withheld. '

(vi) neither it nor any of its Subsidiaries shall pay, discharge, settle or
satisfy (x) any insurance claim, liability or obligation (absolute, accrued, asserted or
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unasserted, contingent or otherwise) for amounts in excess of $2,500,000 or (y) any non-
insurance claim, liability or obligation (including extra-contractual obligations), other than
(I) the payment, discharge or satisfaction of such claims, liabilities or obligations in the
ordinary and usual course of business for amounts not in excess of $500,000 or

(II) ordinary course repayment of indebtedness or payment of contractual obligations
when due;

(vii) neither it nor any of its Subsidiaries shall make or change any
Tax election, settle any material audit, file any amended tax returns or permit any
insurance policy naming it as a beneficiary or loss-payable payee to be canceled or
terminated except in the ordinary and usual course of business;

(viit) neither it nor any of its Subsidiaries shall enter into any
agreement containing any provision or covenant limiting in any material respect the ability
of the Company or any Subsidiary or affiliate to (A) sell any products or services of or to
any other person, (B) engage in any line of business or (C) compete with or to obtain
products or services from any person or limiting the ability of any person to provide
- products or services to the Company or any of its Subsidiaries or affiliates;

(ix) neither it nor any of its Subsidiaries shall enter into any (x) new
quota share or reinsurance transaction pursuant to which $2,000,000 or more in annual
ceded written premiums are ceded by the Company Insurance Subsidiaries or (y) renewal,
extension or modification of an existing treaty or other program pursuant to which
$15,000,000 or more in annual ceded written premiums are ceded by the Company
Insurance Subsidiaries;

(%) neither it nor any of its Subsidiaries shall take any action that
would cause any of its representations and warranties herein to become untrue in any
material respect, and

(x1) neither it nor any of its Subsidianes will authorize or enter into
an agreement to do any of the foregoing.

6.1(b) Interim Operations of Parent. Parent covenants and agrees as

to itself and its Subsidiaries that, after the date hereof and prior to the Effective Time
(except as otherwise expressly contemplated by this Agreement or the Stock Option
Agreement or as set forth in Section 6.1(b) of the Parent Disclosure Letter), without the

prior written consent of the Company, which consent shall not be unreasonably withheld
or delayed:

(1) its and its Subsidiaries’ businesses shall be conducted in the
ordinary and usual course;
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(ii) to the extent consistent with (i) above, each of it and its
Subsidiaries shall use their reasonable best efforts to preserve its business organization
intact and maintain its existing relations and goodwill with customers, suppiiers,
reinsurers, distributors, creditors, lessors, employees and business associates;

(11) it shall not (v) issue, sell, pledge, dispose of or encumber any
capital stock owned by it in any of its Significant Subsidiaries (as defined in Regulation S-
X under the Securities Exchange Act); (w) amend its charter; (x) split, combine or
reclassify its outstanding shares of stock; (y) authorize, declare, set aside or pay any
dividend payable in cash, stock or property in respect of any capital stock other than
dividends from its direct or indirect wholly-owned Subsidiaries and other than regular
quarterly cash dividends paid by Parent not in excess of $0.47 per share; or (z) repurchase,
redeem or otherwise acquire, except in connection with any of the Parent Stock Plans, or
permit any of its Subsidiaries to purchase or otherwise acquire, any shares of its stock or
any securities convertible into or exchangeable or exercisable for any shares of its stock if
such purchase, redemption or acquisition would preclude Parent’s accounting for the
Merger as a pooling-of-interests;

(iv) except for ordinary course investment activities, neither it nor
any of its Subsidiaries shall make any acquisition of, or investment in, assets or stock of
any other Person or entity (other than a Subsidiary) in excess of $2.0 billion in the
aggregate;

(v) neither it nor any of its Subsidiaries shall take any action that
would cause any of its representations and warranties herein to become untrue in any
material respect; and

(vi} neither it nor any of its Subsidiaries will authorize or enter into
an agreement to do any of the foregoing.

6.2. Company Acquisition Proposals. From the date hereof until the
termination hereof and except as expressly permitted by the following provisions of this
Section 6.2, the Company will not, and will not permit or cause any of its Subsidiaries or
any of the executive officers and directors of it or its Subsidiaries to, and shall direct and
use its best efforts to cause its and its Subsidiaries’ employees, agents and representatives
(including any investment banker, attorney or accountant retained by it or any of its
Subsidiaries) not to, directly or indirectly, initiate, solicit, or knowingly encourage or
otherwise intentionally facilitate any inquiries or the making of any proposal or offer
(other than the Merger) with respect to a merger, reorganization, share exchange,
consolidation or similar transaction involving, or any purchase of all or a substantial
portion of the assets or any equity securities of, it or any of its Subsidiaries (any such
proposal or offer being hereinafter referred to as a “Company Acquisition Proposal™).
The Company will not, and will not permit or cause any of its Subsidiaries or any of the
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officers and directors of it or its Subsidiaries to and shall direct and use its best efforts to
cause its and its Subsidiaries’ employees, agents and representatives (including any
investment banker, attorney or accountant retained by it or any of its Subsidiaries) not to,
directly or indirectly, engage in any negotiations concerning, or provide any confidential
information or data to, or have any discussions with, any Person relating to a Company
Acquisition Proposal, whether made before or after the date of this Agreement, or
otherwise intentionally facilitate any effort or attempt to make or implement a Company
Acquisition Proposal (including, without limitation, by means of an amendment to the
Rights Agreement); provided, however, that nothing contained in this Agreement shall
prevent the Company or its Board of Directors from complying with Rule 14e-2
promulgated under the Exchange Act with regard to a Company Acquisition Proposal or
at any time prior to the time that the Merger shall have been approved by the Company
Requisite Vote (A) providing information in response to a request therefor by a Person
who has made an unsolicited bona fide written Company Acquisition Proposal if the Board
of Directors receives from the Person so requesting such information an executed
confidentiality agreement the terms of which are (without regard to the terms of the
Company Acquisition Proposal) (x) no less favorable to the Company and (y) no less
restrictive on the Person requesting such information than those contained in the Company
Confidentiality Letter (as defined in Section 9.7); (B) engaging in any negotiations or
discussions with any Person who has made an unsolicited bona fide written Company
Acquisition Proposal; or (C) recommending such a Company Acquisition Proposal to the
stockholders of the Company, if and only to the extent that, (i) in each such case referred
to in clause (A), (B) or (C) above, the Board of Directors of the Company determines in
good faith after consultation with outside legal counsel that such action is necessary in
order for its directors to comply with their respective fiduciary duties under applicable law
and (i1) in each case referred to in clause (B) or (C) above, the Board of Directors of the
Company determines in good faith (after consultation with its financial advisor) that such
Company Acquisition Proposal, if accepted, is reasonably likely to be consummated,
taking into account all legal, financial and regulatory aspects of the proposai and the
Person making the proposal and would, if consummated, result in a transaction more
favorable to the Company’s stockholders from a financial point of view than the
transaction contemplated by this Agreement (any such more favorable Company
Acquisition Proposal being referred to in this Agreement as a “Superior Proposal”). The
Company will immediately cease and cause to be terminated any existing activities, discus-
sions or negotiations with any parties conducted heretofore with respect to any of the
foregoing. The Company agrees that it will take the necessary steps to promptly inform
the individuals or entities referred to in the first sentence hereof of the obligations
undertaken in this Section 6.2 and in the Confidentiality Agreements (as defined in Section
9.7). The Company will promptly notify Parent if after the date hereof any such inquiries,
proposals or offers are received by, any such information is requested from, or any such
discussions or negotiations are sought to be mitiated or continued with, any of its
representatives indicating, in connection with such notice, the name of such Person and
the matenal terms and conditions of any proposals or offers and thereafter shall keep
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Parent intormed, on a current basis, on the status and terms of any such proposals or
offers and the status of any such negotiations or discussions. The Company also will
promptly request each Person that has heretofore executed a confidentiality agreement in
connection with its consideration of a Company Acquisition Proposal to return or destroy
all confidential information heretofore furnished to such Person by or on behalf of it or any
of its Subsidiaries. Notwithstanding the foregoing, nothing in this Section 6.2 shall be
deemed to prevent the Company from selling or disposing of the capital stock or assets of
any Subsidiary (or any actions in preparation or contemplation thereof) to the extent such
sale or disposition is permitted by Section 6.1(a).

6.3. Information Supplied. The Company and Parent each agrees, as
to itself and its Subsidiaries, that none of the information supplied or to be supplied by it

or its Subsidiaries for inclusion or incorporation by reference in (i) the Registration
Statement on Form S-4 to be filed with the SEC by Parent in connection with the issuance
of shares of Parent Common Stock in the Merger (including the joint proxy statement and
prospectus (the “Prospectus/Proxy Statement”) constituting a part thereof) (the “S-4
Registration Statement”) will, at the time the S-4 Registration Statement becomes
effective under the Securities Act, contain any untrue statement of a material fact or omit
to state any material fact required to be stated therein or necessary to make the statements
therein, in light of the circumstances under which they were made, not misleading, and

(i1) the Prospectus/Proxy Statement and any amendment or supplement thereto will, at the
date of mailing to stockholders and at the times of the meetings of stockholders of the
Company and Parent to be held in connection with the Merger, contain any untrue
statement of a matenial fact or omit to state any material fact required to be stated therein
or necessary in order to make the statements therein, in light of the circumstances under
which they were made, not misleading.

6.4 Stockholders Meetings. The Company will take, in accordance

with its charter and bylaws, all action necessary to convene a meeting of holders of Shares
(the “Stockholders Meeting”) as promptly as practicable after the S-4 Registration
Statement is declared effective to consider and vote upon the approval of the Merger, and
the Company’s board of directors, subject to fiduciary obligations under applicable law,
will recommend such approval by its stockholders, will not withdraw or modify such
recommendation and shall take all lawful action to solicit such approval; provided that the
Company’s board of directors may modify or withdraw such recommendation following
receipt of a Superior Proposal. Parent will take, in accordance with its charter and by-
laws, all action necessary to convene a meeting of holders of Parent Common Stock (the
kholders Meeting”) as promptly as practicable after the S-4 Registration
Statement 1s declared effective to consider and vote upon the approval of the issuance of
Parent Common Stock in the Merger, and Parent’s board of directors, subject to fiduciary
obligations under applicable law, will recommend such approval by its stockholders, will
not withdraw or modify such recommendation and will take all lawful action to solicit
such approval. Prior to the Parent Stockholders Meeting, Parent shall not enter into any
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agreement relating to a Parent Acquisition Proposal that is conditioned upon the Merger
not being consummated (it being understood the Parent shall remain obligated both before
and after the date of the Parent Stockholders Meeting to perform the covenants set forth
in Section 6.5(c) in accordance with the provisions thereof).

6.5. Filings; Other Actions; Notification. (a) Parent and the
Company shall promptly prepare and file with the SEC the Prospectus/Proxy Statement,
and Parent shall prepare and file with the SEC the S-4 Registration Statement as promptly
as practicable. Parent and the Company each shall use its reasonable best efforts to have
the S-4 Registration Statement declared effective under the Securities Act as promptly as
practicable after such filing, and promptly thereafter mail the Prospectus/Proxy Statement
to the respective stockholders of each of the Company and Parent. Parent shall also use
its reasonable best efforts to obtain prior to the effective date of the S-4 Registration
Statement all necessary state securities law or “blue sky” permits and approvals required in
connection with the Merger and to consummate the other transactions contemplated by
this Agreement and the Stock Option Agreement and will pay all expenses incident
thereto. '

(b) The Company and Parent each shall use all reasonable efforts to
cause to be delivered to the other party and its directors a letter of its independent
auditors, dated (i) the date on which the S-4 Registration Statement shall become effective
and (ii) the Closing Date, and addressed to the other party and its directors, in form and
substance customary for “comfort” letters delivered by independent public accountants in
connection with registration statements similar to the S-4 Registration Statement.

(c) The Company and Parent each shall from the date hereof untii
the Effective Time cooperate with the other and use (and shall cause their respective
Subsidiaries to use) its reasonable best efforts to cause to be done all things, necessary,
proper or advisable on its part under this Agreement, the Stock Option Agreement and
apphcable Laws to consummate and make effective the Merger and the other transactions
contemplated by this Agreement and the Stock Option Agreement as soon as practicable,
including preparing and filing as promptly as practicable all documentation to effect all
necessary notices, reports and other filings and to obtain as promptly as practicable all
consents, registrations, approvals, permits and authorizations necessary or advisable to be
obtained from any third party and/or any Governmental Entity in order to consummate the
Merger or any of the other transactions contemplated by this Agreement and the Stock
Option Agreement; provided, however, that nothing in this Section 6.5 shall require, or be
construed to require, Parent, in connection with the receipt of any regulatory approval, to
proffer to, or agree to (i) sell or hold separate and agree to sell or to discontinue or limit,
before or after the Effective Time, any assets, businesses, or interest in any assets or
businesses of Parent, the Company or any of their respective affiliates (or to consent to
any sale, or agreement to sell, or discontinuance or limitation by the Company of any of its
assets or businesses) or (ii) agree to any conditions relating to, or changes or restriction in,
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the operations of any such asset or businesses which, in either case would be reasonabiy
expected to materially and adversely impact the economic or business benefits to Parent of
the transactions contemplated by this Agreement. Subject to applicable laws relating to
the exchange of information, Parent and the Company shall have the right to review in
advance, and to the extent practicable each will consult the other on, all the information
relating to Parent or the Company, as the case may be, and any of their respective
Subsidiaries, that appear in any filing made with, or written materials submitted to, any
third party and/or any Governmental Entity in connection with the Merger and the other
transactions contemplated by this Agreement and the Stock Option Agreement. In
exercising the foregoing right, each of the Company and Parent shall act reasonably and as
promptly as practicable.

(d) The Company and Parent each shall, upon request by the other,
furnish the other with all information concerning itself, its Subsidiaries, directors,
executive officers and stockholders and such other matters as may be reasonably necessary
or advisable in connection with the Prospectus/Proxy Statement, the S-4 Registration
Statement or any other statement, filing, notice or application made by or on behalf of
Parent, the Company or any of their respective Substdiaries to any third party and/or any
Governmental Entity in connection with the Merger and the transactions contemplated by
this Agreement and the Stock Option Agreement.

(e) The Company and Parent each shall keep the other apprised of
the status of matters relating to completion of the transactions contemplated hereby,
including promptly furnishing the other with copies of notice or other communications
received by Parent or the Company, as the case may be, or any of its Subsidiaries, from
any third party and/or any Governmental Entity with respect to the Merger and the other
transactions contemplated by this Agreement and the Stock Option Agreement. The
Company and Parent each shall give prompt notice to the other of any change that is

reasonably likely to result in a Company Material Adverse Effect or Parent Matenial
Adverse Effect, respectively.

6.6. Taxation and Accounting. Subject to Section 6.2 and Parent’s
rights under the Stock Option Agreement, neither Parent nor the Company shall take or

cause to be taken any action, whether before or after the Effective Time, that would
disqualify the Merger as a “pooling of interests” for accounting purposes or as a
“reorganization” within the meaning of Section 368(a) of the Code. Each of Parent and
the Company agrees to use its reasonable best efforts to cure any impediment to the
qualification of the Merger as a “pooling of interests” for accounting purposes or as a
“reorganization” within the meaning of Section 368(a) of the Code.

6.7. Access. Upon reasonable notice, and except as may otherwise
be required by applicable law, the Company and Parent each shall (and shall cause its
Subsidiaries to) afford the other’s executive officers, employees, counsel, accountants and
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other authorized representatives (“Representatives’) access, during normal business hours
throughout the period prior to the Effective Time, to its properties, books, contracts and
records and, during such period, each shall (and shall cause its Subsidiaries to) furnish
promptly to the other all information concerning its business, properties and personnel as
may reasonably be requested, provided that no investigation pursuant to this Section shall
affect or be deemed to modify any representation or warranty made by the Company,
Parent or Merger Subsidiary, and provided, further, that the foregoing shall not require the
Company or Parent to permit any inspection, or to disclose any information, that (i) in the
reasonable judgment of the Company or Parent, as the case may be, would result in the
disclosure of any trade secrets of third parties or violate any of its obligations with respect
to confidentiality if the Company or Parent, as the case may be, shall have used all
reasonable efforts to obtain the consent of such third party to such inspection or disclosure
or (1i) would violate any attorney-client privilege of the Company or Parent, as the case
may be. All requests for information made pursuant to this Section shall be directed to an
executive officer of the Company or Parent, as the case may be, or such Person as may be
designated by either of its executive officers, as the case may be. All such information
shall be governed by the terms of the Confidentiality Agreements (as hereinafter defined).

6.8 Affiliates. (i) At least 45 days prior to the Effective Time, the
Company shall deliver to Parent a list of names and addresses of those Persons who will
be, in the opinion of the Company, “affiliates” of the Company within the meaning of
Rule 145 under the Securities Act and for the purposes of applicable interpretations
regarding the pooling-of-interests method of accounting. The Company shall exercise its
best efforts to deliver or cause to be delivered to Parent, at least 30 days prior to the
Effective Time, from each affiliate of the Company identified in the foregoing list, a letter
in the form attached as Exhibit A-1 (the “Company Affiliates Letter”). The certificates
representing Parent Common Stock recetved by such affiliates shall bear a customary
legend regarding applicable Securities Act restrictions and “pooling restrictions.”

(i1) At the election of an affiliate of the Company who isan
employee of the Company at the Effective Time and who is required to and so-provides a
letter in the form attached as Exhibit A-1, Parent shall employ, or shall cause the Surviving
Corporation to employ, such affiliate of the Company until the date of publication of
results covering at least 30 days of combined operations of the Company and Parent in the
form of a quarterly earnings report, an effective registration statement filed with the

Commission, a report on Form 8-K or any other public filing or announcement which
includes such combined results of operations.

(iii) At least 45 days prior to the Effective Time, Parent shall deliver
to the Company a list of names and addresses of those Persons who will be, in the opinion
of the Parent, “affiliates” of Parent for the purposes of applicable interpretations regarding
the pooling-of-interests method of accounting. Parent shall exercise its best efforts to
deliver or cause to be delivered to the Company, at least 30 days prior to the Effective
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Time, from each of such affiliates of Parent identified in the foregoing iist, a ietter in tne
form attached as Exhibit A-2 (the “Parent Affiliates I etter”).

6.9. Stock Exchange Listing. Parent shall use its best efforts to
cause the shares of Parent Common Stock to be issued in the Merger to be approved for
listing on the NYSE subject to official notice of issuance, prior to the Closing Date.

6.10. Publicity. The initial press release shall be a joint press release in
the form previously agreed upon by the Company and Parent and thereafter the Company
and Parent shall consult with each other prior to issuing, and will provide each other with
a meaningful opportunity to review, comment upon and concur with, any press releases or
otherwise making public announcements with respect to the Merger and the other
transactions contemplated by this Agreement and the Stock Option Agreement and prior
to making any filings with any third party and/or any Governmental Entity (including any
national securities exchange) with respect thereto, except as may be required by law, court
process or by obligations pursuant to any listing agreement with or rules of any national
securities exchange interdealer quotation service.

6.11. Benefits. (a)  Stock Options.

(i) At the Effective Time, each Company Option whether vested or
unvested, without any action on the part of the holder, shall be deemed to constitute an
option to acquire, on the same terms and conditions as were applicable under such
Company Option, a number of shares of Parent Common Stock equivalent to (x) the
number of Shares that could have been purchased immediately prior to the Effective Time
under such Company Option multiplied by (y) the Exchange Ratio (rounded down to the
nearest whole number), at a price per share of Parent Common Stock (rounded up to the
nearest whole cent) equal to the aggregate exercise price for the Shares otherwise
purchasable pursuant to such Company Option divided by the number of shares-of Parent
Common Stock determined above; provided, however, that the foregoing provisions shall
be subject to such adjustments as are necessary in order to satisfy the requirements of
Section 424(a) of the Code in the case of any Company Option to which Section 422 of
the Code applies. At or prior to the Effective Time, the Company shall make all necessary
arrangements with respect to the Company Stock Plans to permit the assumption of the
unexercised Company Options by Parent pursuant to this Section.

(ii) Effective at the Effective Time, Parent shall assume each
Company Option in accordance with the terms of the relevant Company Stock Plan under
which it was issued and the stock option agreement by which it is evidenced. At or prior
to the Effective Time, Parent shall take all corporate action necessary to reserve for
issuance a sufficient number of shares of Parent Common Stock for dehivery upon exercise
of Company Options and payment of Vested Stock Units (as defined below) assumed by it
in accordance with this Section. At the Effective Time, all vested stock units allocated to
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each director’s account under the Company’s Amended and Restated 1993 Stock Plan for
Non-Employee Directors (“Vested Stock Units™), without any action on the part of the
director, shall be paid, on the same terms and conditions as are applicable under such plan,
in a number of shares of Parent Common Stock equal to the number of Vested Stock
Units allocated to the director’s account in such plan multiplied by the Exchange Ratio
(rounded down to the nearest whole numtser). As soon as practicable, and in no event
later than 10 days after the Effective Time, Parent shall file a registration statement on
Form S-3 or Form S-8, as the case may be (or any successor or other appropriate forms),
or another appropriate form (or shall cause such Company Option or Vested Stock Unit
to be deemed to be issued pursuant to a Parent Stock Plan for which shares of Parent
Common Stock have previously been registered pursuant to an appropriate registration
form) with respect to the Parent Common Stock subject to such Company Options or
payable pursuant to such Vested Stock Unit, and shall use its best efforts to maintain the
effectiveness of such registration statements (and maintain the current status of the
prospectus or prospectuses contained therein) for so long as such Company Options
remain outstanding.

(b) Emplovee Benefits. Parent agrees that, during the period
commencing at the Effective Time and ending on the first anniversary thereof, the
employees of the Company and its Subsidiaries will continue to be provided with benefits
under employee benefit plans (other than plans involving the issuance of Shares) that are
no less favorable in the aggregate than those benefits currently provided by the Company
and its Subsidiaries to such employees. For a period of one year following the Effective
Time, Parent shall provide, or cause the Surviving Corporation to provide, severance
benefits for Company employees whose employment is terminated during such period
which are at least equal to the severance benefits provided on Section 6.11(b) of the
Company Disclosure Letter. Following the Effective Time, Parent shall honor, or shall
cause the Surviving Corporation to honor, all individual employment or severance
agreements in effect for employees (or former employees) of the Company as of the date
hereof to the extent that such individual agreements are listed in Section 6.11(b) of the
Company Disclosure Letter, provided, however, that nothing contained herein shall

prevent Parent from amending or terminating any such agreement in accordance with its
terms.

6.12. Expenses. The Surviving Corporation shall pay all charges and
expenses, including those of the Exchange Agent, in connection with the transactions
contemplated in Article IV, and Parent shall reimburse the Surviving Corporation for such
charges and expenses. Except as otherwise provided in Sections 8.5(b) and 8.5(c),
whether or not the Merger is consummated, all costs and expenses incurred in connection
with this Agreement, the Stock Option Agreement and the Merger and the other
transactions contemplated by this Agreement and the Stock Option Agreement shall be
paid by the party incurring such expense, except that expenses incurred in connection with
the filing fee for the S-4 Registration Statement and printing and mailing the
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Prospectus/Proxy Statement and the S-4 Registration Statement shall be shared equally by
Parent and the Company.

6.13. Indemnification; Directors’ and Officers’ Insurance. (a) From
and after the Effective Time, Parent agrees that it will indemnify and hold harmiess each
present and former director and officer of the Company, (when acting in such capacity)
determined as of the Effective Time (each, an Indemnified Party and, collectively, the
“Indemnified Parties™), against any costs or expenses (including reasonable attorneys’ fees
and expenses), judgments, fines, losses, amounts paid in settlement claims, damages or
liabilities (collectively, “Costs”) incurred in connection with any claim, action, suit, pro-
ceeding or investigation, actual or threatened, whether civil, criminal, administrative or
investigative, in whole or in part based on or ansing in whole or in part out of matters
existing or occurring at or prior to the Effective Time, whether asserted or claimed prior
to, at or after the Effective Time, to the fullest extent that the Company would have been
permitted under Maryland law and its charter or by-laws in effect on the date hereof to
indemnify such Person (and Parent shall also advance expenses as incurred to the fullest
extent permitted under applicable law provided the Person to whom expenses are
advanced provides (x) a written affirmation of his or her good faith belief that the standard
of conduct necessary for indemnification has been met, and (y) an undertaking to repay

such advances if it is ultimately determined that such Person is not entitled to indemnifica-
tion).

(b) Parent shall cause to be maintained, for a period of not less than
six years from the Effective Time, the Company’s current directors’ and officers’ liability
insurance policy to the extent that it provides coverage for events occurring prior to the
Effective Time (the “D&Q Insurance™) for all present and former directors and officers of
the Company or any subsidiary thereof, so long as the annual premium therefor would not
be in excess of 200% of the last annual premium paid for the D&O Insurance prior to the
date of this Agreement (200% of such premium, the “Maximum Premium”); provided that
Parent may, in lieu of maintaining such existing D&O Insurance as provided above, cause
no less favorable coverage to be provided under any policy maintained for the benefit of
the directors and officers of Parent or a separate policy provided by the same insurer. If
the existing D&O Insurance expires, is terminated or canceled by the insurer or if the
annual premium would exceed the Maximum Premium during such six-year period, Parent
shall obtain, in lieu of such D&O Insurance, such comparable directors’ and officers’
liability insurance as can be obtained for the remainder of such period for an annualized
premium not in excess of the Maximum Premium and on terms and conditions no less
advantageous than the existing D&O Insurance.

(c) The provisions of this Section are in addition to the rights that
an Indemnified Party may have under the certificate of incorporation, bylaws or
agreements of or with the Company or any of its Subsidiaries or under applicable law.
Parent agrees to pay all costs and expenses (including fees and expenses of counsel) that
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may be incurred by any Indemnified Party in successfully enforcing the indemnity or other
obligations under this Section. The provisions of this Section shall survive the Merger and
are mntended to be for the benefit of, and shall be enforceable by, each of the Indemnified
Parties, their heirs and their representatives.

6.14, Election to Parent’s Board of Dir . Promptly after the
Effective Time of the Merger, Parent shall increase the size of its Board of Directors and
shall cause Mr. Norman P. Blake, Jr. and two additional directors of the Company
determined by the Board Governance Committee of Parent to be appointed to Parent’s
board of directors (such directors to be appointed to such committees of the Board of
Directors as the Board Governance Committee of the Board of Directors of Parent shall
determine). In addition, subject to its fiduciary duties under applicable law, Parent agrees
to nominate two, or if the Effective Time occurs on or after August 15, 1998, three, of
such directors for election to Parent’s Board of Directors at its first annual meeting with a
mailing date after the Effective Time.

6.15. Convertible Notes. The Company shall take all necessary action
to enter into a supplemental indenture prior to the Effective Time with the Trustee (as
defined in the Convertible Notes) pursuant to the indenture under which the Convertible
Notes were 1ssued to provide, among other things, that on and after the Effective Time the
Convertible Notes will be convertible only into the Merger Consideration.

6.16. Satisfaction of Section 15 of the 1940 Act.
(a) The Company shall use commercially reasonable efforts to cause

Pacholder to use commercially reasonable efforts to cause the board of directors of
Pacholder Fund, Inc. (“Pacholder Fund™) to approve, and to solicit the shareholders of
Pacholder Fund as promptly as practicable with regard to the approval of, a new
investment advisory agreement with Pacholder, to be effective on or as promptly as
practicable after the Effective Time, pursuant to the provisions of Section 15 of the 1940
Act, and consistent with all requirements of the 1940 Act applicable thereto, provided that

such agreement is identical in all respects to the existing agreement other than the term of
the agreement.

(b) The Company shall use commercially reasonable efforts to cause
Pacholder to use commercially reasonable efforts to secure the satisfaction of the
conditions set forth in Section 15(f)(1) of the 1940 Act with respect to Pacholder Fund.

(¢) In the alternative, the covenant contained in this Section 6.16
shall be deemed to be complied with if Parent and Merger Subsidiary shall have received
an opinion from counsel reasonably acceptable to Parent and Merger Subsidiary in form
and substance satisfactory to such Persons and dated the Closing Date, to the effect that
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consummation of the Merger wili not résult i an “assignment” (within the meaning of the
1940 Act) of the investment advisory agreement between Pacholder and Pacholder Fund.

6.17. Advisory Contract Consents. As promptly as practicable, the
Company shall cause the non-registered investment company advisory clients of the Asset
Management Subsidiaries to be informed of the transactions contemplated by this
Agreement and shall give such clients an opportunity to terminate their advisory contracts
with such Asset Management Subsidiaries or any of their affiliates. Unless written consent
is required by the terms of such advisory contracts, the Company shall satisfy this
obligation to the extent that applicable law permits insofar as it relates to non-registered
investment company advisory clients by providing them with the notice contemplated by
the first sentence of this Section and obtaining such clients’ consent in the form of actual
or implied consent by way of informing such clients of the Asset Management
Subsidiaries’ intention to continue the advisory services, pursuant to the Asset
Management Subsidiaries’ existing contracts with such clients, subject to such clients’
right to terminate such contracts within sixty (60) days of receipt of such notice, and that
each such client’s consent will be implied if it continues to accept the services without
rejection during such specified sixty-day penod.

6.18. her Acti h mpany and Parent.

(a) Rights The Company shall take all necessary action with respect
to all of the outstanding Rights so that, immediately prior to the Effective Time, (x)
neither the Company nor Parent will have any obligations under the Rights or the Rights
Agreement and (y) the holders of the Rights will have no rights under the Rights or the
Rights Agreement.

(b) Takeover Statute. If any Takeover Statute is or may become
applicable to the Merger or the other transactions contemplated by this Agreement or the
Stock Option Agreement, each of Parent and the Company and its board of directors shall
grant such approvals and take such actions as are necessary so that such transactions may
be consummated as promptly as practicable on the terms contemplated by this Agreement
or by the Stock Option Agreement, as the case may be, or by the Merger and otherwise
act to eliminate or minimize the effects of such statute or regulation on such transactions.

(c) Dividends. The Company shall coordinate with Parent the
declaration, setting of record dates and payment dates of dividends on Shares so that
holders of Shares do not receive dividends on both Shares and Parent Common Stock
received in the Merger in respect of any calendar quarter or portion thereof or fail to
receive a dividend on either Shares or Parent Common Stock received in the Merger in
respect of any calendar quarter.
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ARTICLE VII1

Conditions

7.1. Conditions to Fiach Party’s Obligation to Effect the Merger.
The respective obligation of each party tc effect the Merger is subject to the satisfaction
or waiver at or prior to the Effective Tim:= of each of the following conditions:

(a) Stockholder Approval The Merger shall have been duly
approved by holders of Shares constituting the Company Requisite Vote and shall have
been duly approved by the sole stockholder of Merger Subsidiary in accordance with
applicable law, and the issuance of Parent Common Stock pursuant to the Merger shall
have been duly approved by the holders of Parent Common Stock constituting the Parent
Requisite Vote.

(b) NYSE Listing. The shares of Parent Common Stock issuable to
the Company stockholders pursuant to this Agreement shall have been authorized for
listing on the NYSE upon official notice of issuance.

(c) Regulatory Consents. The waiting period applicable to the
consummation of the Merger under th: HSR Act shall have expired or been terminated.

Other than the filing provided for in Section 1.3, all other notices, reports and other filings
required to be made prior to the Effective Time by the Company or Parent or any of their
respective Subsidiaries with, and all consents, registrations, approvals, permits and
authorizations required to be obtained prior to the Effective Time by the Company or
Parent or any of their respective Subsidianies from, any Governmental Entity (collectively,
“Governmental Consents”), in connection with the execution and delivery of this
Agreement and the consummation of the Merger and the other transactions contemplated
by this Agreement or by the Stock Option Agreement shall have been made or obtained
(as the case may be), except where the failure to make any such filing(s) or obtain any
such Governmental Consent(s) would not reasonably be expected to result in an aggregate
loss of $50.0 million or more in annual net written premiums for Parent, the Company and
their respective Subsidiaries in all jurisdictions requiring such filing(s) or Governmental

Consent(s) in the event such filing(s) is (are) not made or such Consent(s) is (are) not
obtained.

(d) Litigation. No court or Governmental Entity of competent
jurisdiction shall have enacted, issued, promulgated, enforced or entered any law, statute,
ordinance, rule, regulation, judgment, decree, injunction or other order (whether
temporary, preliminary or permanent) that is in effect and restrains, enjoins or otherwise
prohibits consummation of the Merger (collectively, an “QOrder”) and no Governmental

Entity shall have instituted any proceeding which continues to be pending seeking any
such Order.
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(e) S-4. The S-4 Registration Statement shall have become
effective under the Securities Act. No stop order suspending the effectiveness of the S-4
Registration Statement shall have been issued, and no proceeding for that purpose shall
have been initiated or be threatened, by the SEC.

7.2. Conditions to Obligations of Parent and Merger Subsidiarv. The
obligations of Parent and Merger Subsidiary to effect the Merger are also subject to the

satisfaction or waiver by Parent at or prior to the Effective Time of the following
conditions:

(a) Representations and Warranties. (i) To the actual knowledge of
the Responsible Executive Officers of the Company on the date of this Agreement, the

representations and warranties of the Company set forth in this Agreement shall not have
been untrue or incorrect in any material respect as of the date of this Agreement; and

(i) the representations and warranties of the Company set forth in this Agreement shall be
true and correct as of the Closing Date as though made on and as of the Closing Date
(except to the extent any such representation or warranty expressly speaks as of an earlier
date) except where the failure of such representations and warranties to be so true and
correct (without giving effect to any qualifications as to “Company Material Adverse
Effect”, “material” or similar qualifications) would not, individually or in the aggregate,
reasonably be expected to have a Company Material Adverse Effect; and Parent shall have
received a certificate signed on behalf of the Company by an executive officer of the
Company to the effect stated in the foregoing clauses (i) and (ii).

(b) Performance of Obligations of the Company. The Company

shall have performed in all material respects all obligations required to be performed by it
under this Agreement and the Stock Option Agreement at or prior to the Closing Date,
and Parent shall have received a certificate signed on behalf of the Company by an
executive officer of the Company to such effect.

(c) Consents. The Company shall have obtained the consent or
approval of each Person whose consent or approval shall be required under any Contract
(other than as set forth on Section 7.2(c) of the Company Disclosure Letter) to which the
Company or any of its Subsidiaries is a party, except those for which the failure to obtain
such consents or approvals, individually or in the aggregate, is not reasonably likely to
have a Company Matenal Adverse Effect or is not reasonably likely to prevent or

materially impair the ability of the Company to consummate the transactions contemplated
by this Agreement.

(d) Tax Opinion. Parent shall have received the opinion of
Sullivan & Cromwell, counsel to Parent, dated the Closing Date, to the effect that the
Merger will be treated for Federal income tax purposes as a reorganization within the
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meaning of Section 368(a) of the Code, and that each of Parent, Merger Subsidiary and
the Company will be a party to that reorganization within the meaning of Section 368(b)
of the Code. In rendering such opinion, Sullivan & Cromwell shall require delivery of
and rely upon the representations letters delivered by Parent, Merger Subsidiary and the
Company substantially in the forms of Section 7.3(d)(1) and Section 7.3(d)(2) of the
Company Disclosure Letter prior to the Closing Date.

(e) Accountant Letters. Parent shall have received, in form and
substance reasonably satisfactory to Parent, from each of KPMG Peat Marwick LLP (or
its successor) and Ernst & Young (or its successor) a favorable letter, dated the Closing

Date, regarding the appropnateness of “pooling-of-interests” accounting treatment for the
Merger.

7.3. nditi ligation of th mpany. The obligation of the
Company to effect the Merger is also subject to the satisfaction or waiver by the Company
at or prior to the Effective Time of the following condittons:

(a) Representations and Warranties. (i) To the actual knowledge of
the Responsible Executive Officers of Parent on the date of this Agreement, the

representations and warranties of Parent and Merger Subsidiary set forth in this
Agreement shall not have been untrue or incorrect in any material respect as of the date of
this Agreement; and (ii) the representations and warranties of Parent and Merger
Subsidiary set forth in this Agreement shall be true and correct as of the Closing Date as
though made on and as of the Closing Date (except to the extent any such representation
or warranty expressly speaks as of an earlier date) except where the failure of such
representations and warranties to be so true and correct (without giving effect to any
qualifications as to “Parent Material Adverse Effect,” “material” or similar qualifications)
would not, individually or in the aggregate, reasonably be expected to have a Parent
Material Adverse Effect; and the Company shall have received a certificate signed on
behalf of Parent by an executive officer of Parent and on behalf of Merger Subsidiary by

an executive officer of Merger Subsidiary to the effect stated in the foregoing clauses (i)
and (i1). =

(b) Performance of Obligations of Parent and Merger Subsidiary.
Each of Parent and Merger Subsidiary shall have performed in all material respects all
obligations required to be performed by it under this Agreement at or prior to the Closing
Date, and the Company shall have received a certificate signed on behalf of Parent by an
executive officer of Parent and on behalf of Merger Subsidiary by an executive officer of
Merger Subsidiary to such effect.

(c) Consents Under Agreements. Parent shall have obtained the
consent or approval of each Person whose consent or approval shall be required in order
to consummate the transactions contemplated by this Agreement under any Contract to
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which Parent or any of its Subsidianes 1s a party, except those for which failure to obtain
such consents and approvals, individually or in the aggregate, is not reasonably likely to
have a Parent Material Adverse Effect or is not reasonably likely to prevent or to
materially burden or materially impair the ability of Parent to consummate the transactions
contemplated by this Agreement.

(d) Tax Opinion. The €ompany shall have received the opinion of
Piper & Marbury L..L.P., counsel to the Company, dated the Closing Date, to the effect
that the Merger will be treated for Federal income tax purposes as a reorganization within
the meaning of Section 368(a) of the Code, and that each of Parent, Merger Subsidiary
and the Company will be a party to that reorganization within the meaning of
Section 368(b) of the Code. In rendering such opinion, Piper & Marbury L.L.P. shall
require delivery of and rely upon the representations letters delivered by Parent, Merger
Subsidiary and the Company substantially in the forms of Section 7.3(d)(1) and
Section 7.3(d)(2) of the Company Disclosure Letter pricr to the Closing Date.

(e) Accountant Letters The Company shall have received, in form
and substance reasonably satisfactory to the Company, from each of KPMG Peat Marwick
LLP (or its successor) and Ernst & Young (or its successor) a favorable letter, dated the
Closing Date, regarding the appropriateness of “pooling-of-interests” accounting .
treatment for the Merger.

ARTICLE VIII

Termination

8.1. Termination by Mutual Consent. This Agreement may be

terminated and the Merger may be abandoned at any time prior to the Effective Time,
whether before or after the approval by stockholders of the Company and Parent referred
to in Section 7.1(a), by mutual written consent of the Company and Parent by action of
their respective Boards of Directors.

8.2. Terminati ither Parent or th mpany. This Agreement
may be terminated and the Merger may be abandoned at any time prior to the Effective
Time by action of the Board of Directors of either Parent or the Company if (i) the Merger
shall not have been consummated by August 15, 1998, whether such date is before or after
the date of approval by the stockholders of the Company or Parent (the “Termination
Date”); provided, however, that if either Parent or the Company determines that additional
time is necessary in connection with obtaining any Governmental Consents, the
Termination Date may be extended by Parent or the Company from time to time by
written notice to the other party to a date not beyond December 15, 1998, (ii) the
approval of the Company’s stockholders required by Section 7.1(a) shall not have been
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obtained at a meeting duty convenéd therefor or at any adgjournment or postponement
thereof, (iii) the approval of Parent’s stockholders as required by Section 7.1(a) shall not
have been obtained at a meeting duly convened therefor or at any adjournment or
postponement thereof or (iv) any Order permanently restraining, enjoining or otherwise
prohibiting consummation of the Merger shall become final and non-appealable (whether
before or after the approval by the stockholders of the Company or Parent); provided, that
the right to terminate this Agreement pursuant to clause (i) above shall not be available to
any party that has breached in any material respect its obligations under this Agreement in
any manner that shall have proximately contributed to the occurrence of the failure of the
Merger to be consummated.

83 Termination by the Company. This Agreement may be

terminated and the Merger may be abandoned at any time prior to the Effective Time,
whether before or after the approval by stockholders of the Company referred to in
Section 7.1(a), by action of the Board of Directors of the Company:

(a) if (i) the Company is not in material breach of Section 6.2,
(i1) the Merger shall not have been approved by the Company Requisite Vote, (iii) the
Board of Directors of the Company authorizes the Company, subject to complying with
the terms of this Agreement, to enter into a binding written agreement concerning a
transaction that constitutes a Superior Proposal and the Company notifies Parent in
writing that it intends to enter into such an agreement, attaching the most current version
of such agreement to such notice, (iv) Parent does not make, within five business days of
receipt of the Company’s written notification of its intention to enter into a binding
agreement for a Superior Proposal, an offer that the Board of Directors of the Company
determines, in good faith after consultation with its financial advisors, is at least as
favorable, from a financial point of view, to the stockholders of the Company as the
Superior Proposal and (v) if so requested in writing by Parent prior to the Company’s
termination pursuant to this Section 8.3(a), the Company prior to such termination pays to
Parent in immediately available funds the fees required to be paid pursuant to Section 8.5.
The Company agrees (x) that it will not enter into a binding agreement referred to in
clause (i11) above until at least the sixth business day after it has provided the notice to
Parent required thereby and (y) to notify Parent promptly if its intention to enter into a
written agreement referred to in its notification shall change at any time after giving such
notification.

(b) if there is a breach by Parent or Merger Subsidiary of any
representation, warranty, covenant or agreement contained in this Agreement that cannot

be cured and would cause a condition set forth in Section 7.3(a) or 7.3(b) to be incapable
of being satisfied.

8.4. Termination by Parent. This Agreement may be terminated and
the Merger may be abandoned at any time prior to the Effective Time, whether before or

57—

TRADEMARK
REEL: 1830 FRAME: 0389



after the approval by the stockholders of Parent referred to in Section 7.1(a), by action of
the Board of Directors of Parent if (a) the Company enters into a binding agreement for a
Superior Proposal or the Board of Directors of the Company shall have withdrawn or
adversely modified its approval or recommendation of this Agreement or the Merger or
failed to reconfirm its recommendation of this Agreement or the Merger within five
business days after a written request by Parent to do so or (b) there is a breach by the
Company of any representation, warranty, covenant or agreement contained in this
Agreement that cannot be cured and would cause a condition set forth in Section 7.2(a) or
7.2(b) to be incapable of being satisfied.

8.5. Effect of Termination and Abandonment. (a) In the event of

termination of this Agreement and the abandonment of the Merger pursuant to this
Article VIII, this Agreement (other than as set forth in Section 9.1) shall become void and
of no effect with no liability on the part of any party hereto (or of any of its directors,
officers, employees, agents, legal and financial advisors or other representatives);
provided, however, except as otherwise provided herein, no such termination shall relieve
any party hereto of any liability or damages resulting from any willful or grossly negligent
breach of this Agreement.

(b) In the event that (i) a Company Acquisition Proposal shall have been
made to the Company or any of its Subsidiaries or any of its stockholders or any Person
shall have publicly announced an intention (whether or not conditional) to make a
Company Acquisition Proposal with respect to the Company or any of its Subsidiaries and
thereafter this Agreement is terminated by either Parent or the Company pursuant to
Section 8.2(ii) or (ii) this Agreement is terminated (x) by the Company pursuant to
Section 8.3(a) or (y) by Parent pursuant to Section 8.4 (a), then the Company shall
promptly, but in no event later than two days after the date Parent makes a written request
for payment, pay Parent a termination fee of $70,000,000 and shall promptly, but in no
event later than two days after being notified of such by Parent, pay to Parent an amount
equal to all of the charges and expenses incurred by Parent or Merger Subsidiary in
connection with this Agreement and the Stock Option Agreement and the transactions
contemplated by this Agreement and the Stock Option Agreement up to a maximum
amount of $5,000,000, in each case payable by wire transfer of same day funds.

(c) Inthe event that (i) a proposal or offer with respect to a merger,
reorganization, share exchange, consolidation or similar transaction involving, or any
purchase of all or a substantial portion of the assets or equity securities of, Parent or any
of its Subsidiaries (a “Parent Acquisition Proposal”) shall have been made to Parent or any
of its Subsidiaries or any Person shall have publicly announced an intention (whether or
not conditional) to make a Parent Acquisition Proposal with respect to Parent or any of its
Subsidiaries and thereafter this Agreement is terminated by either Parent or the Company
pursuant to Section 8.2(iii) or (ii) Parent has withdrawn or modified in a manner adverse
to the Company its recommendation contemplated by Section 6.4 and thereafter this
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Agreement is terminated by either Parent or the Company pursuant to Section 8 2(iii),
then Parent shall promptly, but in no event later than two days after the date the Company
makes a written request for payment, pay the Company a termination fee of $70,000,000
and shall promptly, but in no event later than two days after being notified of such by the
Company, pay to the Company an amount equal to all of the charges and expenses
incurred by the Company in connection with this Agreement and the Stock Option
Agreement and the transactions contemplated by this Agreement and the Stock Option
Agreement up to a maximum amount of $5,000,000, in each case payable by wire transfer
of same day funds.

(d) The Company and Parent each acknowledge that the agreements
contained in Sections 8.5(b) and (c) are an integral part of the transactions contemplated
by this Agreement, and that, without these agreements, the Company, Parent and Merger
Subsidiary would not enter into this Agreement; accordingly, if the Company fails to
promptly pay the amount due pursuant to Section 8.5(b), or Parent fails to promptly pay
the amount due pursuant to Section 8.5(c), and, in order to obtain such payment, Parent
or the Company, as the case may be, commences a suit which results in a judgment against
Parent or the Company, as the case may be, for the fee set forth in this Section 8.5, the
Company shall pay to Parent or Parent shall pay to the Company, as the case may be, its
costs and expenses (including attorneys’ fees) in connection with such suit, together with
interest from the date of termination of this Agreement on the amounts owed at the prime
rate of Chemical Bank in effect from time to time during such period plus two percent.

ARTICLE IX
Miscellaneous and General

9.1. Survival. This Article IX and the agreements of the Company,
Parent and Merger Subsidiary contained in Section 6.6 (Taxation and Accounting),
Section 6.11 (Benefits), Section 6.13 (Indemnification; Directors’ and Officers’ Insurance)
and Section 6.14 (Election to Parent’s Board of Directors) shall survive the consummation
of the Merger. This Article IX, the agreements of the Company, Parent and Merger
Subsidiary contained in Section 6.12 (Expenses) and Section 8.5 (Effect of Termination
and Abandonment) shall survive the termination of this Agreement. All other
representations, warranties, covenants and agreements in this Agreement shall not survive
the consummation of the Merger or the termination of this Agreement.

9.2. Modification or Amendment. Subject to the provisions of the
applicable law, at any time prior to the Effective Time, the parties hereto may modify or
amend this Agreement, by written agreement executed and delivered by duly authorized
officers of the respective parties.
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9.3. ‘Waiver of Conditions. The conditions to each of the parties’
obligations to consummate the Merger are for the sole benefit of such party and may be
waived by such party in whole or in part to the extent permitted by applicable law.

9.4. Counterparts. This Agreement may be executed in any number
of counterparts, each such counterpart being deemed to be an original instrument, and all
such counterparts shall together constitute the same agreement.

95 VE : WAIVER OF Y .
(a) THIS AGREEMENT SHALL BE DEEMED TO BE MADE IN AND IN ALL
RESPECTS SHALL BE INTERPRETED, CONSTRUED AND GOVERNED BY
AND IN ACCORDANCE WITH THE LAW OF THE STATE OF MARYLAND
WITHOUT REGARD TO THE CONFLICT OF LAW PRINCIPLES THEREOF.

(b) EACH PARTY ACKNOWLEDGES AND AGREES THAT
ANY CONTROVERSY WHICH MAY ARISE UNDER THIS AGREEMENT OR THE
STOCK OPTION AGREEMENT IS LIKELY TO INVOLVE COMPLICATED AND
DIFFICULT ISSUES, AND THEREFORE EACH SUCH PARTY HEREBY
IRREVOCABLY AND UNCONDITIONALLY WAIVES ANY RIGHT SUCH PARTY
MAY HAVE TO A TRIAL BY JURY IN RESPECT OF ANY LITIGATION
DIRECTLY OR INDIRECTLY ARISING OUT OF OR RELATING TO THIS
AGREEMENT OR THE STOCK OPTION AGREEMENT, OR THE TRANSACTIONS
CONTEMPLATED BY THIS AGREEMENT OR THE STOCK OPTION
AGREEMENT. EACH PARTY CERTIFIES AND ACKNOWLEDGES THAT (i) NO
REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER PARTY HAS
REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PARTY
WOQULD NOT, IN THE EVENT OF LITIGATION, SEEK TO ENFORCE THE
FOREGOING WAIVER, (i1)) EACH PARTY UNDERSTANDS AND HAS
CONSIDERED THE IMPLICATIONS OF THIS WAIVER, (iii) EACH PARTY
MAKES THIS WAIVER VOLUNTARILY, AND (iv) EACH PARTY HAS BEEN
INDUCED TO ENTER INTO THIS AGREEMENT AND THE STOCK OPTION
AGREEMENT BY, AMONG OTHER THINGS, THE MUTUAL WAIVERS AND
CERTIFICATIONS IN THIS SECTION 9.5.

9.6. Notices. Any notice, request, instruction or other document to
be given hereunder by any party to the others shall be in writing and delivered personally
or sent by registered or certified mail, postage prepaid, or by facsimile:

if to Parent or Merger Subsidiary
The St. Paul Companies, Inc.

385 Washington Street
Saint Paul, Minnesota 55102
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Attention: President
fax: (612)310-3378

{with a copy to Joseph B. Frumkin, Esq.,
Sullivan & Cromweli

125 Broad Street

New York, NY 10004

fax: (212) 558-3588)

if to the Company

USF&G Corporation

6225 Smith Avenue
Baltimore, Maryland 21209
Attention: President

fax: (410) 205-6802

(with a copy to John R. Ettinger, Esq.,
Dawis Polk & Wardwell

450 Lexington Avenue

New York, New York 10017

fax: (212) 450-4800

and a copy to

R.W. Smith Jr, Esq.
Piper & Marbury L. L P.
36 S. Charles Street
Baltimore, MD 21201)

or to such other persons or addresses as may be designated in writing by the party to
receive such notice as provided above.

9.7 Entire Agreement; No Other Representations. This Agreement

(including any exhibits hereto), the Company Disclosure Letter, the Parent Disclosure
Letter, the Stock Option Agreement and the Confidentiality Agreement, dated March 28,
1997 (the “Company Confidentiality Letter”), and October 28, 1997 (the “Parent
Confidentiality Letter”), between Parent and the Company (the “Confidentiality
Agreements”) constitute the entire agreement, and supersede all other prior agreements,
understandings, representations and warranties both written and oral, among the parties,
with respect to the subject matter hereof. The parties hereto agree that the Confidentiality
Agreements shall be hereby amended to provide that any provision therein which in any
manner would be inconsistent with this Agreement, the Stock Option Agreement or the
transactions contemplated hereby or thereby shall terminate as of the date hereof:
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provided, however, that such provisions of the Confidentiality Agreements shall be
reinstated in the event of any termination of this Agreement.

9.38. No Third Party Beneficiaries. Except as provided in Section

6.13 (Indemnification; Directors’ and Officers’ Insurance) and Section 6.14 (Election to
Parent’s Board of Directors), this Agreement is not intended to confer upon any Person
other than the parties hereto any rights or remedies hereunder.

9.9. igati Parent and of th mpany. Whenever this
Agreement requires a Subsidiary of Parent to take any action, such requirement shall be
deemed to include an undertaking on the part of Parent to cause such Subsidiary to take
such action. Whenever this Agreement requires a Subsidiary of the Company to take any
action, such requirement shall be deemed to include an undertaking on the part of the
Company to cause such Subsidiary to take such action and, after the Effective Time, on
the part of the Surviving Corporation to cause such Subsidiary to take such action.

9.10. Severability. The provisions of this Agreement shall be deemed
severable and the invalidity or unenforceability of any provision shall not affect the validity
or enforceability or the other provisions hereof. If any provision of this Agreement, or the
application thereof to any Person or any circumstance, is invalid or unenforceable, (a) a
suitable and equitable provision shall be substituted therefor in order to carry out, so far as
may be valid and enforceable, the intent and purpose of such invalid or unenforceable
provision and (b) the remainder of this Agreement and the application of such provision to
other Persons or circumstances shall not be affected by such invalidity or unenforceability,
nor shall such invalidity or unenforceability affect the validity or enforceability of such
provision, or the application thereof, in any other jurisdiction.

9.11. Interpretation. The table of contents and headings herein are for
convenience of reference only, do not constitute part of this Agreement and shall not be
deemed to limit or otherwise affect any of the provisions hereof Where a reference in this
Agreement is made to a Section or Exhibit, such reference shall be to a Section of or
Exhibit to this Agreement unless otherwise indicated. Whenever the words “include,”
“includes” or “including” are used in this Agreement, they shall be deemed to be followed
by the words “without limitation.”

9.12. Assignment. This Agreement shall not be assignable by
operation of law or otherwise; provided, however, that Parent may designate, by written
notice to the Company, another wholly-owned direct or indirect Subsidiary to be a
Constituent Corporation in lieu of Merger Subsidiary, in which event all references herein
to Merger Subsidiary shall be deemed references to such other Subsidiary, except that all
representations and warranties made herein with respect to Merger Subsidiary as of the
date of this Agreement shall be deemed representations and warranties made with respect
to such other Subsidiary as of the date of such designation.
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915, Location of Certain Definitions.

Section
affiliate . . . . . . 4.2(e)
ABreement . . .. ... Preamble
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IN WITNESS WHEREOF, this Agreement has been duly executed ana
delivered by the duly authorized officers of the parties hereto as of the date first written
above.

USF&G f£ORP TI1O

By, A,

Name: Norman P. Blake, Jr.
Title: Chairman of the Board, President
and Chief Executive Officer

THE ST. PAUL aMPAJ)WIES, INC

L4

Title: Chairman of the Board, President
and Chief Executive Officer

SP MERGER CORPORATION

Name: D&E}as W. Leatherdale
Title: Chairman of the Board, President
and Chief Executive Officer
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EXHIBIT A-1
[FORM OF COMPANY AFFILIATE LETTER]

[Date]

USF&G Corporation
6225 Smith Avenue
Baltimore, Maryland 21209

The St. Paul Companies, Inc.
385 Washington Street
St. Paul, Minnesota 55102

Ladies and Gentlemen:

I have been advised that as of the date hereof, I may be deemed to be an
“affiliate” of USF&G Corporation, a Maryland corporation (the “Company”), as such
term (i) is defined for purposes of paragraphs (c) and (d) of Rule 145 of the Rules and
Regulations (the “Rules and Regulations™) of the Securities and Exchange Commission
(the “Commission”) under the Securities Act of 1933, as amended (the “Securities Act”),
or (ii) is used in and for purposes of Accounting Series Releases 130 and 135, as
amended, of the Commission. Pursuant to the terms of the Agreement and Plan of Merger
dated as of January 19, 1998, as it may be amended, supplemented or modified from time
to time (the “Merger Agreement”), among the Company, The St. Paul Companies, Inc., a
Minnesota corporation (“Parent”), and SP Merger Corporation, a Maryland corporation
and a wholly owned subsidiary of Parent (“Merger Sub”), Merger Sub will be merged with
and into the Company (the “Merger”). Capitalized terms used herein but not defined '
herein shall have the meanings ascribed to such terms in the Merger Agreement.

I further understand that the Merger will be treated for financial accounting
purposes as a “pooling of interests” in accordance with generally accepted accounting
principles and that the Staff of the Commission has issued certain guidelines that should be
followed to ensure the pooling of the entities.

In consideration of the agreements contained herein, Parent’s reliance on
this letter in connection with the consummation of the Merger and for other good and
valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 1

A-1-1
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hereby represent, warrant and agree that (i) I will not make any sale or transfer or
otherwise dispose of my interests in, or acquire or sell options or other securities relating
to securities of the Company or Parent that would be intended to reduce my risk relative
to, any shares of Common Stock, without par value, of Parent (the “Parent Common
Stock™) or Common Stock, par value $2.50 per share, of the Company (“Company
Common Stock™) until after such time as results covering at least 30 days of combined
operations of the Company and Parent have been published by Parent, in the form of a
quarterly earnings report, an effective registration statement filed with the Commission, a
report to the Commission on Form 10-K, 10-Q or 8-K, or any other public filing or
announcement which includes such combined results of operations, and (i1) I will not make
any sale, transfer or other disposition of any shares of Parent Common Stock received by
me pursuant to the Merger in violation of the Securities Act or the rules and regulations
thereunder. I have been advised that the issuance of the shares of Parent Common Stock
pursuant to the Merger will have been registered with the Commission under the
Securities Act on a Registration Statement on Form S-4. [ have also been advised,
however, that since I may be deemed to be an affiliate of the Company at the time the
Merger is submitted for a vote of the shareholders of the Company, the Parent Common
Stock received by me may be disposed by me only (1) pursuant to an effective registration
under the Secunties Act, (ii) in conformity with the volume and other limitations of

Rule 145 promulgated by the Commission under the Securities Act, or (iii) in reliance
upon an exemption from registration that is available under the Securities Act.

I also understand that instructions will be given to Parent’s transfer agent
with respect to the Parent Common Stock to be received by me pursuant to the Merger
and that there may be placed on the certificates representing such shares of Parent
Common Stock, or any substitutes therefor, a legend stating in substance as follows:

“THE SECURITIES REPRESENTED BY THIS CERTIFICATE
HAVE BEEN ISSUED IN A TRANSACTION TO WHICH
RULE 145 PROMULGATED UNDER THE SECURITIES ACT
OF 1933, AS AMENDED, APPLIES AND MAY ONLY BE
SOLD OR OTHERWISE TRANSFERRED IN COMPLIANCE
WITH THE REQUIREMENTS OF RULE 145 OR PURSUANT
TO A REGISTRATION STATEMENT UNDER THAT ACT OR
AN EXEMPTION FROM SUCH REGISTRATION.”

It is understood and agreed that the legend set forth above shall be
removed upon surrender of certificates bearing such legend by delivery of substitute
certificates without such legend if I shall have delivered to Parent an opinion of counsel, in
form and substance reasonably satisfactory to Parent, to the effect that the sale or
disposition of the shares represented by the surrendered certificates may be effected

without registration of the offering, sale and delivery of such shares under the Securities
Act.

A-1-2
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1 further understand and agree that Parent is under no obligation to register
the sale, transfer or other disposition of the Parent Common Stock by me or on my behalf
under the Securities Act or to take any other action necessary in order to make
compliance with an exemption form such registration available.

Execution of this letter should not be considered an admission on my part
that 1 am an “affiliate” of the Company as cescribed in the first paragraph of this letter, or
as a waiver of any rights I may have to object to any claim that I am such an affiliate on or
after the date of this letter.

This letter agreement constitutes the complete understanding between
Parent and me concerning the subject matter hereof. Any notice required to be sent to
either party hereunder shall be sent by registered or certified mail, return receipt requested,
using the addresses set forth herein or such other address as shall be furnished in writing
by the parties. This letter agreement shall be governed by and construed and interpreted in
accordance with, the laws of the State of Maryland.

A-1-3
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If you are in agreement with the foregoing, please so indicate by signing
below and returning a copy of this letter to the undersigned, at which time this letter shall
become a binding agreement between us.

Very truly yours,
By:
Name:
Address:
Accepted this ___day
of , 1998.
USF&G Corporation
By:
Name:
Title:
The St. Paul Companies, Inc.
By:
Name:
Title:
A-1-4
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EXHIBIT A-2

[FORM OF PARENT AFFILIATE LETTER]

[Date]

USF&G Corporation
6225 Smith Avenue
Baltimore, Maryland 21209

The St. Paul Companies, Inc.
385 Washington Street
St. Paul, Minnesota 55102

Ladies and Gentlemen:

I have been advised that as of the date hereof, I may be deemed to be an
“affiliate” of The St. Paul Companies, Inc., a Minnesota corporation (“‘Parent”), as such
term (i) is defined for purposes of paragraphs (c) and (d) of Rule 145 of the Rules and
Regulations (the “Rules and Regulations™) of the Securities and Exchange Commission
(the “Commussion’”) under the Securities Act of 1933, as amended (the “Secunties Act”),
or (i1) 1s used in and for purposes of Accounting Series Releases 130 and 135, as
amended, of the Commission. Pursuant to the terms of the Agreement and Plan of Merger
(the “Merger Agreement”), dated as of January 19, 1998, as it may be amended,
supplemented or modified from time to time, among USF&G Corporation, a Maryland
corporation (the “Company”), Parent, and SP Merger Corporation, a Maryland
corporation and a wholly owned subsidiary of Parent (“Merger Sub”), Merger Sub will be
merged with and into the Company (the “Merger”). Capitalized terms used herein but not
defined herein shall have the meanings ascribed to such terms in the Merger Agreement.

I further understand that the Merger will be treated for financial accounting
purposes as a “pooling of interests” in accordance with generally accepted accounting
principles and that the Staff of the Commission has issued certain guidelines that should be
followed to ensure the pooling of the entities.

In consideration of the agreements contained herein, the Company’s
reliance on this letter in connection with the consummation of the Merger and for other
good and valuable consideration, the receipt and sufficiency of which are hereby

A-2-1
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acknowledged, 1 hereby represent, warrant and agree that 1 will not make any sale or
transfer or otherwise dispose of my interests in, or acquire or sell options or other
securities relating to securities of the Company or Parent that would be intended to reduce
my risk relative to, any shares of Common Stock, without par value, of Parent (the
“Parent Common Stock”) or Common Stock, par value $2.50 per share, of the Company
(the “Company Common Stock”) until such time as results covering at least 30 days of
combined operations of the Company and Parent have been published by Parent, in the
form of a quarterly earnings report, an effective registration statement filed with the
Commission, a report to the Commission on Form 10-K, 10-Q or 8-K, or any other public
filing or announcement which includes such combined results of operations.

Execution of this letter should not be considered an admission on my part
that I am an “affiliate” of Parent as described in the first paragraph of this letter, or as a
waiver of any rights I may have to object to any claim that I am such an affiliate on or
after the date of this letter.

This letter agreement constitutes the complete understanding between the
Company and me concerning the subject matter hereof. Any notice required to be sent to
either party hereunder shall be sent by registered or certified mail, return receipt requested,
using the addresses set forth herein or such other address as shall be furnished in writing
by the parties. Thus letter agreement shall be governed by and construed and interpreted in
accordance with, the laws of the Commonwealth of Minnesota.
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If you are in agreement with the foregoing, please so indicate by signing
below and returning a copy of this letter to the undersigned, at which time this letter shall
become a binding agreement between us.

Very truly yours,
Name:
Address:
Accepted this day of , 1998.
The St. Paul Companies, Inc.
By:
Name:
Title:
USF&G Corporation
By:
Name:
Title:
A-2-3
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AMENDMENT NO. 1
TO
AGREEMENT AND PLAN OF MERGER

Among

USF&G CORPORATION,

THE ST. PAUL COMPANIES, INC.

and

SP MERGER CORPORATION

Dated as of February10, [998

NY12529:245194.2
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AMENDMENT NO. 1 TO
AGREEMENT AND PLAN OF MERGER

AMENDMENT NO. 1 TO AGREEMENT AND PLAN OF MERGER
(hereinafter called this “Amendment”), dated as of Februarymy 1998 among USF&G
Corporation, a Maryland corporation (the “Company”), The St. Paul Companies, Inc., a
Minnesota corporation (“Parent”), and SP Merger Corporation, a Maryland corporation

and a wholly-owned subsidiary of Parent (“Merger Subsidiary™).

RECITALS

WHEREAS, the respective boards of directors of each of Parent, Merger
Subsidiary and the Company have determined that the merger of Merger Subsidiary with
and into the Company (the “Merger’), upon the terms and subject to the conditions set
forth in that certain Agreement and Plan of Merger, dated as of January 19, 1998 (the
“Agreement’), among the Company, Parent and Merger Sub51d1ary is advisable and have
approved the Merger; and

WHEREAS, the Company, Parent and Merger Sub desire to make certain
amendments to the Agreement.

NOW, THEREFORE, in consideration of the premises, and of the
representations, warranties, covenants and agreements contained herein and in the
Agreement, the parties hereto agree as follows:

1. Capitalized terms used but not otherwise defined herein shall have the meanings
ascribed to them in the Agreement.

2. The first sentence of paragraph 5.2(d)(i) of the Agreement is amended to replace
the phrase “by the holders of a majority of the shares of Parent Common Stock™ with the
phrase “by the holders of shares of Parent Common Stock and Parent Series B Preferred

Stock representing a majority of the votes represented by the outstanding shares of Parent
Common and Parent Series B Preferred Stock™.

3. Paragraph 7.1(a) of the Agreement is amended to replace the phrase “by the
holders of Parent Common Stock™ with the phrase “by the holders of Parent Common
Stock and Parent Series B Preferred Stock”.

4. This Amendment may be executed in any number of counterparts, each such counter-
part being deemed to be an original instrument, and all such counterparts shall together
constitute the same agreement.

NY12529: 245194.2
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IN WITNESS WHEREOF, this Amendment has been duly executed and

delivered by the duly authorized officers of the parties hereto as of the date first written

above.

NY12529:245194.2

USF&G JORPORATION,

By: '
Name: Norman P. Blake, Jr.
Title: Chairman of the Board, President
and Chief Executive Officer

THE Sh PAUL/COM ES, INC.

o

Name: Dgglas W. Leatherdale
Title: Chairman of the Board, President
and Chief Executive Officer

SP MERGER CO TION

By: -
Name: Dopglas W. Leatherdale

Title;: Ch#irman of the Board, President

d Chief Executive Officer
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US F+6

IR TRANCE
Via Federal E ress Corporate Legal Department

Woriter's Direct No.
(410) 205-6338

January 26, 1998

Maureen Phillips

The St. Paul Companies, Inc.
385 Washington Street

St. Paul, Minnesota 55102

RE: Disclosure Schedules .

Dear Maureen:

Enclosed is a copy of the final disclosure schedules containing eight signature pages
signed by our chairman, Norman P. Blake. Please note that this copy does not include the list of

outstanding stock options (Exhibit A to Section 5.1(b)), which4 is rather voluminous and was
previously sent to Dan Nemo at Sullivan & Cromwell.

After you have had an appropriate official of The St. Paul Companies, Inc. acknowledge
the schedules, please forward a copy to me for our records.

Very truly yours,

Richard D. Moore
Counsel

RDM/dg

TACORPLGIMSWORD\RDM\LETTERS\PHILLIPS.DOC

Umited States Fidelity and Guaranty Cempany Founder's Building 6225 Centennial Way, Mailstop LB 0301 Baltimare, MD 21209

Tel (410} 547-3000 or (800) 838-8734  Fax (410) 205-6366
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The USF&G Corporation Disclosure Letter

Dated: January 19, 199%

The St. Paul Companies, Inc.
385 Washington Street
St. Paul, MN 55102

Re: Company Disclosure Letter

Ladies and Gentlemen:

This letter is being provided to you pursuant to the Agreement and Plan of Merger among
USF&G Corporation (“Company’”), The St. Paul Companies, Inc. (“Parent”) and SP Merger

Corporation dated as of January 19, 1998 (“Agreement”). Unless defined herein all capitalized
terms are as defined in the Agreement.

The following information is disclosed subject to the obligation of confidentiality
contained in the Confidentiality Agreement between The St. Paul Companies, Inc. and USF&G
Corporation and should not be used for any purpose except in furtherance of the transactions
contemplated by the Agreement. The disclosure of information in this Company Disclosure Letter
shall not imply that the disclosed information is or could reasonably be expected to be material in
the context of, or for any other purposes under, the Agreement. The information provided in this

Company Disclosure Letter is being provided solely for the purpose of making the disclosures to
the Parent under the Agreement.

Please be advised of the following:

Section S.1(a) of Company Disclosure Letter

The Company has made available the charter and by-laws or other ogranizational
documents of the Company and the Subsidiaries set forth on Exhibit B to Section 5.1(b) of
Company Disclosure Letter (other than Titan Holdings, Inc. and its subsidiaries).

For purposes of this Agreement, the term “responsible executive officers” means the
following officers of the Company:

1. Norm Blake 8. John MacColl
2. Dan Hale 9. Kim Rich

3. Ken Cihiy 10. Steve Lilienthal
4 Andy Stern 11. John Berger

5. Bob Mueller 12. Glenn Anderson
6. Bob Lamendola 13. Harry Stout

7. Jay Huber*

*Executive officer for purposes of this definition only. Jay Huber is not an executive officer of
the Company for any other purpose.

TANCORPLG\MSWORD\RDM\SHOE\DISCLTR9.DOC
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The Company directly or indirectly owns 100% (99.99% in the case of Affianzadora

Insurgentes Serfin, S.A )(and excluding any directors qualifying shares) of the capital stock of the
following insurance companies (the “Company Insurance Subsidiaries”):

T e T Y T o T e
BRREE8o8x3an s &N ~o

23.
24.

25.
26.
27.
28.

=R R B I M

Afianzadora Insurgentes Serfin, SA

Bosworth Insurance Company, Ltd.

Discover Reinsurance Company

F&G International Insurance, Ltd.

F&G Overseas, Ltd.

Fidelity and Guaranty Insurance Company
Fidelity and Guaranty Insurance Underwriters, Inc.
Fidelity and Guaranty Life Insurance Company
GeoVera Insurance Company

Inner Harbor Reinsurance, Inc.

Mountain Ridge Insurance Company

Northern Indemnity, Inc.

St. George Reinsurance, Ltd. ¢ i Lpmeo
Thomas Jefferson Life Insurance Company
USF&G Business Insurance Company
USF&G Family Insurance Company

United States Fidelity and Guaranty Company
USF&G Insurance Company of Illinois -
USF&G Insurance Company of Mississippi
USF&G Insurance Company of Wisconsin
USF&G Specialty Insurance Company

Victoria Specialty Insurance Company (formerly named Victoria Atek Insurance
Company)

Victoria Automobile Insurance Company

Victoria National Insurance Company (formerly named Victoria Electra Insurance
Company) '

Victoria Fire & Casualty Company
Victoria Select Insurance Company
USF&G Founders Insurance Company
USF&G Pacific Insurance Company

TACORPLG\MSWORD\RDM\SHOE\DISCLTRS.DOC
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29. USF&G Small Business Insurance Company
30. USF&G West Insurance Company
31. Titan Indemnity Company

32. Titan Insurance Company

In addition to the Company Insurance Subsidiaries, the Company participates in the taking
of insurance risk by deploying its capital with Lloyd’s Syndicate 1211 (and its subsyndicates 1411
and 1511), a syndicate managed by Ashley Palmer Limited exclusively for the Company, and by
deploying its capital with certain other Lloyd’s syndicates managed by Ashley Palmer Limited for
other names as well as the Company. The Company also has assumed certain exposures to
catastrophe risks through its purchase of CAT-risk investments, including $10,000,000 in
principal amount of CAT-linked bonds issued by Residential Reinsurance Ltd., a Risk Swap of
$2,000,000 of California catastrophe risk, a number of CBOT CAT options in an aggregate

amount at risk of less than $1,000,000, and $2,000,000 in principal amount of Japanese
earthquake bonds issued by Parametric Re.

The Company conducts certain aspects of its insurance operations through Ashley Palmer
Limited, F&G UK Holdings Limited, F&G UK Investments, Ltd., F&G Underwriters Limited,
F&G Re, Inc., Discovery Managers, Ltd., F&G Specialty Insurance Services, Inc., Charter House
Underwriters, Inc. and three wholly-owned subsidiaries of Charter House Underwriters, Inc., each
of which is a Subsidiary of the Company, as well as certain captive insurance companies
established in connection with the business of Discover Re Managers, Inc. In addition, certain
aspects of Titan’s non-standard automobile business in Texas are handled through Quick-Sure
Auto Agency, Inc., a Texas insurance agency that, for regulatory reasons, is owned by individuals.
Finally, the Company conducts certain commercial lines business through purchasing group
associations or member corporations which are not owned by the Company or its Subsidiaries,
and the Company and its Subsidiaries conduct insurance and reinsurance business through
memberships or participations in certain pools and asssociations.

Certain of the Company’s “Subsidiaries” are partnerships, limited liability companies,
trusts or other non-corporate entities.

The Company directly or indirectly owns equity or similar interests in the following
entities:

1. As described above, the Company deploys capital in several Lloyd’s syndicates and
conducts certain aspects of its insurance operations through Ashiey Palmer Limited, F&G UK
Holdings Limited, F&G UK Investments, Ltd., F&G Underwriters Limited, F&G Re, Inc,,
Discovery Managers, Ltd., F&G Specialty Insurance Services, Inc., Charter House Underwriters,
Inc. and three wholly-owned subsidiaries of Charter House Underwriters, Inc., as well as certain

captive insurance companies established in connection with the business of Discover Re
Managers, Inc.

2. The Company conducts investment advisory and real estate activities through two
indirect, wholly-owned subsidiaries, Falcon Asset Management, Inc. (inciuding Falcon Asset

TACORPLG'MSWORD\RDMSHOE\DISCLTR9.DOC
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Management (Bermuda), Ltd.) and USF&G Realty Advisors, Inc.,, certain claim adjustment

services through Octagon Services, Inc. and certain fraud investigative services through Nemax,
Inc. (recently announced winding down).

3. A substantial portion of the Company’s real estate portfolio is held by United
States Fidelity and Guaranty Company, Fidelity and Guaranty Life Insurance Company, USF&G
Realty, Inc., USF&G Pegasus Realty, Inc. and USF&G Pegasus Partners, Inc. directly or through

equity or similar interests in real estate limited partnerships, corporations or limited liability
entities.

4, As of December 31, 1997, the Company indirectly owned 2,426,137 shares (or
approximately 11.1%) of the common stock of RenaissanceRe Holdings Ltd., which shares were
held of record by United States Fidelity and Guaranty Company.

5. United States Fidelity and Guaranty Company and Fidelity and Guaranty Life
Insurance Company own in the aggregate $12.5 million of Second Priority Senior Secured Notes,
$9.0 miilion of Third Priority Senior Secured Notes, $12.15 million of Senior Subordinated Notes
and $2.85 million of Junior Subordinated Notes issued by Mt. Washington CBO I, Limited. Such
notes were issued by Mt. Washington CBO I, Limited in connection with a $177.35 million
collateralized bond obligation transaction for which Falcon Asset Management, Inc., an indirect,
wholly-owned subsidiary of the Company, is acting as collateral manager. By virtue of its

ownership of certain of such notes, the Company may be deemed to own an equity interest in Mt
Washington CBO I, Limited.

6. In connection with the recent acquisition of Titan Holdings, Inc., the Company
indirectly acquired a premium finance business (Westchester Premium Finance Corporation and its

subsidiaries), and several insurance agencies primarily dedicated to Titan’s non-standard
automobile business.

7. The Company owns all of the common securities (but none of the preferred
securities) issued by USF&G Capital I, USF&G Capital IT and USF&G Capital III, all of which
are statutory business trusts created under Delaware law. USF&G Capital I, USF&G Capital I
and USF&G Capital III have issued an aggregate of $300 million of preferred securities, the

proceeds of which were used by the trusts to purchase certain junior subordinated debentures
issued by the Company.

8. See also the list of the Company’s Subsidiaries included in Section 5.1(b) of
Company Disclosure Letter.

Secondary filings under the HSR Act may be required with respect to the Company’s
investments in PetroCorp, Georgeson International, Inc. and RenaissanceRe Holdings, Limited.
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Section 5.1(b) of Company Disclosure Letter

As of January 15, 1998, 116,470,432 Shares were outstanding. This amount includes the
issuance of Shares to former shareholders of Titan that is described below in Item 3.

The Company Stock Plans consist of the following stock option plans:

Stock Option Plan of 1987

Stock Option Plan of 1990

'Amended and Restated Stock Incentive Plan of 1991

Employee Stock Option Plan of 1994

Stock Incentive Plan of 1997

Discover Re Stock Option Plan

Titan Stock Option Plan

Amended and Restated 1993 Plan for Non-Employee Directors

Wk WN =

As of January 15, 1998, 10,116,531 Shares were subject to issuance pursuant to the

Company Stock Plans. This total includes the options issued in connection with the Titan merger
as described below in Item 3.

As of January 15, 1998, 2,400,000 Preferred Shares were subject to issuance puréﬁant to
the Rights Agreement. .

As of January, 15, 1998, 5,181,588 Shares were subject to issuance upon conversion of
the Convertible Notes.

In addition to the Company Stock Plans, the Company has the following commitments to
issue or deliver Shares:

(1) 57,148 Shares are issuable under the IS Partners Plan pursuant to phantom stock

awards approved in 1996 and 1997. The Company has the option, however, of paying these
awards in either Shares or in cash.

(2) The Company’s Long Term Incentive Plan provides for awards of Shares to
certain senior executives of the Company. Awards are based on a three year performance period,
and are made in March of the first year with payment being made in March of the year following
the end of the three year performance period. The Company establishes a target award for each
three year period and then accrues the award based on performance during the period. Currently,
three LTIP performance periods (1995-1997, 1996-1998, and 1997-1999) are open. The
maximum number of shares awarded with respect to outstanding LTIP awards is 1,148,928. For
executives covered by the Key Executive Severance Plan or the Senior Executive Severance Plan
(which constitute substantially all LTIP participants), these awards would be subject to calculation
as of the date of the merger closing, and cash would be payable in lieu of the Shares. For
purposes of determining the cash payable in lieu of Shares, the following would apply: (i) the
closing date Share price would be used; (ii) percentage achievement levels for each uncompleted
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performance period would be equal to 100% of the target level for that performance period; and

(iii) awards for uncompleted performance periods would be prorated. The Company also intends
to make LTIP awards in the spring of 1998

3) Pursuant to the Agreement and Plan of Merger, dated as of August 7, 1997, with
Titan Holdings, Inc., the Company issued 5,103,632 Shares. The allocation of these Shares to
former Titan shareholders is subject to proration and to be determined after such shareholders
make their elections, the deadline for which is currently January 22, 1998. The Company may
elect to extend this deadline and pay an interest facor during the extension period on the cash
component of the merger consideration. In connection with the merger, the Company also (i)
converted Titan options into Company options, (ii) issued 22,635 restricted Shares and options to
acquire 20,000 Shares to Thomas Mangold (these were in addition to options received by Mr.
Mangold when the Titan options were converted into Company options as described in clause (i)),
and (iii) agreed to issue 21,582 restricted Shares to Mark E. Watson III.

4) The Company’s Dividend Reinvestment Plan allows shareholders of record and
non-shareholders to periodically purchase Shares and reinvest dividends in additional Shares.
Under the Plan, the Company (through The Bank of New York as Plan Administrator) may
deliver Shares to be purchased either by (i) open market purchase, or (ii) directly issuing Shares.

Currently the Plan is in the open market purchase.mode and the Company has no plans to'switch
to the direct purchase mode.

(5) The Company has entered into agreements with various counter-parties to hedge
its obligation to issue Shares pursuant to the Long Term Incentive Plan. Under these
agreements, the Company is required to either purchase Shares or deliver Shares. The total

number of Shares subject to these agreements is 600,000. These agreements may also be settl
in cash.

Attached hereto as Exhibit A to Section 5.1(b) of Company Disclosure Letter is a list of
outstanding options to purchase Shares under the Company Stock Plans as of January 15, 1998.

A list of the Company’s principal Subsidiaries is attached hereto as Exhibit B to Section
5.1(b) of Company Disclosure Letter. In addition to the Subsidiaries listed on Exhibit B, the
Company owns part or all of a number of single purpose real estate Subsidiaries, including
partnerships, limited partnerships, corporations, limited liability companies and similar entities,
that were established to hold specific pieces of real estate. Except for directors qualifying shares
or as set forth in this paragraph or on Exhibit B, the Company directly or indirectly owns all of the
outstanding common stock or similar equity interests in such Subsidiaries. The Company does not
own all of the equity or similar interests in certain of the single purpose real estate Subsidiaries.
The Company owns 100% of the class 2 common stock of Georgeson Intenational, Inc. (as well

as certain shares of preferred stock), but does not own any of the class 1 common stock of
Georgeson.

Pursuant to Section 8.4 of the Shareholders Agreement, F&G UK Investments (formerly
named Ashley Palmer Limited), must provide a right of first refusal to Martin Ashley prior to
transferring more than 50% of the Ashley Palmer shares to a non-affiliate.
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List of Stock Options
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Section 5.1(c) of Company Disclosure Letter

NONE

TACORPLGMSWORD\RDM\SHOE\DISCLTR9.DOC

TRADEMARK
REEL: 1830 FRAME: 0426



Section S.1(d) of Company Disclosure Letter

Paragraph (i)

1. Filings under the Investment Advisers Act of 1940 and corresponding
requirements of the Laws of the State of Maryland are required in connection with a change in
ultimate control of Falcon Asset Management, Inc. and USF&G Realty Advisers, Inc., and may
be required in connection with the USF&G Pacholder Fund, Inc.

Paragraph (ii)

1. Under the Company’s Five Year and 365 Day Credit Agreements (for aggregate
borrowings of up to $450 million), an Event of Default will occur when any person or group of
persons acquires beneficial ownership of 30% or more of the outstanding shares of common stock
of the Company, or a majority of the board of directors of the Company changes. The credit
agreements provide that banks holding 50% or more of the outstanding indebtedness may direct
acceleration of amounts outstanding upon the occurrence and continuance of an event of defauit.

2. Under the Subordinated Debt Securities Indenture between the Company and
Chemical Bank dated January 28, 1994 with respect to the issuance of $220,000,000 Zero
Coupon Bonds due 2009, upon a merger qr sharg exchange the Company must execute a-. :
supplemental indenture providing that each outstanding Zero Coupon Bond shall have the nght to
convert into the securities receivable by holders of common stock as if such security had been
converted immediately prior to the merger or share exchange.

3. Itis an event of default of the lessees under the Lease Agreement among UML
Leasing Inc., as lessor, and United States Fidelity and Guaranty Company and Fidelity and
Guaranty Life Insurance Company, as lessees, dated September 28, 1990, as amended by a First
Amendment dated October 15, 1993 and-a Second Amendment dated November 30, 1994
(collectively, the “UML Lease”), if (1) any person or group of persons shall have acquired
beneficial ownership of 30% or more of the outstanding shares of common stock of the Company
or (ii) during any period of twelve consecutive calendar months, individuals who were directors of

the Company on the first day of such period shail cease to constitute a majority of the board of
directors.

4. Each of the Company’s Surety Aggregate Excess of Loss Reinsurance Agreement,
Surety First Excess of Loss Reinsurance Agreement, Surety Second Excess of Loss Reinsurance
Agreement and Surety Third Excess of Loss Reinsurance Agreement provides that the agreement
may be terminated by the reinsurers thereunder upon a change of control of the Company
Insurance Subsidiaries that are parties to the agreements.

5. Pursuant to a Deed dated January 10, 1997 among the Society of Lloyds, F&G
UK Investments Limited, and Ashley Palmer Limited, notice must be given to Lloyd’s of a change
in the managing agency’s ultimate holding company.
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6. Section 13(e) of the Collateral Management Agreement, dated as of August 28,
1997, between Mt. Washington CBO I, Limited, and Falcon Asset Management, Inc. provides
that the agreement may be terminated by Mt. Washington CBO I, Limited if a material change in
the ownership of shares in Falcon Asset Management, Inc. has occurred.

7. To the extent the Merger constitutes an “assignment”, as such term is defined
under the Investment Advisers Act of 1940, as amended, client consent may be required to be
obtained with respect to the investment advisory agreements, including:

(a) Investment Management Agreement dated as of October 1, 1994 between
The Midland Mutual Life Insurance Company and Falcon Asset Management, Inc.

(b) Investment Management Agreement dated as of September 23, 1996
between WMA International Corporation and Falcon Asset Management, Inc.

(c) Investment Management Agreement dated as of September 30, 1996

between Legal Mutual Liability Insurance Society of Maryland and Falcon Asset Management,
Inc. ‘ .

(d) Investment Management Agreement dated as of March 15, 1997 between
RenaissanceRe Holdings I.td. and Falcon Asset Management, Inc.

(e) Investment Management Agreement dated"a.s of July 28, 1997 between
Grand Pacific Life Insurance, Ltd. and Falcon Asset Management, Inc.

63) Intercompany investment advisory agreements between Falcon Asset
Management, Inc. and/or Falcon Asset Management (Bermuda), Ltd. and the Company and its
insurance company subsidiaries.

(2) Agreements with USF&G Realty Advisors, Inc.
(h) Agreements with respect to USF&G Pacholder Fund, Inc.

8. The Sublease Agreement between Marland Leasing Corp., as lessor, and The
Company, as lessee, provides that it is a condition precedent to the merger of the Company into
another entity, to the consolidation of the Company with one or more other entities, and to the
sale or disposition of all or substantially ail the assets of the Company, that the surviving entity (or
transferee of assets) shall deliver to the lessor an acknowledged instrument in recordable form
assuming all obligations of the Company under the sublease. The Company has covenanted that it
will not merge into another entity, consolidate with one or more other entities or sell all or
substantially all of its assets unless it has complied with the provisions described above.

9. The Company is a party to two agreements with Applied Insurance Research that
require the consent of Applied Insurance Research to any “assignment” of the agreements by the
Company. As defined in Section 10.4 of the agreements, the term “assignment” includes “a
merger, acquisition or change of control of the Company. These agreements are annual
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agreements for licensing of certain catastrophe modeling software used by the Company. The
aggregate annual payments under these agreements is less than $600,000.

10. Also, see Section 5.1(h) of the Company Disclosure Letter with respect to, among
other things, acceleration of vesting of stock options and shares of restricted stock or bonus

arrangements, or certain rights granted under employment contracts, severance plans or stay put
arrangements, in each case in the event of a change in control of the Company.

11.  Five of F&G Re’s finite risk assumytion reinsurance agreements contain provisions
giving the other party the right to terminate the agreements upon a ¢hange of control of F&G Re.
In the event of termination, the other party would be entitled to receive a return payment of cash
from F&G Re that would be approximately offset by a corresponding reduction in a liability on
the Company’s balance sheet. Such termination would, however, have a negative cashflow

impact on the Company. The aggregate amount that could be repayble by the Company if all such
agreements were terminated would be $200 million.
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Section S.1(e) of Company Disclosure Letter

Set forth below is a description of the statutory financial statements provided or made
available by the Company with respect to the Company Insurance Subsidiaries. Except as set
forth below, the Company has not provided statutory financial statements for the Company

Insurance Subsidiaries. The Company has provided audit opinions of Emnst & Young LLP with
respect to the Statutory Financial Statements only as indicated below.

1.

Statutory financial statements have not been provided with respect to Afianzadora
Insurgentes; however, Afianzadora Insurgentes’ balance sheet was reflected in the
Company’s consolidated GAAP balance sheet as of December 31, 1996, and
Afianzadora Insurgentes’ balance sheet and income statement were reflected in the
Company’s consolidated GAAP income statement and balance sheet for the
quarters ended March 31, 1997, June 30, 1997 and September 30, 1997.

Financial statements for Bosworth Insurance Company, Ltd. were provided for the
years ended December 31, 1995 and 1996. An audit opinion was provided with
respect to both the 1995 and the 1996 financial statements.

Statutory financial statements for Discover Reinsurance Company were provided
for the years ended December 31, 1995 and 1996 and the six months ended June
30, 1997. No audit opinion was provided with respect to the financial statements.

Financial statements for F&G International Insurance, Ltd. were provided for the
years ended December 31, 1995 and 1996. An audit opinion was provided with
respect to both the 1995 and the 1996 financial statements.

No financial statements were provided with respect to F&G Overseas, Ltd., which
did not begin insurance operations until 1997.

* Statutory financial statements for Fidelity and Guaranty Insurance Company were

provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30, 1997. An audit opinion was provided with respect to both the
1995 and the 1996 financial statements.

Statutory financial statements for Fidelity and Guaranty Insurance Underwriters,
Inc. were provided for the years ended December 31, 1995 and 1996 and the six

months ended June 30, 1997. An audit opinion was provided with respect to both
the 1995 and the 1996 financial statements.

Statutory financial statements for Fidelity and Guaranty Life Insurance Company
were provided for the years ended December 31, 1995 and 1996 and the six

months ended June 30, 1997. No audit opinion was provided with respect to the
financial statements.

GeoVera Insurance Company was first licensed in 1997 and was not required to

file an Annual Statement for 1996. A quarterly statement for the quarter ended
June 30, 1997 was provided. This statement was not audited.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Statutory financial statements for Inner Harbor Reinsurance, Inc. were provided
for the years ended December 31, 1995 and 1996 and the six months ended June

30, 1997. An audit opinion was provided with respect to both the 1995 and the
1996 financial statements.

Statutory financial statements for Mountain Ridge Insurance Company were

provided for the year ended December 31, 1996. An audit opinion was provided
with respect to these financial statements.

Financial statements for Northern Indemnity, Inc. were provided for the years
ended December 31, 1995 and 1996 and the six months ended June 30, 1997. No
audit opinion was provided with respect to these financial statements.

Financial statements for St. George Reinsurance, Ltd. were provided for the years
ended December 31, 1995 and 1996. An audit opinion was provided with respect
to both the 1995 and the 1996 financial statements.

Statutory financial statements for Thomas Jefferson Life Insurance Company were
provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30, 1997. No audit opinion was provided with respect to these
financial statements.

Statutory financial statements for USF&G Business Insurance Company were
provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30, 1997. An audit opinion was provided with respect to both the
1995 and the 1996 financial statements.

Statutory financial statements for USF&G Family Insurance Company were :
provided for the years ended December 31, 1995 (partial year November 1995
through December 31, 1995) and 1996 and the six months ended June 30, 1997.

An audit opinion was provided with respect to both the 1995 and the 1996 .
financial statements. '

Statutory financial statements for United States Fidelity and Guaranty Company
were provided for the years ended December 31, 1995 and 1996 and the six

months ended June 30, 1997. An audit opinion was provided with respect to both
the 1995 and the 1996 financial statements.

Statutory financial statements for USF&G Insurance Company of Illinois were
provided for the years ended December 31, 1995 (partial year April 1995 through
December 31, 1995) and 1996 and the six months ended June 30, 1997. An andit

opinion was provided with respect to both the 1995 and the 1996 financial
statements.

Statutory financial statements for USF&G Insurance Company of Mississippi were
provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30, 1997. An audit opinion was provided with respect to both the
1995 and the 1996 financial statements.
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20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

Statutory financial statements for USF&G Insurance Company of Wisconsin were
provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30. 1997. An audit opinion was provided with respect to both the
1995 and the 1996 financial statements.

Statutory financial statements for USF&G Specialty Insurance Company were
provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30, 1997. An audit opinion was provided with respect to both the
1995 and the 1996 financial statements.

Statutory financial statements for Victoria Specialty Insurance Company (formerly
named Victoria Atek Insurance Company) were provided for the six months ended
June 30, 1997. 1997 was the first year of operation for Victoria Specialty

Insurance Company. An audit opinion was not provided with respect to these
financial statements.

Statutory financial statements for Victoria Automobile Insurance Company were
provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30, 1997. No audit opinion was provided with respect to these
financial statements.

Statutory financial statements for Victoria National Insurance Company (formerly
named Victoria Electra Insurance Company) were provided for the six months
ended June 30, 1997. 1997 was the first year of operation for Victoria National

Insurance Company. An audit opinion was not provided with respect to these
financial statements.

Statutory financial statements for Victoria Fire & Casualty Insurance Company
were provided for the years ended December 31, 1995 and 1996 and the six

months ended June 30, 1997. No audit opinion was provided with respect to these
financial statements.

Statutory financial statements for Victoria Select Insurance Company were
provided for the years ended December 31, 1995 and 1996 and the six months

ended June 30, 1997. No audit opinion was provided with respect to these
financial statements.

No statutory financial statements have been provided with respect to USF&G

Founders Insurance Company because this company was not formed until
December 1997,

No statutory financial statements have been provided with respect to USF&G

Pacific Insurance Company because this company was not formed until December
1997.

No statutory financial statements have been provided with respect to USF&G

Small Business Insurance Company because this company was not formed until
December 1997.
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30. No statutory financial statements have been provided with respect to USF&G

West Insurance Company because this company was not formed until December
1997.

31. Statutory financial statements have not been provided with respect to the
Company’s participation in Lloyd’s Syndicate 1211; however, this participation is
reflected in the Company’s GAAP financial statements for the year ended
December 31, 1996 and the quarters ended March 31, 1997 and June 30, 1997.

32.. The Company has not provided stututory financial statements or related audit
opinions with respect to Titan Indemnity Company and Titan Insurance Company.
The Company has delivered or made available a copy of the Titan merger proxy
statement, which included summary financial information for Titan Holdings, Inc.

for the nine months ended September 30, 1997 and 1996 and the years ended
- December 31, 1996, 1995, 1994 1993 and 1992.

Certam of the Company Insurance Subsidiaries were formed after January 1, 1994, and
were subject at the time of formation to routine organizational examinations. The Company has
not provided any copies of these organizational examinations. In addition, the Company has not

provided examination reports with ‘respect to T'tan Indemmty Company or Titan Insurance
Company.:

~- .
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During 1997, the Company issued 22,000 restricted Shares to Kevin Nish under the terms
of a Restricted Stock Agreement.

The Company paid bonuses, issued stock options, paid long term incentive compensation
and adjusted salaries in March, 1997. Such payments and adjustments were made in March 1997
in the ordinary course. See also Section 5.1(h) of the Company Disclosure Letter.

The information provided with respect to the last sentence of Section 5.1(f) relates orily to
senior vice presidents and above (i.e., Grade 21 and above) and does not include any employee of ~
a Subsidiary whose title is senior vice president or above if such person does not have an
employee grade that is at least Grade 21.
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Section S.1(g) of Company Disclosure Letter

Non-claim Litigation:

John Kelly Smith
i - W
Wi -
%
3
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Items with an asterick (*) have “change in control” or similar provisions.

Section 5.1(h) of Company Disclosure Letter

Item (i)

Set forth below is a list of the Company’s Compensation and Benefit Plans:

Summary Plan Description (USF&G Emplovee Benefits Book)

USF&G Corporation Flexible Benefits Plan, as amended and restated effective January 1,
1996, including the Health Care Flexible Spending Account, the Dependent Care Flexible

Spending Account, USF&G Corporation Point-of-Service Self-Funded Plan, and the USF&G
Corporation Employee Dental Benefit Plan

Group Life Insurance Policy issued to United States Fidelity and Guaranty Company by
Connecticut General Life Insurance Company

Group Insurance Contract issued to United States Fidelity and Guaranty Company by Fidelity

and Guaranty Life Insurance Company with respect to Accidental Death and Dismemberment
Coverage :

5;‘ " USF&G Long-Term Disability Plah, as amended and restated effective as of [January 1, 1996]

10.

11.

12.
13.
14.
15.
16.
17.
18.

6. USF&G Short-Term Disability Plan, as amended and restated effective as of January 1, 1993
. Group Long Term Care Insurance Policy for employees of United States Fidelity and

Guaranty Company issued by Aetna Life Insurance Company

Financial Planning for employees of USF&G provided by The Ayco Company, L.P. pursuant

to a Service Agreement dated as of January 1, 1996 between The Ayco Company, L.P. and
USF&G Corporation

The USF&G Legal Plan effective January 1, 1996

Blanket Accident Policy issued to United States Fidelity and Guaranty Company by the Life
Insurance Company of North Amenca

USF&G Corporation Retiree Medical, Dental and Medicare Supplement Plan effective as of
January 1, 1993

Retirement Pension Plan for U.S.A. Employees of USF&G Corporation

USF&G Supplemental Retirement Plan

USF&G Capital Accumulation Plan (formerly USF&G Savings and Investment Plan)
Executive Deferred Bonus Payment Plan

Director Retirement Plan (applicable to Walker, Harvey, Allard and Frey)
*Stock Option Plan of 1987 (Section IVa)

*Stock Option Plan of 1990 [Section IV(a)]
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19.
20.
21.
22.
23.
24.
235.
26.
27.

28.

29.
30.

31

34.

35.

36.

37.

38.

39.

40.
41.

42

*Amended and Restated Stock Incentive Plan of 1991 [Section I(c), ITI(c)]
*Empioyee Stock Option Plan of 1992 [Section ITI(c)]

*Employee Stock Option Plan of 1994 (Resolution #3)

*Stock Incentive Plan of 1997 [I(e), III(c)]

Discover Re Stock Option Plan

Titan Stock Option Plan

Amended and Restated 1993 Plan for Non-Employee Directors

Stock Appreciation Rights Plan and Agreement for Paul Ingrey

*USF&G Corporation Stock Incentive Plan of 1991 Restricted Stock Agreement with Kevin
Nish [Section I(b)(ii)]

The Company has agreed to pay Fred Gurba (Surety) a $100,000 retention bonus that is
payable in 1998 (approximately April) and has had preliminary discussion with him regarding
a restricted stock grant.

Employment Agreement dated November 10, 1993 with Norm Blake

*USF&G Supplemental Executive Retirement Agreement (relating to Norman P. Blake, Jr.)
[Section 16]

. Executive Consulting Agreement with Paul Ingrey
32.

33.

Employment Agreement with George Estes of Discover Re

Employment Agreement with Scott Doyle of Discover Re (curréntly the terms of a new
employment and consulting agreement are being negotiated with Scott Doyle)

[Agreements with Dan Dennison and Michael Buck of Castle Pines]
USF&G Corporation Severance Policy and 1996 5500

*Compensation and Benefit Plans of Discover Re, including Founders Award Incentives Plan,

Founders LTIP, Key Employees Annual Incentive Plan, Health & Welfare Plan and Discover
Re 401(k) Plan.

Compensation and Benefit Plans of Victoria Plans Financial Corporation, including 1996
Victoria Sales Incentive Plan and Victoria 401(k) Plan, Victoria Health & Welfare Plan.

Compensation and Benefit Plans of Castle Pines, including 401(k) plan, flexible benefits plan
and welfare benefits pian

Compensation and Benefit Plans of English Turn, including flexible benefits plan and welfare
benefits plan '

Compensation and Benefit Plans of Northern Indemnity, Inc.
*USF&G Corporate LTIP Plan [I(g), IlI(g)]

. Management Incentive Plan (MIP)
43,

Vailue Involvement Performance Plan (VIP)

44. IS Partners Compensation Plan; “Catalyst” Award Program; IS Principies Plan
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45.
46.
47.
48.
49.
50.

S1.
52.
53.
54.
55.
56.
57.

58.
59.

60.

61

IS Catalyst - Information Services Project Bonus Incentive Plan
Claim Compensation Program

Realty Advisors 1997 Compensation Program

Afianzadora Insurgentes Executive Compensation Plan

CIG GM/RVP MIP & Emerging Distribution Compensation Plan

FBIG Plans, including the CAS Compensation Plan, MIP, APM, Supervising Underwriter.
All FBIG plans are currently under review.

Falcon SVP Compensation target levels and broad bonding structure
CRC Compensation Plan

F&G Re 1996 Plan target levels

Charter House Incentive Bonus Plan

Home Office and Field Executive Management Compensation Plan targets

F&G Life Compensation Plans

In the ordinary course of its business, USF&G makes offer letters to certain potentml
employees setting forth certain of the terms of their employment.

Executive Split Dollar Life Plan

$

F&G Re, Inc. has employnient agreements with three employees in Hong Kong and one
employee in the United Kingdom.

Additional Charter House agreements

¢ Employment Agreement dated January 1, 1997 between F&G Insurance Semces, and
David Cooper

e Employment Agreement dated January 1, 1997 between F&G Insurance Services, and
Del Powell

e Employment Agreement dated January 1, 1997 between F&G Insurance Senﬁces, and
Dave Van Dyke

e Employment Agreement dated January 1, 1997 between F&G Insurance Semces, and
and Travis Shamel

¢ Employment Agreement dated January 1, 1997 between F&G Insurance Services, and
Delbert Butts

. Afianzadora Insurgentes Compensation and Benefit Plans

¢ See List of Insurgentes benefit plans attached hereto as Exhibit A to Section 5. 1(h) of
Company Disclosure Letter

¢ Employment Agreements with certain employees of Afianzadora Insurgentes

o Letter Agreement dated May 5, 1997 with John Welch, Chief Financial Officer of
Afianzadora Insurgentes
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Inpatriate agreement with an employee from Afianzadora Insurengtes working in the
United States

62. Titan Compensation and Benefit Pians

In connection with the acquisition of Titan, employment agreements were entered into
(or are in negotiation) with Mark E. Watson, Jr. (Consuiting Agreement and Non-

competition Agreement), Thomas E. Mangold, Mark E. Watson ITI, Michael Arledge
and Merle Harris.

Employment Agreements in place at the time of the transaction that are still in force consist of
the folowing:

Employment Agreement with Michael W. Grandstaff, dated January 1, 1994:

Agreement renews annually with base salary at $100,000, and provides for additional
bonus and profit sharing.

Employment Agreement with Dennis Walsh, dated February 1, 1996: four (4) year
term, $80,000 base salary.

Employment Agreement with Raymond E. Fuson, dated September 13, 1996:
terminable at will. s

Employment Agreement with Embrey C. Stuitz, ITI, dated October 1, 1994: three (3)
year term, $84,000 base salary plus bonus.

Consuiting Agreement with Emest Solomon, dated May 1, 1995: five (5) year term.
Consﬁlting Agreement with Stepheh Easley, dated Fe'bruary 1, 1996.

Employment Agreement with Terry Nolan, dated July 1, 1997: Base Salary $95,000.
If his position is eliminated before July 1, 1998, due to change of control, Titan will

provide closing costs on his home in San Antonio and pay to ship his belongings back
to Vail, CO.

Employment Agreement with Ned Watson, dated June 16, 1997;: One Year Period
ending June 15, 1998, Base Salary $130,000, bonus up to fifty percent (50%) of base.

Employment Agreement with Scott Fitkin, dated June 9, 1997: Base Salary $125,000
plus $15,000 sign on bonus, bonus up to thirty (30%) percent of base.

Employment agreements with WPAC marketing erhployees (Woodson A. Huggins -
Base pay: $35,000 + commissions; Linda S. Leos - Base pay: $30,000 + commissions;

Lisa Brightman - Base pay: $30,000 + commissions; Jack Shell - Base pay: $30,000 +
commissions)

At the time of the acquisition commitments also were made with respect to severance,
retention and benefits to all employees providing in general as follows: (i) two weeks
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severance per year of service, minimum of two months; (ii) up to one year’s severance
for certain officers; (ii1) protection if recently relocated; and (iv) substantiaily the same
benefits for one year and no subsequent overall reduction of benefits

Offer letter for Titan Public Entity State Manager (including equity incentives).

Certain affiliates of Titan have assumed, pursuant to the Tri-West Asset Purchase
Agreement, the outstanding contractual obligations under various employment
agreements with employees of Tri-West (many of whom had been prior owners of
agencies whose assets were sold to Tri-West).

See List of Titan benefit plans attached hereto as Exhibit B to Section 5.1(h) of
Company Disclosure Letter.

Titan Employment Retention and Severance letters (approximately 75-100
individuals).

63. Compensation and Benefit Plans relating to Ashley Palmer, including the following: ..

64.
63.

Ashley Palmer Holdings Limited Staff Pension Scheme with Lloyd’s Superannuation
Fund (the “Ashley Palmer Scheme”). Tthe obligations under the Ashley Palmer
Scheme were transferred to Ashley Palmer Limited in connection with the purchase of

certain assets of Ashley Palmer Syndicates. See Item (viii) below for additional
information regarding the Ashley Palmer Scheme.

Ashley Palmer Limited operates a private health insurance arrangement for the bmgﬁt
of it UK employees which is insured with “BUPA”, v

Ashley Palmer Limited provides 26 weeks of short term disability and has committed
in the employment agreements to establish a permanent health insurance scheme
providing benefits after 26 weeks of consecutive incapacity.

Service [Employment] Agreement dated December 31, 1996 among Ashley Palmer
Limited, David Reed and USF&G Corporation

Service [Employment] Agreement dated December 31, 1996 among Ashley Pa.lmer
Limited, Justin Tweedie and USF&G Corporation

Service [Employment] Agreement dated December 31, 1996 among Ashley Palmer
Limited, Martin Ashley and USF&G Corporation

Service [Employment] Agreement dated December 31, 1996 among Ashley Palmer
Limited, Nicholas Boardman and USF&G Corporation

Service [Employment] Agreement dated October 13, 1997 between Ashley Palmer
Limited and Simon Allport

Service [Employment] Agreement dated August 1, 1997 between Ashley Palmer
Limited and Andrew Steel McKinna

Offer of employment to Christopher Price by Ashley Palmer Limited dated October
27, 1997

*USF&G Corporation Senior Executive Severance Plan

*USF&G Corporation Key Executive Severance Plan
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66. *F&G Life Executive Retention and Severance Plan

67. Kim Rich $100,000 relocation bonus

68. Shalom Saar Agreement (severance and consulting)

69. F&G Life Sales Incentive Plan (50 participants in sales and marketing)

70.  Tuition Reimbursement Plan

71.  CIG Workers Compensation Severance and Retention Agreements

72.  CIG Transportation Transition Team Severamce and Retention Agreements
73.  John Reed Separation Agreement

74.  Elizabeth Dunn Separation Agreement

75.  Joe Thielen Separation Agreement

76.  Marita Zuraitis Relocation Loan Agreement

Item (v

1. Retirement Pension Plan for U.S.A. Employees of USF&G Corporation.

The actuarial valuation for the most recent plan year ended prior to the date hereof has not
been completed as of the date hereof. However, based on the actuarial report for the plan
year ended December 31, 1996, the actuarially-determined accrued liabilities was

$332,150,032 and the market value of assets was $348,362,546. A copy of this actuarial
report has been provided to Parent.

-

2. USF&G Supplemental Reﬁrement Plan.
3. USF&G Supplemental Executive Retirement Agreement (Norman P. Blake, Jr.)

[Liabilities for Items (v)(2) and (3) are reflected on Company Financial Statements in
accordance with GAAP.]

4. Ashley Palmer Scheme.

No amounts due in respect to this scheme were unpaid, as of March 31, 1995. By letter

dated July 25, 1996, from Watson Wyatt, actuaries, the Ashley Palmer Scheme was sufficiently
and effectively funded on an ongoing basis as of March 31, 1995.

Item (vi

1. The following Compensation and Benefit Plans provide retiree health and life benefits:
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(a) USF&G Corporation Executive Split Dollar Life Insurance Plan.

Provides coverage of five times basic salary for Executives Grade 23 and above
and four times basic salary for Executives Grades 19 through 22. Executives become 25%
vested after five years, grading annually to 100% vesting after 15 years. If a covered
employee retires or becomes disabled, Company contributions continue for the total
period specified by the Plan (generally 10 years if Executive was age S5 or older at the

Plan’s effective date or, if Executive was younger than 55, until the later of age 62 or 20
years).

(b) USF&G Retiree Medical, Dental and Medicare Supplement Plan effective as of
January 1, 1993 :

(c)  In connection with Mr. Ken Cihiy’s original employment in May 1993, the
Company contractually agreed to provide certain retiree health benefits to Mr.
Cihiy on attainment of age 50. Mr. Cihiy has vested in this contractual benefit.

Item (vii)

The change in control contemplated by the Merger may (x) entitle certain employees of
the Company or its Subsidiaries to severance pay or (y) accelerate the time of payment or vesting
or trigger payment of compensation or benefits under, or increase the amount payable or trigger

other material obligations pursuant to those Conpensation and Benefit Plans listed in Item (i)
which have been designated with an asterick.

Upon a change of control (as defined below), the employee shareholders of Ashley Palmer
Limited may elect to terminate their Service Contracts with the Company and receive the value of
their salary and other contractual benefits which they would otherwise have received under their
Service Contracts through January 1, 2000 (pursuant to Section 14 of their Service Agreements).

Martin Ashley will be entitled to employment benefits through September 3, 2002, including full
pension. In addition, the employees have the right to put and the Company has the right to call
their shares of Ashley Palmer Limited stock (pursuant to Section 8.8 of the Shareholders
Agreement). “Change of control” is defined as “a sale, merger, acquisition, consolidation or other
transaction involving USF&G [Corporation] pursuant to which USF&G is not the surviving
ultimate holding company and within the 6 month period immediately thereafter both the
President of F&G Re . . . and the Chief Executive Officer of the surviving ultimate holding
company” are different than those immediately preceding the event. For purposes of the Service
Agreements, an acquisition of more than 50% of the issued share capital of the Company by
entities unaffiliated with USF&G is also deemed a change of control.

The USF&G Corporation Senior Executive Severance Plan and the USF&G Corporation
Key Executive Severance Plan each provide that the individuals covered thereunder will receive a
cash payment within 30 days of the approval of the merger by the Company’s stockholders equal
to the value of all outstanding long-term incentive plan awards. These plans provide further
severance benefits ranging from one to three times compensation, plus benefit continuation,
acceleration of deferred compensation and supplemental pension benefits and certain other
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amounts (including tax gross-up payments for Executives in the Senior Executive Severance
Plan). ‘

All Company Stock Plans and awards thereunder provide for accelerated vesting as a
result of the change in control contemplated by the Merger.

USF&G Supplemental Executive Retirement Agreement (Norman P. Blake, Jr.) provides
for the acceleration of vesting of deferred compensation.

Paul Ingrey -- Stock Appreciation Rights Pian and Agreement providing for acceleration
of vesting of stock appreciation rights (payable in cash).

Discover Re Founders Annual Incentive Plan provides for vesting of deferred bonus
amounts upon the charnge in control contemplated by the Merger.

Discover Re Founders Long-Term Incentive Plan provides for acceleration of vesting and

payment of deferred shares (based on the maximum target award) upon the change in control
contemplated by this Merger.

F&G Life Executive Retention Incentive Plan provides fof accelerated vesting and « .- ...
payment of certain amounts in the event of a change in control of F&G Life. It is not anticipated
that the change in control contemplated by the Merger will trigger payments under this Plan.

P~ INN

Item (xi)

Amounts payable to the following individuals pursuant to the USF“&G Corporation Senior
Executive Severance Plan may be characterized as an “excess parachute payment”:

e g r

Anderson, Glenn
Blake, Jr., Norman
Cihiy, Kenneth
Hale, Dan
Lamendola, Robert
Lewis, Jr., Thomas
Lilienthal, Stephen
MacColl, John
Rich, Kim

Stern, Andrew
Stout, Harry

In addition, amounts received (or deemed to be received) by these individuals under the Company
Stock Plans or other plans in which they participate may be taken into account in determining
whether these individuals receive amounts characterized as “excess parachute payments.”
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Exhibit A to Section 5.1(h)
of Company Disclosure Letter

TITAN BENEFIT PLANS

L. TITAN LIFE & DISABILITY

A

2. TITAN MEDICAL
A.

GROUP TERM LIFE/AD&D (LIFE: 2 x annual salary to a maximum of =

$100,000; AD&D: 2 x annual salary to a maximum of $50,000) Standard
Insurance Company.

= .

SHORT TERM DISABILITY (pays after 14 days of disability at 60% of the first

$3,333 of predisability earnings, reduced by Deductible income for 90 days minus

the length of the waiting period; maximum would be $2,000 weekly) Standard
Insurance Company.

LONG TERM DISABILITY (payp after 90 days of disability at 60% of the first

$16,667, or a maximum of $10,000 monthly before reduction by deductible
income; pays to age 65, death or return to work).

The above benefits are provided e.ﬂ'ective on the ﬁrst day of the mbntil"ﬁ lowi T

30 days of employment.

MEDICAL INSURANCE in San Antonio, and all other locations with exception
Michigan: Provided by Prudential Health Care after 90 days of employment;
Empioyees share in the cost of the coverage at approximately 12.5% of the total
premium; total premium being determined by the tier (i.e. empioyee only,
employee and spouse, employee and children or family).

MEDICAL INSURANCE in Michigan: Provided by Blue Cross/Blue Shield; a
managed care Point of Service Plan. Employees pay a portion of premiums at

approximately 12.5% of total premium. Eligibility for Coverage is after 90 days of
employment.

DENTAL INSURANCE at all locations (provided by Prudential Heaith Care after
90 days of employment); with a choice of a traditional plan or a DMO (managed

care); This is a 100% empioyer sponsored plan; Titan pays the full premium
regardless of tiers of coverage.

FLEXIBLE SPENDING ACCOUNT: Provided by Prudential Service Bureau;
Features include Dependent Care Reimbursement, Unreimbursed medical, and pre-
tax healthcare premiums; enroliment eligibility requires 90 days of employment.
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3.  TITAN RETIREMENT

401(k): Administered by Prudential Mutual Funds; Eligibility for enroilment -- first

quarter following one year of employment. See attached Titan Holdings, Inc. 401(k) Plan
Summary Plan Description.

4 TITAN VACATION/SICK DAY

A PAID TIME OFF: (SAN ANTONIQ) (combination of vacation and sick leave).
Begins accruing on first day of employment at: s
FULL TIME EMPLOYEES: 10 hours/month for 1-4 years of service; 13. 13
hrs./mo. for yr. 5-9; 16.25 hrs. for yrs. 10-14; 19.38 for yrs. 15+. Maximum carry-
over from one year to next is 75 hours; excess goes into "reserve" bank for
medical emergencies, i.e. FMLA.
PART TIME EMPLOYEES: Accrue at a reduced rate depending on the number
of hours per week they are scheduled to work. T S
* No PTO can be taken the first three months of employment.

bl

B. VACATION TIME: (MICHIGAN) Two weeks of vacation per year, to-be used
by a pre-identified date; SICK IEAVE is given-at one week per yeas, can be
carried over year to year up to 2 maximum of 65 days or 520 hours.

-

C.  VACATION/SICK LEAVE: (RETAIL): Vacation: one week after one year, .-
two after two years; three after five or more; Sick: -accrues at rate of 4 hn.lmo :

for a total not to exceed one week or 40 hrs. /yr. of employment. -

D. HOLIDAYS OBSERVED: New Year's Day, Good Friday, Fiesta Friday (in San
Antonio), Memorial Day, Fourth of July, Labor Day, Thanksgiving and following
Friday, Christmas Day. Other locations substitute a "floating" holiday for the
Fiesta Friday.

E.

DRC's HOLIDAYS OBSERVED: New Year's Day, Memorial Day, Fourth of
July, Labor Day, Thanksgiving Day, Christmas Day.

F. CONTINUING EDUCATION PROGRAM: [IIA/CPCU classes offered --

registration fees and books paid by Titan; College courses that are job related are
reimbursed with a passing grade.

See attached Benefits Plan, Blue Cross/Blue Shield Blue Care Network of Michigan,

Community Blue PPO, Plan 2 Including PCD, Preferred Rx Prescription Drug Program,
Vision Program.
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6. PEP BONUS INFORMATION

Performance through Participation employee profit sharing program. Every full-time
employee working for Titan Auto in Michigan and Anzona (exclusive of agency
employees) who was employed for the most recent full quarter is an eligible participant.

PEP bonuses are allocated from a PEP benus pool based on (1) 50% allocated evenly to
each participant and (ii) 50% allocated to each participant based on his or her relative base
salary. Payments are made within forty-five (45) days after the end of each quarter (but
not until the independent audit is completed at yearend). The PEP bonus pool, which is
subject to board approval, is currently 2%. of Titan Auto pre-tax net income. Any
employee 401(k) matching expenses are deducted from the pool and, accordingty, the

pool ends up running close to'1.5% of pre-tax net income. For the first three quarters of

the year, the Company pays 1.25% of pre-tax net income and then settles up for-the full
pool at yearend. :
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Exhibit B to Sectiom 5.1(h)
of Company Disclosure Letter

AFYTANZADORA INSURGENTES | m--
BENEFITS INFORMATION
ECONOMIC BENEPFTITS

MONETARY SENEFITS

GENERAL. BENEXIIS

Anpual Sonus. Annual Bonus based on seniorxrity, 30
days of gsalary from 1 ve 3 yvears, 15 days of:-salary
from 4 to 6 years, 40 days of salary after 6 years
(days of monthly base salary, ineluding if- suech is
the case, sgniority compensacion).

sach vear,

It is; granted’
S0% on tha firstc half of Novembar- and the

remaining SO% on the firzac h.alﬁ ot Dccembe:.

..... K ,.._-

mm_snm Due to the transfer of :h- w
or the Bonding Company to che sarvices
there is no obligation o
gicultanecusly,

craated,
-with a
salaries,

subsidiary,

this paywmant;
a diffarsnt compensation s beén

which is equivalent to 1 meonth of' salary,
masimum of 8

minimum monthly
payable annually. (Clause
Collective Bargaining Agreemsnt)

make

‘oanking
40" of tha

In accordance to the Federal Labor Law, persounel
shall have a right ta perceive 10% of the company!
income.

social sacurity quotas
emplovees.

darkera Sacial Security quaras. The instictution paye
cha

corrasponding toe the

Yagcarion Premium. A 50% premium on the base salaxy
ia paid for tha

vacation period., payable at tha
request of the worker without exceeding the vyea
during which it is entitled to it.

Eond fReanefirs  (Deapensal. This benefic dJdisappeared
with the crsation of tha services subsidiary.
X

/

=
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=
A monthly amount of $20.00 is paid by meana of. food
coupons for each worker and for each relacive who
dapends on him (wife and children) and an additional
$5.00 for each business day of the month

Savings __Tund. The insctitution contribucas of a«
monthly basis to the fund, 13% of the monthly salary
with a maximum equivalent

te 13%v of 107 ggpneral
monthly minimum wages of the corresponding rsgion

The withdrawal of principal and interest acerued b\r
the contributiona of the company and

the workers

shall be made on an annual basis (loans are nﬂc
gran:ad agairm: the Savings E'und\ o T

'\»
sanm:m_mmn This beneflit disappeared wt:h I'.M
creation of the servicas auhatdiary

’
With a seniority of five years,

the worker shall be
entitled to 2.0833% of the minimum monthly bamking
wage

in effect in tche location, which ashall be

increased in the same percentage every five years
until forcy years are raachad.

fiftaen days and

The payment ghall be made ofn  a pro-rata basis every

shall he a part

of :hn' worker*s
monthly salary.

Seniority in Yaars

Factor ¥

5 to 9 years 2,083133
10 to 14 years 4,16666
15 to 19 years 6,24999
20 to 24 years 8,331332

28 to 29 yearas 10,416665
30 o 34 years 12,49998
34 to 39 vyears 14,58331
A0 or more years 16,.66664
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REEL: 1830 FRAME: 0448

\{(\h



.,
'~
. -

3:
INDIVIDUAL. ZENEFITS.

8.

g.

10.

characteriscics of
types of
applicable:

Autcomoinile _Bonua. Special
granted cthrough the salary

following schedula:

The sum of S$S600.00 ia granted once,
aeniority of 3 years.

7

. Accofding to the spacific

cercain ctitles, =he following

premiuma baged on rasults gshall be
Bame. Intended for personal subjeat - ‘to
avaluacicn based on goals and income (granted
semi-annually) . _ e . e
ua.na.nemén:. Intended for the support pml
from che manager level (garences} t&° uppcr
levels (g:am:ad semi-annually).

W’. Intended for uniocnized and. noa-
unionized personnel which do not reosives

pramiums of any other kind (granced annually) .

Lagal. Intended 3solely

] Eor the legal avea,
based on the rasults of proceadings,
of funds and the

recovery
(granted quarterly). -

of claim payssnts

Compensacory Premium
in accordance with the

—ay -

Title Moprhly Bonus
Direccors $4,.100.00
Under-Directors $3,200.00
Managara

$3,300.00

Maxrriage Sonus. Thias benefit disappeared with tcha
creacion of the services suhsidiary

with a minioum
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GENERAL. RENEFITS. '

11l.

12.

13.

d~

NON VMONETARY SENEFITS

Medical Service. Tha institution concerned. for tha
health of its personnel and rstired and pemsions
perasonnel, as well as other emticled parciss,
pEsvidas Complete Madical Services ia accordance €O

cthe provisions of the subscitution agrsesant- wh
the Mexican Social Security Instituta. - =
It' operatas through private doccors, madial
ingtitutions, pharmacies, laboratories and. visios
canters at each working aite. e
i A
Lifs Tnsurance. Parsonnel and pensicnad psescansl
are covered by a life insurance covering (L) - paeural
death with a bhnefit of 40 cimes che last- bass

monthly salary cr pension and (ii) accidencal dsacth
with the double of such amount. 5

Pengion Plan. AAMA Plan: Life pension (indaxed in
aceordance to the Naticnal Consumer Price Index) at

65 years of age and a minimum senicrity of 15- years.
Possible Guarantaed Pension.

2.5% for each yesar of services calculated at che
average salary of tha two previous years.

Each worker at the age of fifty-five years with a.
minimum seniority of thircy £five years,

or. Sixty
vears of age notwithstanding his seniority, shall ba
encitled to a retirement pension for lifs. This
pension is supplementary to the old age and carly

retirement granted by tha Mexican Social Seecurity
Instizuca.

Tha amount of this pension ia deatermined considaring
2.5‘

for ecach year of services ac the average

menchly salary for the previcus five year period
including the completce Annual Bonua.
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14.

1S.

g

Yagatigons.

=

Personnal shall be entitled to an- annual

vacation pericd according to the following achndul.:

Senioxity in Years

-1480: - yeaxrs

Y -Fx o

: 10

4 to 9 years 15

10 o 24 years 20 o
25 vears and above 20 I

1 to 10 years

20
‘11 to 15 years 2S
16 .years and above 30

f
)
Employees snall ba entitled to cheir ann\n]... i.od
of v:ea:ion- wi.t:hin the

six months following: the
maturity of each year of servicas.

These vagations

consideration.

are not cumulacive and may not be exchanged. 202 as

NMon-Working Days. Tha days conasidered as nan-vortiug

on which the employees shall be entitled to their
salary ars the following:

[

.

January 1&t.
February S
‘“Thursday and Friday of Eascer
May §
September 16
Novembar 2
Novembar 20
Oecember lst.

Bvery six vears,

in the event thare is a
change in the countcry's pressidency

Decembar 2S
The days determined by the local orxr fedazral

election laws far those daye on which loeal
elections are going to take place.
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l6.

17.

18.

addirionally:

e Qctoher 12
s November 1ist.
* Dscember 12

Speres, Arts and _Culturs. The institution shall
grant facilicies and financial aid requirsd for thea
promotion,

develcopment and practice. of achletic,
artiatic and recreational activities
employees.

a month cthe
Scholarsnips and _Seminars. The
grant facilities for seminars,

iasticution: ahall
and any other training coursas.

courses, confearsnces

Reach.

or of a person with life long pension, tha- parsons
dasignated as bensficiaries shall have the right .to

In tha avant of natural death of an employee

a life insurance equivalent te 40 months of! salary :.
or pension, and 80 montha of salary or pmiun in

the event of acc:.den:al daath.

In case of death. permanent incapacity or disability
of an emplovee in service or a retired employee with
life long pension, his beneficiaries shall reecaive
from tha iastitution:

a. six months of salary or pemnsion to which the
employee or ratired employees was entitled to
at the time the death occurraed;

b. funeral expanses for up to two months.of such
salary or pension;

c.

S0% of the salary or pansion that the employee
received at the momant of his dJdeath payable
monthly during the eighteen months £ollowing
the daath;
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9-
All of these benefits shall not exceed forty times
the minimum bank salary corresponding to. such
aconomic zone. .

19.

Digabiliry. In the event of disability dua to labor
accidents, che ~mployee shall ba entitled

to S50%
more of tha benefits established under cths. Social
Securitcy Law. a

20.

lnaurance

far __Major _ Medical _ Fipensss: The
ingticution shall provide t2 the employeeas. locatad .
in a sctate of tha United Mexican States, where ths
Ganeral Medical Service ' is net contraceed, an
ingurance policy for $500,000.00 (Five Hundred
Thousand Pesos) against payment of $350.00 (Tweo
Hundred and Fifty Pesos). e
. Lt TN o ——
21. lUpiforma. For d purposes - af' maintaining as good
inscitucional imags, all unionized secretariss shall
have the right to receive two uniforms psr YEAT.

.‘5._’
22.

Check-1lp for Fxscurives. Third level officers or
Exacutive Directors,

as well as thair respective
husband or wife shall have the right co. an: annual
medical chack-up.

QIHER BENEFTITS

23. loans through the C U1 2. Tha employee requestiag a

loan with prefersntial rates to the Credit Onitc fox
Personnel (C.U.P.)

musat waive ta the conditions of
the locan-banefit he 13 entcitled to.

Below is che
description of cthe principal requirements fOor the

granting of loans from the C.U.P.

Type of Laan: (a) Car

{b) Mortgage

&
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2S.

9
1f the employee has any amount ocutstanding under an
aucomobile ‘loan, the employee shall contraces a- £ull
coverage policy.

Life Insurance Concxacted by a3  Mortqage.. lOAD
Received ., The emplcyee shall contract and pay a life
insurance for an' amount equal to'the unpaid.balance
of tha loan,

designating the institution as: first
beneticiary.

Additionally, tha emplovee shall obtain

against fire. explosion and earcthquake for tha total
value of the real. estate.

Both gt‘oup

insurances
institution

are negotiatad | by the
at . a preferential cost amd axe
discounted every fifteen days through the pny-mu

until the mortgage loan is paid in full.

iasurancs

AT
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Section 5.1(i) of Company Disclosure Letter

A See Section 5.1(m)(v) of the Company Disclosure Letter regarding pending tax
audits.

B. The Company’s indirect, wholly-owned subsidiaries Falcon Asset Management,
Inc. and USF&G Realty Advisors, Inc. are registered investment advisors under the Investment
Advisors Act of 1940, as amended, and, as such, are subject to periodic review by the SEC. The
Company has no knowledge that any such review is pending.

C. The State of Ohio is currently conducting a review of Victoria Fire & Casualty
Company’s compliance with state escheat laws.

TACORPLGIMSWORD\RDM\SHOE\DISCLTR9.DOC
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Section 5.1(j) of Company Disclosure Letter

NONE

TANCORPLGIMSWORD\RDM\SHOE\DISCLTR9.DOC
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Section 5.1(k) of Company Disclosure Letter

1tem (ii

200, 300, and 400 Atlanta Technology Center. The Owner of these three buildings is a
subsidiary of Fidelity and Guaranty Life Insurance Company. The Owner, in the process
of selling an adjacent parcel known as 100 ATC, discovered certain groundwater
contamination, which the Owner believes was caused by a nearby dry cleaner. Subsequent
to the discovery the Owner notified the Georgia Environmental Protection Division and on
January 10, 1997 that Division sent a letter to the Owner stating that 100 ATC would not
be listed on the Georgia Hazardous Site Inventory. The parcel was subsequently sold on
June 19th, 1997 for $2,447,910 and the sale was structured with a view to

ongoing liability to the Owner. No groundwater tests were performed on 200, 300 and
400 ATC. The Owner is currently negotiating a contract of sale for the 200, 300 and 400
parcels for $11,500,000. The potential buyer has been put on notice of the groundwater

contamination on the 100 parcel and plans to perform groundwater tests as part of its due
diligence.

Item (iii

100 Atlanta Technology Center. A subsidiary of Fidelity and Guaranty Life Insurance
Company previously owned an improved parcel in Atlanta, Georgia. The subsidiary, in
the process of selling the parcel, discovered certain groundwater contamination, which the
subsidiary believes was caused by a nearby dry cleaner. Subsequent to the discovery the
subsidiary notified the Georgia Environmental Protection Division and on January 10,
1997 that Division sent a letter to the subsidiary stating that 100 ATC would not be listed
on the Georgia Hazardous Site Inventory. The parcel was subsequently sold on June

19th, 1997 for $2,477,910 and the sale was structured with a view to minimizing liability
to the subsidiary.

Old Orchard. A subsidiary of the Company acquired an office development through
foreclosure in 1994. The Fidelity and Guaranty Life Insurance Company and United
States Fidelity and Guaranty Company previously held loans on the property. Certain
hazardous wastes were discovered on the parcels prior to foreclosure. The subsidiary only
purchased at the foreclosure sale the portion of the property believed to be clean and the

subsequent sale of the parcel in 1996 for $8,500,000 was structured to minimize liability
from any contamination.

TACORPLGWMSWORD\RDM\SHOE\DISCLTR9.DOC
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Section 5.1(1) of Company Disclosure Letter

NONE
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Section S.1(m) of Company Disclosure Letter

1tem (iv

Latest year examined was 1981. Statute open from 1983 forward due to net operating
loss carryover position.

Item (v)

IRS Examinations:

1. The Internal Revenue Service is currently examining USF&G Corporation &
Subsidiaries’ (USF&G) 1992 and 1993 tax years. Their focus is primarily on the Life subgroup’s
tax reserve computations. There are basically three IDRs outstanding at this time. The actuaries
are still in the process of calculating the absolute dollar impact of these IDRs. In connection with
the audit, USF&G is filing 1992 & 1993 amended tax returns claiming approximately $5.2 million
of research and development credit carry forwards, of which $S million will be utilized in 1993.
The IRS has indicated that these research and development claims will be carefully scrutinized.

y . .

2. . Prior to the current audit, the IRSrperformed a full examination of USF&G's 1981
tax year and surveyed USF&G’s 1989 tax year. The IRS decided not to formally examine the
1989 year due to USF&G’s large net operating loss and resulting cash tax position for 1989.

3. ° The Internal Revenue Service has assessed $300,000'in TIN (Taxpayer

Identification Number) penalties for the 1994 year. A letter requesting abatement of penalties has
been sent. Probability of abatement is favorable.

4. The Internal Revenue Service is currently performing an audit of English Turn
Joint Venture, a partnership in which a Company Subsidiary is a general partner and tax matters
partner, with respect to foregiveness of certain indebtedness in 1994.

State Tax Examinations:

1. Maryland Sales Tax Audit - Sales tax auditors are currently examining 7/1/91
through the present. The assessed liability is $614,307 plus penalties and interest, which is
currently being appealed. A large portion of this liability is generated by the auditor reclassifying
installation charges as fabrication costs. Strategically, USF&G is presently working on mitigating

this potential liability by utilizing a research and development exemption available against
Maryland sales tax.

2. Kentucky Workers Compensation - Auditors are proposing $500,000 refund to
policyholders. The rates charged to customers did not equal amount submitted to Kentucky. The
amounts submitted to Kentucky were correct. USF&G is currently appealing the decision and is
working on abating penaities, netting interest, and obtaining better records.
TACORPLGMSWORD\RDM\SHOE\DISCLTR.DOC
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3. Connecticut Sales Tax - Auditor is proposing a $61,000 assessment (including
penalty and interest) for the 1993 - 1996 tax years. USF&G is currently appealing.

4. Illinois Income Tax - Audit in progress. Refunds expected. Because Illinois grants

a premium tax credit for income taxes paid by an insurance company, the audit should have no
“bottom-line” impact.

5. The State of New York is currently conducting a sales tax audit of software sales
by Insurance Automation Systems, Inc. IAS, a forraer operating subsidiary of Victoria Financial
Corporation, operated a rating disk software business until the business was sold in March of
1997. The estimated exposure is approximately $30,000.

6. The State of Texas has indicated its intention to perform a franchise tax audit of

Titan Holdings, Inc. The Company estimates that the potential exposure to the Company is
approximately $72,000.

Item (x)

Favorable letter ruling exists under Section 382 of the Code.

TACORPLGWMSWORD\RDM\SHOE\DISCLTR9.DOC
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Section 5.1(n) of Company Disclosure Letter

Collective bargaining agreement in force between Servicios Corporativos Insurgentes
Serfin, S.A. de C.V. and the Sindicato Nacional de Trabajadores de Instituciones Financieras y
Bancarias, Organizaciones y Actividades auxiliaries de crédito, empleados de oficina, similares
y conexos de la Republica Mexicana.

TACORPLG\MSWORDRDM\SHOE\DISCLTR9.DOC
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Section 5.1(0) of Company Disclosure Letter

NONE

TACORPLGWMSWORD\RDM\SHOE\DISCLTRS.DOC
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1.

Section 5.1(p) of Company Disclosure Letter

The following agreements contain provisions limiting the ability of the Company to

solicit certain customers or compete for certain business:

a)

b)

g)

Under a Broker Agreement dated July 1, 1996 among Gemsco, Inc., Plus Excess, Inc.,
Professional Liability Underwriting Services, Inc., Plus Managers, Inc., (collectively,
“Broker”), USF&G Specialty Insurance Company and United States Fidelity and
Guaranty Company, the Broker has been appointed as the companies’ exclusive agent
for marketing or sohcntmg the USF&G Insurance Wholesalers E&O Program. This
exclusive appointment is applicable only to USF&G Specialty Insurance Company and

United States Fidelity and Guaranty Company. The Agreement may be terminated on
ninety (90) days prior written notice.

General Agency Agreement dated November 21, 1996 between United States Fidelity
and Guaranty Company and Insureco Services, Inc. This Agreement provides for
Insureco to be the exclusive agent for mortgage and auto force placed property
insurance. The agreement is for two years, but is currently terminable by United
States Fidelity and Guaranty Company upon 180 days written notice as a result of a
change in control of Insureco. The agreement applies to affiliates controlled by,
controlling or under common control with United States Fidelity and Guaranty

Company. Ifthe agreement is terminated by change of control, no post termination
restrictions will apply.

General Agency Agreement dated April 21, 1997 between Poe & Brown, Inc. and
United States Fidelity and Guaranty Company relating to the sale of the Manufacturers
Protection Plan. The Agreement is exclusive only if specific products are designated
in writing as exclusive. No products have been nor will be designated as exclusive.

I el

Agreément with Rollins Hudig of Missouri, Inc.

Strategic Agreement - Technology Market between United States Fidelity and
Guaranty Company and Sedgwick, Inc. and certain of its subsidiaries, dated July 1,
1997. By the terms of the agreement, Sedgwick is granted the exclusive right to sell
products jointly developed under the Agreement for a period of six (6) months in the

surplus lines market. The agreement may be terminated upon ninety (90) days prior
written notice.

Agreement and Amendment dated 1/31/97 between United States Fidelity and
Guaranty Company, USF&G Family and Business Insurance Company and the Iowa
Bankers Association. The agreement runs until 12/31/99 and designates the
association’s captive agency as the exclusive agent for Iowa financial institutions

business. The exclusive arrangement may be terminated if written premium is less than
$1,000,000 in any year.

Independent Agency Agreement dated January 1, 1994, as amended by an Amendment
to Independent Agency Agreement effective June 1, 1996, between Holmes, Murphy

TACORPLGMSWORD\RDM\SHOE\DISCLTRS.DOC
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& Associates, Inc., United States Fidelity and Guaranty Company, Fidelity and
Guaranty Insurance Company, Inc., and USF&G Insurance Company of Wisconsin.
The agreement appoints Holmes, Murphy as exclusive agent of USF&G Insurance

Company of Wisconsin in Iowa. The agreement may be terminated upon 180 days
prior written notice.

h) UK Cooperation Agreement between Independent Insurance Company Limited and
United States Fidelity and Guaranty Company effective January 14, 1997. During the
term of the agreement and for one (1) year after termination, United States Fidelity
and Guaranty Company and its subsidiaries may not solicit policyholders of
Independent that were introduced to United States Fidelity and Guaranty Company by

Independent. The Agreement may be terminated upon ninety (90) days prior written
notice.

i) US Cooperation Agreement between United States Fidelity and Guaranty Company
and Guardian Insurance Company of Canada dated June 4, 1997. The Agreement may
be terminated upon ninety (90) days prior written notice. During the term of the
Agreement and for one (1) year thereafter, USF&G and each of its insurance company

subsidiaries may not solicit policyholders of Guardian that were introduced to USF&G
by Guardian.

j) Australasian Cooperation Reinsurance Agreement between FAI General Insurance
Company Limited and certain of its affiliates and United States Fidelity and Guaranty
Company and certain of its affiliates, dated as of October 10, 1997. During the term
of the Agreement and for one (1) year thereafter, neither United States Fidelity and
Guaranty Company nor its affiliates may knowingly solicit policyholders of FAI who
were introduced to USF&G by FAIL. In addition, during the term of the Agreement
and for one (1) year thereafter, neither United States Fidelity and Guaranty Company
nor its affiliates may knowingly sell an insurance product to any person on risks in
Australia if that person is an FAI policyholder and FAI sells that line of insurance.

k) US Cooperation and Reinsurance Agreement between FAI General Insurance
Company Limited and certain of its affiliates and United States Fidelity and Guaranty
Company and certain of its affiliates, dated as of October 10, 1997. During the term
of the Agreement and for one (1) year thereafter, neither United States Fidelity and
Guaranty Company nor its affiliates may knowingly solicit policyholders of FAI who
were introduced to USF&G by FAL In addition, during the term of the Agreement
and for one (1) year thereafter, neither United States Fidelity and Guaranty Company
nor its affiliates may knowingly sell an insurance product to any person on risks in
Australia if that person is an FAI policyholder and FAI sells that line of insurance.

) Cooperation and Reinsurance Agreement for the Australasian Technology Market
dated October 10, 1997 between FAI General Insurance Company Limited and its
insurance company subsidiaries and United State Fidelity and Guaranty Company and
its insurance company subsidiaries. During the term of the Agreement, United States
Fidelity and Guaranty Company and its insurance company subsidiaries will not market
or sell in Australia, New Zealand, the Islands of the South Pacific, Papua New Guinea,

Hong Kong, Guam, and Saipan any insurance products that compete with the policies
TACORPLGWMSWORD\RDM\SHOE\DISCLTR9.DOC
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produced through the joint technology program. In addition, during the term of the
Agreement United States Fidelity and Guaranty Company and its insurance company
subsidiaries will not develop any insurance products for the Australasian Technology
Market without first providing FAI the exclusive opportunity to participate with
United States Fidelity and Guaranty Company in developing such insurance products.
The Agreement may be terminated upon 180 days prior written notice, such notice not
to be given on or before December 31, 1998.

m) Strategic Alliance Agreement for the International Technology Market between FAI
General Insurance Company Limited and its insurance company subsidiaries and
United States Fidelity and Guaranty Company and its insurance company subsidiaries,
dated October 10, 1997. In countries other than Europe (excluding Russia), Latin
America, South America, the United States and Australia, FAI shall be the lead
company in developing strategic alliances with local insurance companies and shall
have the exclusive right to develop such alliances. During the period in which the
retrocession agreement relating to the alliance is in effect, United States Fidelity and
Guaranty Company and its affiliates shall not market or sell insurance products in any
country if such products compete with products covered by the alliance. The

Agreement may be terminated upon 180 days prior written notice, such notice not to
be given on or prior to December 31, 1998.

n) CIGNA/USF&G Management Agreement for International Exposures between
CIGNA Insurance Company and United States Fidelity and Guaranty Company.
During the term of the Agreement and for two (2) years thereafter, United States
Fidelity and Guaranty Company (and its insurance company subsidiaries and affiliates)
may not knowingly solicit any CIGNA international advantage policyholder for

incidental international coverages provided under the Agreement. The Agreement
expires March 31, 1998.

0) Management Agreement for USF&G Global Ocean Cargo between the Insurance
Company of North America and United States Fidelity and Guaranty Company on
behalf of itself and its insurance company subsidiaries and affiliates. During the term
of the Agreement and for two (2) years thereafter United States Fidelity and Guaranty
Company (and its insurance company subsidiaries and affiliates) may not solicit,
negotiate with or provide any ocean cargo or war coverages to any of Insurance
Company of North America’s ocean cargo or war policyholders. The Agreement

expires on December 31, 2000 and may be terminated upon 180 days prior written
notice.

p) Pursuant to Section 4.1 of the Shareholders Agreement with the Ashley Palmer
Limited employee shareholders, the Company has agreed that prior to September 3,
2002, it will not directly or indirectly engage in the business of, or have any interest in,
a managing agent at Lloyd’s other than Ashley Palmer Limited unless the business of
such other managing agency is transferred to Ashley Palmer Limited. The Company
does not believe that this agreement will constrain The St. Paul Companies, Inc. from
maintaining its existing managing agencies or from acquiring other managing agencies
in Lloyd’s so long as they are operated independently of Ashley Palmer.

TACORPLGWMSWORD\RDM\SHOE\DISCLTR9.DOC
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q) Pursuant to a Program Management Agreement between ASSURCO and Titan
Indemnity Company, Titan Indemnity has covenanted “for and on behalf of itseif and
its affiliates” that for a period of 36 months after termination/expiration of the
agreement, they will not offer workers compensation insurance to “any account
insured by any of” the Assurco insurance affiliates (Guard Insurance Group, Inc.).

r) In connection with the sale of substantiaily all of the assets of Insurance Automation
Systems, Inc., a wholly owned subsidiary of Victoria Financial Corporation, pursuant
to an Asset Purchase Agreement dated March 7, 1997 among Victoria Financial
Corporation, Insurance Automation Systems, Inc. and InsureQuote/IAS, Inc., Victoria
and IAS agreed that for a period of three (3) years from the effective date of the
Agreement they would not engage in or compete with or own any corporation,
partnership or any other entities that engages in or competes with the IAS business as
such was conducted by IAS on the closing date of the Asset Purchase Agreement.

s) Stock and Asset Purchase Agreement between Titan and Educators Personal
Insurance Center Agency, Inc. Titan Indemnity Company and certain of its
subsidiaries are subject to a non-compete agreement pursuant to which Titan is

prohibited from producing or underwriting non-standard auto business in Minnesota
using the Titan name for three (3) years.

t) Program Management Agreement between Titan Indemnity Company and Casuaity

Reciprocal Exchange, Reciprocal Exchange, and Equity Mutual Insurance Company,
effective January 28, 1997.

u) Purchase Agreement between Titan Indemnity Company and the Connecticut Surety
Company, dated March 1, 1996. Under the Purchase Agreement, the Titan

Companies agree not to conduct miscellaneous surety activities in the United States
for five (5) years after the date of closing. '

v) Casualty Managed Care Agreement between QMC3, Inc. and Titan Indemnity
Company, dated June 28, 1996. The term of the Agreement is indefinite, but can be
terminated by either party with 60 days’ prior written notice. During the term of the

Agreement, Titan Indemnity Company may not enter into similar agreements with
other parties.

w) In connection with the Company’s exit from the transportation business, United States
Fidelity and Guaranty Company has agreed to sell its bus and limo business consisting
of approximately $13 million in written premium, to Legion Insurance Company and
its affiliated MGA, Professional Underwriters, Inc. As part of this sale, United States
Fidelity and Guaranty Company has agreed that, for a period of two (2) years after
closing, neither it nor any of its insurance company subsidiaries will write or offer to
write insurance for any of the accounts sold to Legion through a program similar to
the USF&G Transportation Segment program. This agreement does not apply to any
company engaged in the Lloyd’s market, the reinsurance business or the alternative

risk transfer business, or to any company that becomes affiliated with USF&G through
a merger or acquisition or similar transaction.

T:\CORPLG\MS WORD\RDM\SHOE\DISCLTR9.DOC
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x) United States Fidelity and Guaranty Company is currently negotiating a strategic
alliance agreement with KeyCorp (and certain of its banking and insurance agency
affiliates) for the establishment of a direct response property and casualty insurance
program to be offered to customers of Key. As currently proposed, the agreement
would include a prohibition against United States Fidelity and Guaranty Company
entering into an agreement with any other bank to provide a bank direct response
program (as defined in the agreement) to small business customers located in any of

the 13 states targeted by the Key program if such competing program offers any of the
specific lines of business offered under the Key program.

y) ‘Ifi addition, the Company is currently negotiating or has recently completed
agreements with several third parties that may contain exclusivity or non-compete
provisions. These include agreements with (i) Williams Underwriting Group, Inc.
regarding the appointment of Williams as the exclusive agent for Real Estate Agents
and Brokers E&O; (ii) Victor O. Schinnerer & Co. regarding the appointment of -
Schinnerer as the exclusive agent for Insurance Agents and Brokers E&O; (jii) Willis

Corroon regarding the appointment of Willis Corroon as the exclusive agent for the
sale of insurance for cellular telephones and accessories so long as premium goals of
$7,500,000, $15,000,000, and $25,000,000 are met in 1998, 1999 and 2000,
respectively; and (iv) Litigation Risk Management, Inc. relating to LRM providing

“'~ ‘certain patent enforcement evaliatior® services to the Company.

z) Agency and Distribution Agreement dated April 1, 1993 between Fidelity and
Guaranty Life Insurance Company and R. W. Durham & Company, as amended on
August 18, 1993. The agreement provides Durham with the exclusive right to market
certain annuity products during the term of the agreement and provides that F&G
Life’s right to sell certain of such products shall terminate upon termination of the
agreément. The exclusive provision of this agreement is currently in the process of
being amended. ' B '

aa) Independent Agency Agreement with Fred A. Moreton & Company, as amended
through September 1, 1997. Under the Agreement, USF&G Insurance Company of
Wisconsin has appointed Moreton as its exclusive agent in the State of Idaho. The
Agreement may be terminated by either party upon 180 days notice.

2. United States Fidelity and Guaranty Company is a party to a Maintenance Services
Agreement with NCR Corporation for maintenance on hubs, routers, and switches for USF&G
network computers. This agreement provides that NCR will be the exclusive provider of
maintenance services for the equipment covered by the agreement for a period of two years from

April 3, 1997. Total payments under this agreement are approximately $3.6 miilion over the two
year term.

3. United States Fidelity and Guaranty Company is negotiating or has completed a
Maintenance Services Agreement with NCR Corporation for maintenance on its key production
servers. This agreement provides for NCR to be the exclusive provider of maintenance services
for the equipment covered by the agreement for a period of three years from the date of execution

of the agreement. Total payments under this agreement are expected to be approximately $4.0
million over the three year term.

TACORPLGWMSWORD\RDM\SHOE\DISCLTRS.DOC
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4. Under an agreement with GE Investments, USF&G Realty Advisors, Inc. has
agreed to offer to GE Investments the right to participate in 50% (by amount loaned) of loans in
excess of $20 million that Realty Advisors originates. The agreement, which was executed during
1997, is a three year agreement, but may be terminated upon 90 days notice.

5. The Company has entered into agreements with ERS (roadside services) and
Kozen & O’Connor (subrogation claims) pursuant to which such parties will be the exclusive
provider of services. These agreements are terminable on 120 days notice or less.

6. The Company has an exclusive arrangement with TaTa Consulting Servicés for
year 2000 modifications to its Legacy systems.

7. The Company has an agreement with Intercom for the provision of PC and
desktop installation and services.

TACORPLGWMSWORD\RDM\SHOE\DISCLTRY.DOC
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Section 5.1 of Company Disclosure Letter

NONE
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Section S.1(r) of Company Disclosure Letter

NONE

TACORPLGIMSWORD\RDM\SHOE\DISCLTR9.DOC
-41 -

TRADEMARK
REEL: 1830 FRAME: 0470



Section 5.1(s) of Company Disclosure Letter
Item (ii)

1. See information disclosed under Section 5.1(d) of Company Disclosure Letter

regarding reinsurance agreements that may be subject to termination by the other party thereto as
a result of the merger.

2. During 1996, Fidelity and Guaranty Life Insurance Company entered into a
coinsurance transaction with Keyport Life Insurance Company pursuant to which F&G Life

transferred approximately $1.0 billion of reserves (including unearned premium, loss and loss
adjustment expense reserves).

3. In addition, the Company ceded more than 2% of its consolidated gross premium
income to the National Workers Compensation Reinsurance Pool during each of 1996 and 1997,

and ceded more than 2% of its consolidated gross premium income to Vesta Fire Insurance
Corporation during 1997.

4, During 1997, Fidelity and Guaranty Life Insurance Company entered into a
coinsurance transaction with London Life Reinsurance Company that involved a transfer of
approximately $142 million of reserves by Fidelity and Guaranty Life Insurance Company. Such
amount exceeds 2% of the Company’s consolidated gross premium income for 1997.

Item (v)

In the ordinary course of Fidelity and Guaranty Life Insurance Company’s business, F&G
Life enters into hold harmiess agreements with school districts and other education-related entities
to the extent necessary to do business with such entities.

TACORPLG\MSWORD\RDM\SHOE\DISCLTR9.DOC
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Section S.1(t) of Company Disclosure Letter

NONE
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Section 5.1(u) of Company Disclosure Letter

Items (iii)

The Company owns 20% of the stock of Pacholder Associates, Inc., which owns the other

50% of the general partnership interests in Pacholder & Company.

T:\CORPLG\MSWORD\RDM\SHOE\DISCLTRS.DOC

Lo W

R N

UL ER O

TRADEMARK
REEL: 1830 FRAME: 0473



Section 6.1(a) of Company Disclosure Letter

NONE

Section 6.11(b) of Company Disclosure Letter

See attached Exhibit A to Section 6.11(b) of Company Disclosure Letter.

Section 7.2(c) of the Company Disclosure Letter

All of the Contracts identified in Section 5.1(d)(ii) of the Company Disclosure Letter.

Very truly yours,

USF§G CORPORATION

é

By: Norman P. Blake
Its: Chairman of the Board, President
and Chief Executive Officer

ACKNOWLEDGED BY:
THE ST. P COMPANIES, INC.

By: Douglay*W. Leatherdale
Its: Chairman, President and
and Chief Executive Officer
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EXHIBIT A to Section 6.11(b)
of Company Disclosure Letter
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USF&G Severance Pay

All employees not covered by an empioyment or severance agreement who are terminated within 12 months of the close of the
transaction will be provided with tump Sum Pay and pay for Benefits Continuation at the time of termination. Lump Sum Pay and
Benefits Continuation pay will also be provided if a position is relocated more than 50 miles from the current work site and a»
employee daciines the relocation. tump Sum Pay and Benefits Continuaton pay will be provided based on the following:

Notice Period: Following the close of the transaction, empioyees will be provided with minimum notice prior to the termination of :
position:

Base Pay At Minimum
Termination Notice Period
< $80.000 . 2months
>= $80.000 < $95,000 3 months

>= $95.000 :_4 months

Lump Sum Pay: 2 weeks severance for each year of service (prorated to cover full months worked in partial years).
8 week minimum. 52 week maximum.

Benefits Continuation: All terminated empioyees are eligibie for COBRA medical and dental benefits continustion upon their

enroliment. At the time of termination, in addition to Lump Sum Pay, eligible employees will receive a iump sum payment equal

to a number of months cast of COBRA coverage for their in-force fevels of medical and dental benefits net of tax withhoiding, on
the following schedule:

“<iyesr . 3 months COBRA costs . V)
" >= 1 yoar < 5 years ' 6 months COBRA costs '
>= § years < 10 years 12 months COBRA costs i
_>= 10 yours < 15 years 15 months COBRA costs ;
_>= 1S years 18 months COBRA costs !

Accrued Incentive:

MIP Plan participants terminated between the close of the transaction and the payment of the FY1988 MIP will receive a partial

pian year 1998 MIP payment prorated to date of termination, assuming target financial performance, subject to individual ™
performance assessment. The prorata calculation will consider the number of full and partial months servics between 1/1/88 anc
the date of tarmination, excluding any severance period. The prorata MIP will be paid as a lump sum at the time of termination.

Career Transition Services:
All employees will be eligible for professional outplacement gervices.

Coordination of Benefits: Lump Sum Pay and Benefits Continuation Pay will be available to ail empioyess whose positions are

eliminated, regardiess of their eligibility for retirement and/or stay bonus. Employees who leave during their notice period will be
efigible for their Lump Sum Pay and Benefits Continutation Pay.

Release of Claims: Benefits are contingent upon employee execution of a releases of all claims against the company, in a form
acceptable fo the company.

sowpo 01/1998 3:00 PM
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The St. Paul Companies, inc.
385 Washington Street

St. Paul, Minnesota 65102-1336
Telephone 512.221./911

January 19, 1998
USF&G Corporation

6225 Smith Avenue
Baltimore, Maryland 21209

Re: Parent Disclosure Letter

Ladies and Gentlemen:

This letter is being provided to you pursuant to the Agreement and Plan of Merger by and

e between The St. Paul Companies, Inc. (“Parent”), SP Merger Corporation and USF&G
Corporation (“Company”) dated as of January 19, 1998 (“Agreement”). Unless defined herein
all capitalized terms are as defined in the Agreement.

The following information is disclosed subject to the obligation of confidentiality contained in
the Confidentiality Agreement, dated October 28, 1997, between Parent and the Company and
should not be used for any purpose except in furtherance of the transactions contemplated by the
Agreement. The disclosure of information in this Parent Disclosure Letter shall not imply that
the disclosed information is or could reasonably be expected to be material in the context of, or
for any other purposes under, the Agreement. The information provided in this Parent Disclosure

Letter is being provided solely for the purpose of making the disclosures to the Company under
the Agreement.

Please be advised of the following:

Section 5.2 (b)

The Responsible Executive Officers of the Parent are as follows:

Douglas W. Leatherdale Chairman, President and Chief Executive Officer

Patrick A. Thiele Executive Vice President, President and Chief Executive
Officer-Worldwide Insurance Operations
Paul J. Liska Executive Vice President and Chief Financial Officer
Bruce A. Backberg Senior Vice President, Chief Legal Counsel and
Corporate Secretary
Howard E. Dalton Senior Vice President and Chief Accounting Officer
Greg A. Lee Senior Vice President-Human Resources
James F. Duffy President, St. Paul Re, Inc.
TRADEMARK
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USF&G Corporation
Parent Disclosure Letter
Page 2

The Subsidiaries, both foreign and United States domestic, of the Parent that conduct insurance

operations (collectively, the “Parent Insurance Subsidiaries™) are:

St. Paul Fire and Marine Insurance Company

St. Paul Mercury Insurance Company

St. Paul Guardian Insurance Company

The St. Paul Insurance Company

The St. Paul Insurance Company of Illinois

St. Paul Surplus Lines Insurance Company
Seaboard Surety Company

St. Paul Fire and Casualty Insurance Company

St. Paul Indemnity Insurance Company

St. Paul Property and Casualty Insurance Company
St. Paul Insurance Company of North Dakota
Athena Assurance Company

St. Paul Medical Liability Insurance Company
Economy Fire and Casualty Company

Economy Preferred Insurance Company
Economy Premier Assurance Company
Northbrook National Insurance Company
Northbrook Property and Casualty Insurance Company
Northbrook Indemnity Company

Seaboard Surety Company of Canada

St. Paul Reinsurance Company Limited

St. Paul International Insurance Company Limited
St. Paul Insurance Espana, Seguros Y Reaseguros S.A.
New World Insurance Company Limited

St. Paul Argentina Compania de Seguros S.A.

St. Paul Insurance Company (S.A). Ltd.
Botswana General Insurance Limited

Seguros St. Paul de Mexico, S.A. de C.V.

St. Paul (Bermuda), Ltd.

St. Paul Re (Bermuda), Ltd.

Lesotho National Insurance Holdings Limited

St. Paul Surety Europe Limited
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TISF&G Corporation
Parent Disclosure Letter
Page 3

Non-Insurance Parent Subsidiaries not wholly owned by the Parent which conduct activities
which are material to Parent are as follows:

e Parent owns 77% of the voting common stock and voting power (100% of Class B common

stock) of The John Nuveen Company, a publicly-traded company which conducts investment
banking and asset management activities.

e Parent owns 81% of the common stock of St. Paul Venture Capital, Inc., which conducts
the Parent’s venture capital operations.

Section 5.2 (¢)

The following is a list of Parent stock option and other plans for which the Parent Board of
Directors have reserved for issuance shares of Parent Common Stock (“Parent Stock Plans™).

Plan Name Reserved Shares

Parent 1994 Stock Incentive Plan 3,769,245
Non-Employee Director Stock Retainer Plan 78,129
1988 Stock Option Plan 1,205,424

Minet Stock Plan 208,505

St. Paul International Stock Plan 111,565

1996 St. Paul Holdings Sharesave Scheme 50,000
1996 St. Paul Holdings Executive Stock Option Plan 150,000
Deferred Stock Award Plan 51,874
Chairman’s Service Award Plan 26,200
Junior Fire Marshall Plan 916

TOTAL 5,651,858

Parent Subsidiaries not wholly-owned by Parent or a direct or wholly-owned Subsidiary of
Parent are as follows:

e See references in Section 5.2 (b) to The John Nuveen Company and St. Paul Venture
Capital, Inc.

e Parent’s Subsidiary, St. Paul Fire and Marine Insurance Company, owns 100% of the
common stock of Northbrook Holdings, Inc. However 20,000 shares of Northbrook Holdings,
Inc. Series A Preferred Stock are held by investors that are not affiliated with Parent.
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VISF&G Corporation
Parent Disclosure Letter
Page 4

Section 5.2 (i) (iv

The actuarially determined present value of benefit liabilities under each Parent Pension Plan that
is subject to Title IV of ERISA as of the last day of the 1997 plan year did not exceed the then
current value of the assets of such Parent Pension PlLun. The Parent maintains several unfunded
nonqualified deferred compensation plans that are not intended to be subject to the minimum

funding requirements of Section 302 of ERISA or the plan termination provisions of Title IV of
ERISA.

Section 5.2 (m) (iv) and (v)

The Parent’s U.S. Federal income tax returns filed for the calendar years through 1992 have been
examined by the Internal Revenue Service (IRS). The IRS is currently examining the returns
filed for the calendar years 1993 and 1994. The Federal income tax returns for calendar years

1995 and later have not yet been examined by the IRS. The applicable statutes of limitations
have been extended as follows:

1991 Through June 30, 1998
1992 Through June 30, 1998
1993 Through September 30, 1998

A Refund Claim is pending for the calendar year 1987 relating to the Reserve Strengthening
issue in the amount of $8 million.

Section 5.2 (n)

The Parent’s newly licensed Mexican insurance subsidiary, Seguros St. Paul de Mexico, may be
required, under applicable Mexican law or custom, to enter into reasonable and customary
agreements with local labor unions or labor organizations.

Section 6.1 (b)

Subject to Section 4.4, Parent may split or combine the Parent Common Stock and authorize,
declare and pay a dividend to holders of Parent Common Stock in Parent Common Stock and

may amend its Certificate of Incorporation to increase the authorized number of shares of Parent
Common Stock.

Consistent with past practices, Parent may increase regular quarterly cash dividends paid; in no
event will such increase result in a dividend in excess of $.60 per share.
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USF&G Corporation
Parent Disclosure Letter
Page 5

Parent’s Subsidiaries which are not wholly-owned (i.e. The John Nuveen Company; St. Paul
Venture Capital, Inc.; and Northbrook Holdings, Inc.) may authorize, declare and pay dividends.

St. Paul Capital L.L.C. may fulfill its dividend obligations in respect of its mandatorily
redeemable preferred securities (“MIPS”).

Very truly yours,
THE ST,PAUL PANIES, INC.
By:

Name: 2611 las W. Leatherdale
Title: hairthan, President & CEO

SP MERGER COEPORATION

Name: ﬁiigvlas W. Leatherdal
Title: President
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TOCK OPTION AGREFMENT

STOCK OPTION AGREEMENT, dated as of January 19,
1998 (the "Agreement"), between The St. Paul Companies,
Inc., a Minnesota corporation (the "Grantee"), and USF&G
Corporation, a Maryland corporation (the "Grantor").

WHEREAS, the Grantee, SP Merger Corporation, a
Maryland corporation and a wholly owned subsidiary of the
Grantee ("Newco"), and the Grantor are entering into an
Agreement and Plan of Merger, dated as of the date hereof
(the "Merger Agreement"), which provides, among other
things, for the merger of the Newco with and into Grantor
(the "Merger"):

: WHEREAS, as a condition and inducement to
Grantee’s and Newco’s willingness to enter into the Merger
Agreement, the Grantee and Newco have requested that the
Grantor grant to the Grantee an option to purchase up to
23,181,596 shares of Common Stock, par value $2.50 per
share, of the Grantor (the "Common Stock"), upon the terms
and subject to the conditions hereof; and

WHEREAS, in order to induce the Grantee and Newco
to enter into the Merger Agreement, the Grantor is willing
to grant the Grantee the requested option.

NOW, THEREFORE, 1in consideration of the premises
and the mutual covenants and agreements set forth herein,
the parties hereto agree as follows:

1. The Option: Exercise: Adijustments: Pavment of
Spread. (a) Contemporaneously herewith the Grantee, Newco
and the Grantor are entering into the Merger Agreement.
Subject to the other terms and conditions set forth herein,
the Grantor hereby grants to the Grantee an irrevocable
option (the "Option") to purchase up to 23,181,596 shares of
Common Stock (the "Shares") at a cash purchase price equal
to $22.00 per share (the "Purchase Price"). The Option may
be exercised by the Grantee, in whole or in part, at any
time, or from time to time, following (but not prior to) the
occurrence of cne of the events set forth in Section 2 (d)
hereof, and prior to the termination of the Option in
accordance with the terms of this Agreement.

(b) In the event the Grantee wishes to exercise
the Option, the Grantee shall send a written notice to the
Grantor (the "Stock Exercise Notice") specifying a date

(subject to the HSR Act (as defined below) and applicable
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ilnsurance regulatory approvals) not later than 10 business
days and not earlier than three business days following the
date such notice is given for the closing of such purchase.
In the event of any change in the number of issued and out-
standing shares of Common Stock by reason of any stock
dividend, stock split, split-up, recapitalization, merger or
other change in the corporate or capital structure of the
Grantor, the number of Shares subject to this Option and the
purchase price per Share shall be appropriately adjusted to
restore the Grantee to its rights hereunder, including its
right to purchase Shares representing 19.9% of the capital
stock of the Grantor entitled to vote generally for the
election of the directors of the Grantor which is issued and
outstanding immediately prior to the exercise of the Option.

(c) If at any time the Option is then exercisable
pursuant to the terms of Section l(a) hereof, the Grantee
may elect, in lieu of exercising the Option to purchase
Shares provided in Section 1l(a) hereof, to send a written
notice to the Grantor (the "Cash Exercise Notice")
specifying a date not later than 20 business days and not
earlier than 10 business days following the date such notice
is given on which date the Grantor shall pay to the Grantee
an amount in cash equal to the Spread (as hereinafter
defined) multiplied by all or such portion of the Shares
subject to the Option as Grantee shall specify. As used
herein "Spread" shall mean the excess, if any, over the
Purchase Price of the higher of (x) if applicable, the high-
est price per share of Common Stock (including any brokerage
commissions, transfer taxes and soliciting dealers' fees)
paid or proposed to be paid by any person pursuant to any
Company Acquisition Proposal (as defined in the Merger
Agreement) (the "Alternative Purchase Price") or (y) the
closing price of the shares of Common Stock on the NYSE
Composite Tape on the last trading day immediately prior to
the date of the Cash Exercise Notice (the "Closing Price").
If the Alternative Purchase Price includes any property
other than cash, the Alternative Purchase Price shall be the
sum of (i) the fixed cash amcunt, if any, included in the
Alternative Purchase Price plus (ii) the fair market wvalue
of such other property. 1If such other property consists of
securities with an existing public trading market, the
average of the closing prices (or the average of the closing
bid and asked prices if closing prices are unavailable) for
such securities in their principal public trading market on
the five trading days ending five days prior to the date of
the Cash Exercise Notice shall be deemed to equal the fair
market value of such property. If such other property

—2—
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consists of something other than casnh Or securities with an
existing public trading market and, as of the payment date
for the Spread, agreement on the wvalue of such other
property has not been reached, the Alternative Purchase
Price shall be deemed to equal the Closing Price. Upon
exercise of its right to receive cash pursuant to this
Section 1(c), the obligations of the Grantor to deliver
Shares pursuant to Section 3 shall be terminated with
respect to such number of Shares for which the Grantee shall
have elected to be paid the Spread.

2. Conditions to Delivery of Shares. The
Grantor's obligation to deliver Shares upon exercise of the
Option is subject only to the conditions that:

(a) No preliminary or permanent injunction
or other order issued by any federal or state
court of competent jurisdiction in the United
States prohibiting the delivery of the Shares
shall be in effect; and

(b) Any applicable waiting periods under the
Hart-Scott-Rodino Antitrust Improvements Act of
1976 (the "HSR Act") shall have expired or been
terminated; and

(c) Any approval required to be obtained
prior to the delivery of the Shares under the
insurance laws of any state or foreign jurisdic-
tion shall have been obtained and be in full force
and effect; and

(d) (1) any person (other than Grantee or
any of its subsidiaries) shall have acquired
beneficial ownership (as such term is defined in
Rule 13d-3 under the Exchange Act) or the right to
acquire beneficial ownership of, or any "group"
(as such term is defined under the Exchange Act)
shall have been formed which beneficially owns or
has the right to acquire beneficial ownership of,
shares of Common Stock {other than trust account
shares) aggregating 15 percent or more of the then
outstanding Common Stock; (ii) in the event a
Company Acquisition Proposal shall have been made
to Grantor or any of its Subsidiaries or any of
its stockholders or any person shall have publicly
announced an 1intention (whether or not
conditional) to make a Company Acquisition

-3
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Proposal with respect to Grantor or any of 1ts
Subsidiaries and thereafter the Merger Agreement
is terminated by either Grantor or Grantee
pursuant to Section 8.2{(ii) of the Merger
Agreement; ({(iii) the Merger Agreement is
terminated by Grantor pursuant to Section 8.3 (a)
of the Merger Agreement, {(iv) the Merger Agreement
is terminated by Grantee pursuant to

Section 8.4 (a) of the Merger Agreement; or

(v) Grantor shall have delivered to Grantee the
written notification pursuant to

Section 8.3(a) (iii) of the Merger Agreement and
Grantee shall have notified Grantor in writing
that Grantee does not intend to match the Superior
Proposal (as defined in the Merger Agreement)
referred to in such notification. As used in this
Agreement, "person" shall have the meaning
specified in Sections 3(a) (9) and 13(d) (3) of the
Exchange Act. L

3. The Closing. . (a) Any closing hereunder shall
take place on the date specified by the Grantee in its Stock
Exercise Notice or Cash Exercise Notice, as the case may be,
at 9:00 A.M., local time, at the offices of Sullivan &
Cromwell, 125 Broad Street, New York, New York, or, if the
cenditions set forth in Section 2(a), (b) or (c) have not
then been satisfied, on the second business day following
the satisfaction of such conditions, or at such other time
and place as the parties hereto may agree (the "Closing
Date"). On the Closing Date, (i) in the event of a closing
pursuant to Section 1(b) hereof, the Grantor will deliver to
the Grantee a certificate or certificates, representing the
Shares in the denominations designated by the Grantee in its
Stock Exercise Notice and the Grantee will purchase such
Shares from the Grantor at the price per Share equal to the
Purchase Price or (ii) in the event of a closing pursuant to
Section 1l(c) hereof, the Grantor will deliver to the Grantee
cash in an amount determined pursuant to Section 1 (c)
hereof. Any payment made by the Grantee to the Grantor, or
by the Grantor to the Grantee, pursuant to this Agreement
shall be made by certified or official bank check or by wire

transfer of federal funds to a bank designated by the party
receiving such funds.

(b) The certificates representing the Shares
shall bear an appropriate legend relating to the fact that
such Shares have not been registered under the Securities
Act of 1933, as amended (the "Securities Act").

~4-
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4, Repr ntation nd Warranti f th r.
The Grantor represents and warrants to the Grantee that
(a) the Grantor is a corporation duly organized, validly
existing and in good standing under the laws of the State of
Maryland and has the requisite corporate power and authority
to enter into and perform this Agreement; (b) the execution
and delivery of this Agreement by the Grantor and the con-
summation by it of the transactions contemplated hereby have
been duly authorized by the Board of Directors of the
Grantor and this Agreement has been duly executed and
delivered by a duly authorized officer of the Grantor and
constitutes a valid and binding cobligation of the Grantor,
enforceable in accordance with its terms, subject to
bankruptcy, insoclvency, fraudulent transfer, reorganization,
moratorium and similar laws of general applicability
relating to or affecting creditors' rights and to general
equity principles; (c) the Grantor has taken all necessary
corporate action to authorize and reserve the Shares
issuable upon exercise of the Option and the Shares, when
issued and delivered by the Grantor upon exercise of the
Option and paid for by Grantee as contemplated hereby, will
be duly authorized, validly issued, fully paid and non-
assessable and free of preemptive rights; (d) except as
otherwise required by the HSR Act and applicable insurance
laws, the execution and delivery of this Agreement by the
Grantor and the consummation by it of the transactions
contemplated hereby do not require the consent, waiver,
approval or authorization of or any filing with any person
or public authority and will not viclate, result in a breach
of or the acceleration of any obligation under, or
constitute a default under, any provision of Grantor's
charter or by-laws, or any material indenture, mortgage,
lien, lease, agreement, contract, instrument, order, law,
rule, regulation, Jjudgment, ordinance, or decree, or
restriction by which the Grantor or any of its subsidiaries
or any of their respective properties or assets is bound;
(e} no "fair price", "moratorium", "control share
acquisition," "interested shareholder" or other form of
antitakeover statute or regulation, including without
limitation, Section 3-602 of the Maryland General
Corporation Law, or similar provision contained in the
charter or by-laws of Grantor, is or shall be applicable to
the acquisition of Shares pursuant to this Agreement; and
(f) the Grantor has taken all corporate action necessary so
that any Shares acgquired pursuant to this Agreement shall
not be counted for purposes of determining the number of
shares of Common Stock beneficially owned by the Grantee or
any of its Affiliates or Associates (as such terms are

—5-
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defined in the Rights Agreement) pursuant to the Amended and
Restated Rights Agreement, dated as of March 11, 1997,
between Grantor and The Bank of New York, as Rights Agent
(the "Rights Agreement”). '

5. Repr n ion nd Warranti f th
The Grantee represents and warrants to the Grantor that
(a) the execution and delivery of this Agreement by the
Grantee and the consummation by it of the transactions
contemplated hereby have been duly authorized by all neces-
sary corporate action on the part of the Grantee and this
Agreement has been duly executed and delivered by a duly
authorized officer of the Grantee and constitutes a wvalid
and binding obligation of Grantee; and (b) the Grantee is
acquiring the Option and, if and when it exercises the
Option, will be acquiring the Shares issuable upon the
exercise thereof for its own account and not with a view to
distribution or resale in any manner which would be in
viclation of the Securities Act.

6. Listing of Shares:; Filings: Governmental
Consents. Subject to applicable law and the rules and
regulations of the New York Stock Exchange, Inc. (the
"NYSE"), after the Option becomes exercisable hereunder, the
Grantor will promptly file an application to list the Shares
on the NYSE and will use its reasonable best efforts to
obtain approval of such listing and to effect all necessary
filings by the Grantor under the HSR Act and the applicable
insurance laws of each state and foreign jurisdiction:
provided, however, that if the Grantor is unable to effect
such listing on the NYSE by the Closing Date, the Grantor
will nevertheless be obligated to deliver the Shares upon
the Closing Date. Each of the parties hereto will use its
reascnable best efforts to obtain consents of all third
parties and governmental authorities, if any, necessary to
the consummation of the transactions contemplated.

7. Repurchase of Shares. If by the date that is
the first anniversary of the date the Merger Agreement was
terminated pursuant to the terms thereof (the "Merger
Termination Date”), neither the Grantee nor any other Person
has acquired more than fifty percent (excluding the Shares)
of the shares of outstanding Common Stock, then the Grantor
has the right to purchase (the "Repurchase Right") all, but
not less than all, of the Shares acquired upon exercise of
this Option at the greater of (i) the Purchase Price or (ii)
the average of the last sales prices for shares of Common
Stock on the five trading days ending five days prior to the
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date the Grantor gives written notice of 1ts i1intention to
exercise the Repurchase Right. 1If the Grantor does not
exercise the Repurchase Right within thirty days following
the end of the one year period after the Merger Termination
Date, the Repurchase Right lapses. In the event the Grantor
wishes to exercise the Repurchase Right, the Grantor shall
send a written notice to the Grantee specifying a date (not
later than 20 business days and not earlier than 10 business
days following the date such notice is given) for the
closing of such purchase.

8. Sale of Shares. At any time prior to the
first anniversary of the Merger Termination Date, the
Grantee shall have the right to sell (the "Sale Right") to
the Grantor all, but not less than all, of the Shares
acquired upon exercise of this Option at the greater of (i)
the Purchase Price, or (ii) the average of the last sales
prices for shares of Common Stock on the five trading days
ending five days prior to the date the Grantee gives written
notice of its intention to exercise the Sale Right. If the
Grantee does not exercise the Sale Right prior to the first
anniversary of the Merger Termination Date, the Sale Right
terminates. In the event the Grantee wishes to exercise the
Sale Right, the Grantee shall send a written notice to the
Grantor specifying a date not later than 20 business days
and not earlier than 10 business days following the date
such notice is given for the closing of such sale.

9. Registration Rights. (a) In the event that
the Grantee shall desire to sell any of the Shares within
three years after the purchase of such Shares pursuant here-
to, and such sale requires, in the opinion of counsel to the
Grantee, which opinion shall be reasonably satisfactory to
the Grantor and its .counsel, registration of such Shares
under the Securities Act, the Grantor will cooperate with
the Grantee and any underwriters in registering such Shares
for resale, including, without limitation, promptly filing a
registration statement which complies with the requirements
of applicable federal and state securities laws, and
entering into an underwriting agreement with such under-
writers upon such terms and conditions as are customarily
contained in underwriting agreements with respect to
secondary distributions; provided that the Grantor shall not
be required to have declared effective more than two
registration statements hereunder and shall be entitled to
delay the filing or effectiveness of any registration
statement for up to 120 days 1f the offering would, in the
judgment of the Board of Directors of the Grantor, require
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premature disclosure of any material corporate development
or material transaction involving the Grantor or interfere
with any previously planned securities offering by the
Company.

(b) If the Common Stock is registered pursuant to
the provisions of this Section 9, the Grantor agrees (i) to
furnish copies of the registration statement and the
prospectus relating to the Shares covered thereby in such
numbers as the Grantee may from time to time reasonably
request and (ii) if any event shall occur as a result of
which it becomes necessary to amend or supplement any
registration statement or prospectus, to prepare and file
under the applicable securities laws such amendments and
supplements as may be necessary to keep available for at
least 45 days a prospectus covering the Common Stock meeting
the requirements of such securities laws, and to furnish the
Grantee such numbers of copies of the registration statement
and prospectus as amended or supplemented as may reasonably
be requested. The Grantor shall bear the cost of the
registration, including, but not limited to, all registra-
tion and filing fees, printing expenses, and fees and
disbursements of counsel and accountants for the Grantor,
except that the Grantee shall pay the fees and disbursements
of its counsel, and the underwriting fees and selling
commissions applicable to the shares of Common Stock sold by
the Grantee. The Grantor shall indemnify and hold harmless
(1) Grantee, 1ts affiliates and its officers and directors
and (ii) each underwriter and each person who controls any
underwriter within the meaning of the Securities Act or the
Securities Exchange Act of 1934, as amended (collectively,
the "Underwriters") ((i) and (ii) being referred to as
"Indemnified Parties”™) against any losses, claims, damages,
liabilities or expenses, to which the Indemnified Parties
may become subject, insofar as such losses, claims, damages,
liabilities (or actions in respect thereof) and expenses
arise out of or are based upon any untrue statement or
alleged untrue statement of any material fact contained or
incorporated by reference in any registration statement
filed pursuant to this paragraph, or arise out of or are
based upon the omission or alleged omission to state therein
a material fact required to be stated therein or necessary
to make the statements therein not misleading; provided,
however, that the Grantor will not be liable in any such
case to the extent that any such loss, liability, claim,
damage or expense arises out of or is based upon an untrue
statement or alleged untrue statement in or omission or
alleged omission from any suclr documents in reliance upon
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and in conformity with written information furnished to the
Grantor by the Indemnified Parties expressly for use or
incorporation by reference therein.

(c) The Grantee and the Underwriters shall
indemnify and hold harmless the Grantor, its affiliates and
its officers and directors against any losses, claims,
damages, liabilities or expenses to which the Grantor, its
affiliates and its officers and directors may become
subject, insofar as such losses, claims, damages,
liabilities (or actions in respect thereof) and expenses
arise out of or are based upon any untrue statement of any
material fact contained or incorporated by reference in any
registration statement filed pursuant to this paragraph, or
arise out of or are based upon the omission or alleged
omission to state therein a material fact required to be
stated therein or necessary to make the statements therein
not misleading, in each case to the extent, but only to the
extent, that such untrue statement or alleged untrue
statement or omission or alleged omission was made in
reliance upon and in conformity with written information
furnished to the Grantor by the Grantee or the Underwriters,

as applicable, specifically for use or incorporation by
reference therein.

10. Expenses. Each party hereto shall pay its
own expenses incurred in connection with this Agreement,
except as otherwise specifically provided herein.

11. Specific Performance. The Grantor
acknowledges that if the Grantor fails to perform any of its
obligations under this Agreement immediate and irreparable
harm or injury would be caused to the Grantee for which
money damages would not be an adequate remedy. In such
event, the Grantor agrees that the Grantee shall have the
right, in addition to any other rights it may have, to
specific performance of this Agreement. Accordingly, if the
Grantee should institute an action or proceeding seeking
specific enfcrcement of the provisions herecf, the Grantor
hereby waives the claim or defense that the Grantee has an
adequate remedy at law and hereby agrees not tc assert in
any such action or proceeding the claim or defense that such
a remedy at law exists. The Grantor further agrees to waive
any requirements for the securing or posting of any bond in
connection with obtaining any such equitable relief.

12. Notice. All notices, requests, demands and

other communications hereunder shall be deemed to have been
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duly given and made if in writing and if served by personai
delivery upon the party for whom it is intended or delivered
by registered or certified mail, return receipt requested,
or if sent by facsimile transmission, upon receipt of oral
confirmation that such transmission has been received, to
the person at the address set forth below, or such other
address as may be designated in writing hereafter, in the
same manner, by such person:

If to the Grantee:

The St. Paul Companies, Inc.
385 Washington Street

St. Paul, MN 55102

Attn: Chief Executive Officer
Telecopy: (612) 310-3378

With a copy to:

Sullivan & Cromwell

125 Broad Street

New York, NY 10004

Attn: Joseph B. Frumkin, Esqg.
Telecopy: (212) 558-3588

If to the Grantor:

USF&G Corporation

6225 Centennial Way

Baltimore, MD 21208

Attn: Chief Executive Officer
Telecopy: (410) 205-6802

With a copy to:

Davis Polk & Wardwell

450 Lexington Avenue

New York, New York 10017
Attn: John R. Ettinger, Esq.
Telecopy: (212) 450-4800

13. Parties in Interest. This Agreement shall
inure to the benefit of and be binding upon the parties
named herein and their respective successors and assigns:;
provided, however, that such successor in interest or as-
signs shall agree to be bound by the provisions of this
Agreement. Nothing in this Agreement, express or implied,
is intended to confer upon any person other than the Grantor
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or the Grantee, or their successors-or assigns, any rights
or remedies under or by reason of this Agreement.

14. Entire Adreement; Amendments. This Agree-
ment, together with the Merger Agreement and the other
documents referred to therein, contains the entire agreement
between the parties hereto with respect to the subject
matter hereof and supersedes all prior and contemporaneous
agreements and understandings, oral or written, with respect
to such transactions. This Agreement may not be changed,
amended or modified orally, but may be changed only by an
agreement in writing signed by the party against whom any
waiver, change, amendment, modification or discharge may be
sought.

15. Assignment. No party to this Agreement may
assign any of its rights or obligations under this Agreement
without the prior written consent of the other party hereto,
except that the Grantee may assign its rights and obliga-
tions hereunder to any of its direct or indirect wholly
owned subsidiaries (including Newco), but no such transfer
shall relieve the Grantee of its obligations hereunder if
such transferee does not perform such obligations.

16. Headings. The section headings herein are
for convenience only and shall not affect the construction
of this Agreement.

17. Counterparts. This Agreement may be executed
in any number of counterparts, each of which, when executed,
shall be deemed to be an original and all of which together
shall constitute one and the same document.

18. Governing Law. This Agreement shall be
governed by and construed in accordance with the laws of the
State of Maryland(regardless of the laws that might other-
wise govern under applicable Maryland principles of con-
flicts of law).

19. Termination. The right to exercise the
Option granted pursuant to this Agreement shall terminate at
the earliest of (i) the Effective Time (as defined in the
Merger Agreement) (ii) if the Option is not exercised within
60 days after first becoming exercisable and (iii) if not
then exercisable, thirty days after termination of the
Merger Agreement in accordance with its terms (the dates
referred to in clause (ii) and (iii) being hereinafter
referred to as the "Termination Date"); provided that, if
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the Option cannot be exercised or the Shares cannot be
delivered to Grantee upon such exercise because the
conditions set forth in Section 2(a), (b) or (c) hereof have
not yet been satisfied, the Termination Date shall be
extended until thirty days after such impediment to exercise
or delivery has been removed.

All representatiors and warranties contained in
this Agreement shall survive delivery of and payment for the
Shares.

20. P it Limd ion. (a) Notwithstanding any
other provision of this Agreement or the Merger Agreement,
in no event shall the Grantee's Total Profit (as hereinafter
defined) exceed $75 million and, if it otherwise would
exceed such amount, the Grantee shall repay such excess
amount to Grantor in cash (or the purchase price for
purposes of Section 7 or 8, as applicable, shall be reduced)
so that Grantee's Total Profit shall not exceed $75 million
after taking into account the foregoing actions.

Notwithstanding any other provision of this
Agreement, this Option may not be exercised for a number of
Shares as would, as of the date of the Stock Exercise
Notice, result in a Notional Total Profit (as defined below)
of more than $75 million and, if exercise of the Option
otherwise would exceed such amount, the Grantee, at its
discretion, may increase the Purchase Price for that number
of Shares set forth in the Stock Exercise Notice so that the
Notional Total Profit shall not exceed $75 million;
provided, that nothing in this sentence shall restrict any
exercise of the Option permitted hereby on any subsequent
date at the Purchase Price set forth in Section 1(a) hereof.

As used herein, the term "Total Profit" shall mean
the aggregate amount (before taxes) of the following:
(1) (x) the amount of cash received by Grantee pursuant to
Section 8.5 of the Merger Agreement and Section 1l{c) hereof,
less (y) any repayment of such cash to Grantor, (ii) (x) the
amount received by Grantee pursuant to the Grantor's
repurchase of Shares pursuant to Sections 7 or 8 hereof,
less (y) the Grantee's purchase price for such Shares, and
(iii) (X) the net cash amounts received by Grantee pursuant
to the sale of Shares (or any other securities into or for
which such Shares are converted or exchanged) to any

unaffiliated party, less (y) the Grantee's purchase price
for such Shares.
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A5 used herein, the term "Notional Total Profit"
with respect to any number of Shares as to which Grantee may
propose to exercise this Option shall be the Total Profit
determined as of the date of the Stock Exercise Notice
assuming that this Option were exercised on such date for
such number of Shares and assuming that such Shares,
together with all other Shares acquired upon exercise of the
Option and held by Grantee and its affiliates as of such
date, were sold for cash at the closing market price for the
Common Stock as of the close of business on the preceding
trading day (less customary brokerage commissions).

21. Severgbility. If any term, provision,
covenant or restriction of this Agreement is held by a court
of competent jurisdiction to be invalid, void or unenforce-
able, the remainder of the terms, provisions, covenants and
restrictions of this Agreement shall remain in full force
and effect and shall in no way be affected, impaired or
invalidated.

22. Public Announcement. The initial press
release referring to this Option shall be a joint press
release in the form previously agreed by Grantor and Grantee
and thereafter the Grantee and the Grantor shall consult
with each other prior to issuing, and will provide each
other with a meaningful opportunity to review, comment upon
and concur with, any press releases or otherwise making
public announcements with respect to the Option and prior to
making any filings with any third party and/or Governmental
Entity (as defined in the Merger Agreement) (including any
national securities exchange) with respect thereto, except
as may be required by law, court process or by obligations
pursuant to any listing agreement with or rules of any
national securities exchange or interdealer gquotation
system.
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IN WITNESS WHEREOF, the Grantee ana the Grantor
have caused this Agreement to be duly executed and delivered
on the day and year first above written.

USF&G CORHORATI

By: .
Name: Norman P. Blake, Jr.
Title: Chairman of the Board, President

and Chief Executive Qfficer

THE ST. PAUL C ANIES, INC.

Name Douglaé’W Leatherdale
Title: Chairman of the Board, President
and Chief Executive Officer
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