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PART I

Item 1. Business.

Alleghany Corporation ("Alleghany") was incorpordt@ 1984 under the laws of the State of Delawkr®ecember 1986, Alleghany
succeeded to the business of its parent compaiggtfdny Corporation, a Maryland corporation incogbed in 1929, upon the parent
company's liquidation.

Alleghany's principal executive offices are locas¢®75 Park Avenue, New York, New York 10152 asdelephone number is (212) 752-
1356. Alleghany is engaged, through its subsididiyghany Insurance Holdings LLC ("AIHL") and itsilssidiaries, RSUI Group, Inc.
("RSUI"), Capitol Transamerica Corporation ("Capifoansamerica"), Darwin Professional Underwriténg, ("Darwin") and Platte River
Insurance Company ("Platte River"), in the propay casualty and fidelity and surety insurancénasses. Through its subsidiaries World
Minerals Inc. ("World Minerals"), Celite Corporatid"Celite”) and Harborlite Corporation ("Harbogl) and their subsidiaries, Alleghany is
engaged in the industrial minerals business. Alegtalso conducts a steel fastener importing astdilolition business through its subsidiary
Heads & Threads International LLC ("Heads & ThréadBhrough its subsidiary Alleghany Properties;.I(i'Alleghany Properties”),
Alleghany owns and manages properties in California

On July 1, 2003, AIHL completed the acquisitiorREsurgens Specialty Underwriting, Inc. ("Resurgepscialty”), a specialty wholesale
underwriting agency, from Royal Group, Inc., a sdiasy of Royal & SunAlliance Insurance Group pl&&SA"), for cash consideration,
including capitalized expenditures, of approximatl116.0 million. Resurgens Specialty became aidigtg of RSUI. In connection with the
acquisition of Resurgens Specialty, on June 3032BSUI acquired RSUI Indemnity Company ("RIC")vtate admitted business
underwritten by Resurgens Specialty, from Swis®\Rerica Holding Corporation for consideration opapximately $19.7 million, $13.2
million of which represented consideration for RI@ivestment portfolio. On September 2, 2003, Ri€pased Landmark American
Insurance Company ("Landmark") to write non-adnditbeisiness underwritten by Resurgens Specialtg RR&SA for cash consideration of
$33.9 million, $30.4 million of which representeghsideration for Landmark's investment portfoli&$® contractually retained all of the
loss and loss adjustment expenses liabilities ofib@ark that existed at the time of the sale. RIE lsandmark were further capitalized by
Alleghany in an aggregate amount of approximat&ts0 million.



On January 4, 2002, Alleghany completed the adipisof Capitol Transamerica. The total purchaseeppaid by Alleghany was
approximately $182.0 million. Contemporaneous whi acquisition of Capitol Transamerica, Alleghguoychased Platte River for
approximately $40.0 million. The seller contractyaktained all of the loss and loss adjustmeneesps liabilities of Platte River that existed
at the time of the sale.

Until November 5, 2001, Alleghany was also engagiebugh its subsidiary Alleghany Underwriting Himlgs Ltd. ("Alleghany
Underwriting") and its subsidiaries, in the glopabperty and casualty insurance and reinsurandedmsssat Lloyd's of London. On that date,
AIHL completed the disposition of Alleghany Undeitivrg to Talbot Holdings Ltd., a new Bermuda holgicompany formed by certain
principals of the Black Diamond Group and the senmianagement of Alleghany Underwriting. AIHL receddan after-tax loss of $50.5
million on the disposition of this Lloyd's of Londdnsurance operation. Consideration for the sadkided a warrant which entitled AIHL to
recover a portion of any residual capital of Allagl Underwriting as determined upon the closur@f2001 Lloyd's year of account. A
nominal value was ascribed to the warrant in comgtthe loss on the sale of Alleghany Underwritingconnection with the sale, AIHL
provided a $25.0 million letter of credit to suppousiness written by a new Talbot syndicate fer2B02 Lloyd's year of account while
Talbot sought new capital. AIHL subsequently agrésed the capital provided by its letter of cradlduld also support business written by the
syndicate for the 2003 and 2004 Lloyd's years obant, in exchange for reductions in the amourthefletter of credit to $15.0 million in
January 2003 and $10.0 million in December 2008 eesult of the infusion of new capital into thedigate. Pursuant to AIHL's agreement
with the syndicate, the syndicate will use its affirts to extinguish AIHL's commitment under tleeluced letter of credit no later than June
30, 2006. In light of its disposition, Alleghany dierwriting has been classified as a discontinuestaijon.

Until February 1, 2001, Alleghany was also engagfetugh its subsidiary Alleghany Asset Managemkt, ("Alleghany Asset
Management") and its subsidiaries, in the finansgalices business. On that date, Alleghany Assetdgement merged into a wholly owned
subsidiary of ABN AMRO North America Holding ComparAlleghany received cash proceeds of $825.0 oniland recorded an after-tax
gain of approximately $474.8 million, or approximigt$63.14 per share, excluding certain expendasig to the closing of the sale. In light
of the transaction, Alleghany Asset Managementie®s classified as a discontinued operation.

Until May 10, 2000, Alleghany was also engagedyuigh its subsidiary Underwriters Re Group, Inc. asdubsidiaries ("Underwriters Re
Group"), in the global property and casualty rerasge and insurance businesses. On that date,
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Underwriters Re Group was sold to Swiss Re Ametickling Corporation. Alleghany recorded pre-taxqaeds of approximately $649.0
million in cash. In connection with the sale, Alflemy paid approximately $187.9 million in cash$%@6.3125 per share) for the purchase
from Underwriters Re Group of 7.425 million shaoé8urlington Northern Santa Fe Corporation. Allagi's pre-tax gain on the sale was
approximately $136.7 million, reflecting additioradjustments from previously reported figures far settlement of certain outstanding
obligations of Underwriters Re Group that were asstl by Alleghany and the final resolution of poktsing purchase price adjustments.
tax on the gain was approximately $7.1 millionutésg in an aftertax gain on the sale of $129.6 million. The taxeran the gain differs fro
the expected statutory rate principally due tofeedince between the tax and book bases of UnderafRe Group. Alleghany retained
Underwriters Re Group's London-based Lloyd's op@ratconducted through Alleghany Underwriting, whias subsequently sold on
November 5, 2001, as described ab«

During 1994 and early 1995, Alleghany and its stibsies acquired a substantial number of sharesmimon stock of Santa Fe Pacific
Corporation ("Santa Fe"). On September 22, 1998taS&e and Burlington Northern, Inc. merged undeew holding company named
Burlington Northern Santa Fe Corporation ("BNSHR3.a result of the merger, the shares of SanteeReflzially owned by Alleghany were
converted into shares of BNSF. As of February 2842 Alleghany owned 8.0 million shares of BNSFapproximately 2.1 percent of
BNSF's currently outstanding common stock. BNSF ®wame of the largest railroad networks in North Aigge with 33,000 route miles
covering 28 states and two Canadian provinces.

In 2003, Alleghany studied a number of potentigasitions. Alleghany intends to continue to exp#aadperations through internal growth
at its subsidiaries as well as through possibleaijey company acquisitions and investments.

Reference is made to Items 7 and 8 of this Repoffufther information about the business of Allagi in 2003. The consolidated financial
statements of Alleghany, incorporated by referéndeem 8 of this Report, include the accounts #4éghany and its subsidiaries for all
periods presented.

Alleghany does not maintain a web site and theeeflmes not post its annual reports on Form 10skKquarterly reports on Form 10-Q,
current reports on Form 8-K, its Financial Persdi@ale of Ethics, Code of Business Conduct andckthr the charters for its Audit,
Compensation and Nominating committeedioa- However, stockholders may obtain, free ofrgeacopies of any such reports or docun
upon request to the Secretary of Alleghany. Allegtscurrent and periodic reports, which
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are filed with the U.S. Securities and Exchange @dsgion (the "SEC"), may also be obtained throlghSEC's website at www.sec.gov.
PROPERTY AND CASUALTY/FIDELITY AND SURETY INSURANCE BUSINESSES
General Description of Business

AIHL is a holding company for Alleghany's propeetyd casualty and fidelity and surety insurance atpmrs which are conducted through
RSUI, headquartered in Atlanta, Georgia, CapitalnBamerica and Platte River, headquartered in Mad/isconsin and Darwin,
headquartered in Farmington, Connecticut. Unlessdioeferences to AIHL include the operations 8LR Capitol Transamerica, Platte
River and Darwin.

RSUI, which includes the operations of Resurgereciijty, RIC and Landmark, underwrites specialguirance coverages in the property,
umbrella/excess liability, general liability, ditecs and officers liability and professional liatyillines of business. RSUI writes business o
admitted basis primarily through RIC in states vehRtC is licensed and subject to the applicable'stéorm and rate regulations. RSUI
writes business on an approved, non-admitted Ipaisigrily through Landmark, which, as a non-adndittempany, is not subject to state
form and rate regulations and thus has more flttyitin its rates and coverages for specializetiand-to-place risks. As of December 31,
2003, Landmark was approved to write business monaadmitted basis in 48 states.

Landmark and RIC entered into a quota share arraegg effective as of September 1, 2003, wherelnyltraark cedes 90 percent of all
premiums and losses to RIC. As of December 31, 20@3statutory surplus of RIC and Landmark wasaamately $566.0 million and
$61.9 million, respectively. RSUI's subsidiarie$CRind Landmark, are rated A (Excellent) by A.MsBE€ompany, Inc. ("A.M. Best"), an
independent organization that analyzes the inserartustry.

Capitol Transamerica, primarily through its wholiytned subsidiaries Capitol Indemnity Corporatio@gpitol Indemnity") and Capitol
Specialty Insurance Company ("CSIC"), operatesiiistétes with a geographic concentration in thevMigtern and Plains states. Capitol
Indemnity conducts its business on an admittedsbasid CSIC conducts its business on an approeecadmitted basis, through indepenc
and general insurance agents that write primapigcglty lines of property and casualty insurararecrtain types of businesses or activities,
including barber and beauty shops, bowling allegstractors, restaurants and taverns. Capitol Imitgralso writes fidelity and surety boni
including contractors' performance and payment bplicense/permit bonds, fiduciary bonds, judibiahds and commercial fidelity bonds.
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Platte River is licensed in 50 states and opeiatesnjunction with Capitol Indemnity by providirmmmercial surety products. Platte River
also offers pricing flexibility in those jurisdicins where both Capitol Indemnity and Platte Riverl@ensed. The property and casualty
business of Capitol Transamerica accounted forcqapiately 65 percent of gross written premium i®20while the fidelity and surety
business accounted for the remainder. Capitol Imitgrand Platte River entered into a pooling agreemeffective as of January 1, 2002,
whereby Capitol Indemnity and Platte River agreedhare their aggregate insurance risks. Undeatrsement, Capitol Indemnity is liable
for 90 percent of the shared risks and Platte Ra/Bable for 10 percent. As of December 31, 2a88, statutory surplus of Capitol Indemnity
and Platte River was $140.3 million and $28.7 wnilirespectively. Capitol Indemnity, CSIC and Rid&iver are rated A+ (Superior) by A.
Best.

Darwin, which commenced operations in May 20080percent owned by AIHL and 20 percent owned btagemembers of Darwin's
management through participation in a restrictedksplan. Darwin underwrites specialty liabilitysimance coverages in the directors and
officers liability, errors and omissions liabilisnd medical malpractice liability lines of busin@ssan underwriting manager for Platte River
and certain subsidiaries of Capitol Transamerieadmng the establishment of a separate insurandercéor Darwin business.

In general, property insurance protects an insagainst financial loss arising out of loss of pmbper its use caused by an insured peril.
Casualty insurance protects the insured againshdial loss arising out of the insured's obligat@wthers for loss or damage to persons or
property. Although both property and casualty iasige may involve a high degree of loss volatilisgperty losses are generally reported
within a relatively short time period after the atj@n contrast, there tends to be a significanetiag in the reporting and payment of casualty
claims. In 2003, approximately 55 percent of AlHpteperty and casualty gross premium written wagp@rty and 45 percent was casualty.

Surety bonds are three-party agreements in whielsguer of the bond (the surety) joins with a seguarty (the principal) in guaranteeing to
a third party (the owner/obligee) the fulfillmerftsome obligation on the part of the principaltie bwner/obligee. A surety is generally
entitled to recover from the principal any lossed axpenses paid to an owner/obligee. Surety boeripms primarily reflect the type and
class of risk and related costs associated with praicessing the bond application, evaluating i¢lesiinvolved and investigating the
principal, including, if necessary, an analysish# principal's creditworthiness and ability tofpem.
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There are three broad types of fidelity and supebducts--contract surety bonds, commercial suvetyds and fidelity bonds. Contract surety
bonds secure a contractor's performance and/or gratyobligation with respect to a construction pcognd are generally required by federal,
state and local governments for public works prgje€Commercial surety bonds include all surety Isootther than contract surety bonds and
cover obligations typically required by law or réafion, such as license and permit coverage. Fydietinds cover losses arising from
employee dishonesty. In 2003, approximately 65q@rof AIHL's surety and fidelity gross premium ttgn was commercial surety, 33
percent was contract surety and 2 percent wastfidel

Marketing

At December 31, 2003, RSUI conducted its insurdnesness through approximately 170 independentegiadd insurance brokers located
throughout the United States and two managing géagents. RSUI's wholesale brokers are appoimeghandividual basis based on
management's appraisal of expertise and experiandeonly specific locations of a wholesale brakeperations may be appointed to
distribute RSUI's products. Producer agreementshwstipulate premium collection, payment terms emaimission arrangements are in p
with each wholesale broker. No wholesale broked$ioinderwriting, claims or reinsurance authoritithwhe exception of binding authority
arrangements with two wholesale brokers for snspkcialized coverages. RSUI's top five producinglesale brokers accounted for
approximately 47 percent of gross premiums writigiRSUI in 2003. RSUI's top producing wholesaleklero Swett & Crawford Group,
accounted for approximately 17.0 percent of AlHiress premiums written in 2003.

Capitol Transamerica conducts its insurance busittesugh independent and general insurance algeated throughout the United States,
with a concentration in the Midwestern and Plabases. At December 31, 2003, Capitol Transamerchapproximately 850 local agents |
30 general agents licensed to write property asdalty and fidelity and surety coverages, as welgproximately 250 local agents licensed
only to write surety coverages. The general agerite very little fidelity and surety business amalve full quoting and binding authority
within the parameters of their agency contracté wespect to property and casualty business thig.\Muocal agents have binding authority
for certain business owner policy products, inahgdivorkers' compensation, and ncomtract surety products. No agent had writingsxices
of 10 percent of AIHL's gross premiums written BD03.

At December 31, 2003, Darwin conducted its insueamesiness primarily through 40 independent whiddsaurance brokers located
throughout the United States as well as approximna® specialty retail insurance brokers.
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Underwriting Operations

RSUI's underwriting philosophy is based on handbinty product lines in which its underwriters hateng underwriting expertise. RSUI
generally focuses on higher severity, lower freqyespecialty risks that can be effectively "deskemvritten” without the need for up-front
inspection/engineering reviews. RSUI tracks undgimng results for each of its underwriters and &edis that the underwriting systems and
applications it has in place facilitate efficiemtderwriting and high productivity levels. Undenimg authority is delegated on a "top-down"
basis ultimately to individual underwriters basedexperience and expertise. Such authority is itingrand addresses maximum limits,
excluded classes and coverages and premium serealeReferral to a product line manager is rezflifior risks exceeding an underwriter's
authority. RSUI applies extensive risk control teicjues to ensure that catastrophe exposures remithin specified parameters. On a
monthly basis, RSUI models estimated losses fr@B0ayear event and sets its maximum risk level sxpms based on this estimate.
Underwriting guidelines are implemented and adpistemaintain the estimated maximum exposure witénpre-established limits. The
modeled exposure estimates are also used to seugitious quota share reinsurance and catasteo®ss of loss reinsurance covers to
protect RSUI's surplus from unexpected catastrophénts.

Capitol Transamerica's underwriting strategy emjzieasunderwriting profitability. Key elements ofdfstrategy are prudent risk selection,
appropriate pricing and coverage customizationagtiounts are reviewed on an individual basis terdene underwriting acceptability.
Capitol Transamerica and Platte River are subswriteethe Insurance Service Organization ("ISOff)iresurance reference resource
recognized by the insurance industry. All underwgtprocedures, rates and contractual coveraggailiins are based on procedures and
developed by the ISO. Capitol Transamerica detezmimderwriting acceptability by type of businedaims experience, length of time in
business and business experience, age and conalfifwemises occupied and financial stability. hnfation is obtained from, among other
sources, agent applications, financial reportsamdgite loss control surveys. If an account dogsmwaet predetermined acceptability
parameters, coverage is declined. If an in-fordeypdecomes unprofitable due to extraordinaryrakaiactivity or inadequate premium levels,
a non-renewal notice is issued in accordance wilvidual state statutes and rules.

Darwin's underwriting strategy focuses on long-teonsistent underwriting profitability. The key elents of this strategy are an
underwriting approach focused on disciplined ans)yappropriate pricing based on the actual rigkattachment level and the granting of
appropriate coverage, accompanied by maitel underwriting and actuarial reviews of acceuiormal rating strategies and plans have
adopted for
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each line of business based upon filed rating pdaxasindustry results. Darwin determines underagiticceptability by type of business,
company experience, claims experience, experiehtteonsured's management team, financial stgtahid other relevant factors.
Information is obtained from, among other souregglication forms, underlying insurance coveragepgany policies and procedures, loss
experience, financial condition, public disclosuaesl interviews with the insured's management téaam account does not meet
acceptability parameters, coverage is declinedr Rsirenewal, claims activity is reviewed to emstirat profitability assumptions were
correct and the information obtained during thé&ahunderwriting of the insured is updated.

Terrorism Risk Insurance Act of 2002

The Terrorism Risk Insurance Act of 2002 (the "deem Act") established a program under which graefal government will reimburse
insurers for losses arising from certain acts tdrimational terrorism. The Terrorism Act requirkeattall licensed insurers must offer terrorism
coverage on most commercial lines of business.cbierage requirements terminate at the end of 2@fldss the U.S. Secretary of the
Treasury extends them to 2005.

Under the program, an act must be certified byut® Secretary of the Treasury for it to constitabeact of terrorism. The definition of
terrorism excludes domestic acts of terrorism & atterrorism committed in the course of a waelaieed by Congress. Losses arising out of
the act of terrorism must exceed $5.0 million.ffevent is certified as an act of terrorism, thdefal government will reimburse losses up to
an aggregate limit of $100.0 billion in any year.

Each insurer is responsible for a deductible basea percentage of direct earned premiums in theiqus calendar year. For losses in excess
of the deductible, the federal government will reirse 90 percent of the insurer's loss, up tortherer's proportionate share of the $100.0
billion. For 2003, an insurer's deductible was icpet of the insurer's direct earned premiums ebim@002. For 2004, the deductible is 10
percent of the insurer's direct earned premiumseshin 2003 and in 2005 the deductible will inceetis15 percent of the insurer's direct
earned premium in 2004.

The Terrorism Act contemplates that affiliated iresa are treated collectively as one entity byltfe. Treasury Department for purposes of
calculating direct earned premiums and, therefameénsurer's deductible. Because an insurer's dibthiis calculated on a group-wide basis,
business produced by Resurgens Specialty in 2@82tafl computation of the amount of the deductitié¢ would have been payable by
R&SA if a certified act of terrorism had occurred2003. At the time that AIHL acquired Resurgenedty in July 2003, R&SA had in
effect an aggregate excess of loss reinsuranceaodid cover its deductible payable under theotesm program. In
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connection with the acquisition, AIHL and R&SA ergé into an arrangement whereby, after the ac@quisiRSUI continues to participate in
R&SA's aggregate excess of loss reinsurance carlmaaigh the date of its expiration, February 2004, and RSUI reimburses R&SA for
allocable share of the premium for such coveragboWing expiration of the current R&SA reinsurarmntract, RSUI intends to rely on the
coverage provided by The Terrorism Act for the remdar of 2004 and will review its needs for additibreinsurance coverage thereatfter.

Outstanding Losses and Loss Adjustment ExpensesH")

Alleghany's insurance operations establish liadibr "reserves" on their balance sheets for uhjpases and LAE under their property and
casualty insurance and fidelity and surety consraks of any balance sheet date, there are cldiaihtive not yet been reported, and some
claims may not be reported for many years aftedtie a loss occurs. As a result, the liabilitydopaid losses and LAE includes significant
estimates for claims incurred but not yet reporfettlitionally, reported claims are in various stagéthe settlement process. Each claim is
settled individually based upon its merits, andaiarclaims may take years to settle, especiallygél action is involved. As a result, the
liabilities for unpaid losses and LAE include siigant judgments, assumptions and estimates madeamagement relating to the ultimate
losses that will arise from the claims. Due toitifeerent uncertainties in the process of estalvigsttiese liabilities, the actual ultimate loss
from a claim is likely to differ, perhaps signifitidy, from the liability recorded therefor.

Alleghany's insurance operations use a varietedinigques that employ significant judgments andragsions to establish the liabilities for
unpaid losses and LAE recorded at the balance slhaéet These techniques include detailed statistiwaysis of past claim reporting,
settlement activity, claim frequency, internal lesperience, changes in pricing or coverages avetisge data when sufficient information
exists to lend statistical credibility to the ars$y More subjective techniques are used whersstati data is insufficient or unavailable. Th
liabilities also reflect implicit or explicit assystions regarding the potential effects of futuriaition, judicial decisions, changes in laws and
recent trends in such factors.

Alleghany's insurance operations establish liaedifor unpaid losses and LAE by considering a easfgestimates and recording their best
estimate within that range. Alleghany's insurangerations continually evaluate the potential faarafes, both positive and negative, in their
estimates of such liabilities and use the resilthese evaluations to adjust both recorded litigdliand underwriting criteria. With respect to
liabilities for unpaid losses and LAE establishegiior years, such liabilities are periodicallyabyzed and their expected ultimate cost
adjusted, where necessary, to reflect developmeoss experience and new information, including,dertain
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catastrophic events, revised industry estimatéseomagnitude of a catastrophe. Adjustments toipusly recorded liabilities for unpaid
losses and LAE, both positive and negative, aleatfd in Alleghany's financial results in the péds in which such adjustments are made
are referred to as prior year development. Becafidee high level of uncertainty regarding the isgtiof liabilities for unpaid losses and LA

it is the practice of each of Alleghany's insuraoperations to engage an outside actuary to evabrat periodic basis the adequacy of these
liabilities.

Asbestos, Environmental Impairment and Mold ClaimsReserves

AIHL's reserve for losses and LAE includes amodots/arious liability coverages related to asbestiod environmental impairment claims
that arose from reinsurance of certain generalliipland commercial multiple-peril coverages assahby Capitol Indemnity between 1969
and 1976. Capitol Indemnity exited this businestdii6. Reserves for asbestos and environmentalrimgiat claims cannot be estimated v
traditional loss reserving techniques because oédainties that are greater than those assoaidthather types of claims. Factors
contributing to those uncertainties include a latkistorical data, the significant period of titiet has elapsed between the occurrence of th
loss and the reporting of that loss to the primiasyrer and the reinsurer, uncertainty as to thebar and identity of insureds with potential
exposure to such risks, unresolved legal issuesdeyy policy coverage, and the extent and timihgny such contractual liability. Such
uncertainties are not likely to be resolved intlear future.

Promptly after its acquisition by Alleghany in Jamp 2002, Capitol Transamerica's management comedesm@rogram to settle, or position
for commutation, Capitol Indemnity's assumed reiasae treaties and make appropriate paymentsiaredytbasis when deemed necessary.
Since January 2002, Capitol Indemnity has expeeiéran increase in paid losses on its assumed raimurunoff related to such treaties,
which was initially attributed to a change in Capitransamerica's settlement philosophy. Upon cetigi in 2003 of an actuarial study
undertaken by management, it was determined tkahtrease in paid losses related to the treaferted developments in the underlying
claims environment, particularly with respect tbestos related claims, and, accordingly, Capitah$america strengthened its reserves
related to such assumed reinsurance coverages antbunt of $21.9 million.

The reconciliation of the beginning and ending agate reserves for unpaid losses and LAE relatadliestos and environmental impairn
claims of AIHL, excluding any such reserves whicé a part of Platte River reserves guaranteed dgehler of Platte River to Alleghany, for
the years 2002 and 2003 is shown below (in thousand
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Reconciliation of Asbesto-Related Claims Reserves for Losses and LA

2003 2002

Reserves as of January 1..........cccocveeeenn. $2944 $ 0
Reserves incurred ...........ccceeveiiiinens 24,985 3,244
Paid 10SSes........coovviiiiiiiiiiiee (3,148) (300)
Reserves as of December 31....................... $2478l$2944
Type of reserves

CaASE ettt $ 4,046 $ 1,243

IBNR ... 20,735 1,701
TO. $24781 $ 2,944

Reconciliation of Environmental Impairment Claims Reserves for Losses and LAE

2003 2002

Reserves as of January 1 ............ccoeene $4416 $ 0
Reserves incurred .........cccoceeeeiiiineennn. (659) 4,867
Paid [0SSeS......cvvveveiieeeeiiiiiiciiiiies (423) (451)
Reserves as of December 31..........c.ccceeee $3334 $4416
Type of reserves

CaASE...eeietiti it $ 545 $ 1,865

IBNR....ooe 2,789 2,551
Total .. $3334 $4416

AIHL's subsidiaries have experienced limited mdhiras to date and have exclusions for mold claimtheir policies. As of December 31,
2003, aggregate reserves for mold exposure for Aldperating units were less than $0.9 million.
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Net Loss and LAE Reserve:

The reconciliation between the aggregate net lndd AE reserves of AIHL reported in the annual esta¢nts filed with state insurance
departments prepared in accordance with SAP arse treported in AIHL's consolidated financial stagets prepared in accordance with
GAAP for the last two years is shown below (in thands):

Reconciliation of Reserves for Losses and LAE fi®AP Basis to GAAP Basis

2003 2002
Statutory reserves.........occeceveeeveenne.. $ 277,282 $ 114,925
Reinsurance recoverables.............cccccc...... 178,702(1) 144,766(2)
Purchase accounting adjustment................... (1,320) (1,647)
Funds withheld from ceding companies (3) - 427
GAAP I€SEIVES.....c.oeiiiiiriiniieireriareanens $ 454,664 $ 258,471

(1) Excludes $12,067 of current reinsurance retdds and includes reinsurance receivables of $@1gaie from the seller of Platte River
and $37,261 due from the seller of Landmark.

(2) Excludes $2,713 of current reinsurance recédgland includes reinsurance receivables of $04fbie from the seller of Platte River.
(3) These amounts are included in reserves for GpAfposes but appear as separate line items forpbAgdses.

The reserves for unpaid losses and LAE relatedhbestos and environmental impairment claims reganti¢he annual statements filed with
state insurance departments prepared in accoraatitetatutory accounting practices ("SAP") andsthoeported in AIHL's consolidated
financial statements prepared in accordance witthBfor the year ended December 31, 2003 were icknti
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The reconciliation of beginning and ending aggregaserves for unpaid losses and LAE of AIHL fa kst two years is shown below (in
thousands):

Reconciliation of Reserves for Losses and LAE

2003 2002

Reserves as of January 1........cccccocveeennn. $ 258,471 $ --
Reserves acquired.........ccc.cceeeennnn. . 14,573 266,688
Less: reinsurance recoverables................... 159,766 179,512
Net reServes........ccveeeeeeiieieeeeieeeeiiinnns 113,278 87,176
Incurred loss, net of reinsurance, related to:

Current year........ccccvveveeeeeeeneneennnn. 229,519 82,639

Prioryears.........cccoevvviviiiiiinnenen, 20,683 17,869(1)
Total incurred loss, net of reinsurance.......... 250,202 100,508
Paid loss, net of reinsurance, related to:

Current year.......cccccvvvvveeeeeeeeeneennnn. 40,122 28,562

Prior years.......cocoveiiiiiiiieii, 47,396 45,417
Total paid loss, net of reinsurance.............. 87,518 73,979
Reserves, net of reinsurance recoverables,

as of December 31 ......ccccceeeeeiiiininnns 275,962 113,705
Reinsurance recoverables, as of December 31...... 178,702(2) 144,766(3)
Reserves, gross of reinsurance recoverables,

as of December 31...........ccccveeeeennnnn. $ 454,664 $ 258,471

(1) Includes $17,320 of prior years' loss resedmslopment and $549 relating to amortization wihéatrequired to be taken under purchase
accounting rules.

(2) Excludes $12,067 of current reinsurance retdds and includes reinsurance receivables of $@1gaie from the seller of Platte River
and $37,261 due from the seller of Landmark.

(3) Excludes $2,713 of current reinsurance recédgmland includes reinsurance receivables of $0425e from the seller of Platte River.
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Competition

The property and casualty businesses of RSUI amgliDaompete on a national basis, as does theitfidshid surety business of Capitol
Transamerica. Capitol Transamerica's property asdalty business competes on a regional basisawitimary focus on the Midwestern &
Plains states. Competitors of each of AIHL's subsiels include other primary insurers and new foohgsurance such as alternative self-
insurance mechanisms. Many such competitors hav&@derably greater financial resources and greageerience in the insurance industry
and offer a broader line of insurance products tf@AIHL's subsidiaries.

Except for regulatory considerations, there aruglly no barriers to entry into the insurance istdyt Competition may be domestic or
foreign, and competitors are not necessarily reguio be licensed by various state insurance depats. The number of competitors within
the industry is not known. The commercial propaty casualty insurance and fidelity and suretyrenste industries are highly competitive,
competing on the basis of reliability, financiadestgth and stability, ratings, underwriting consigty, service, business ethics, price,
performance, capacity, policy terms and coveragelitions.

Competition in the property and casualty insuraneginess has historically been cyclical in natliggically, a cycle operates as follows. The
ability of primary insurers to conduct businesdépendent generally upon their ability to purchr@sesurance. A surplus of reinsurers allows
primary insurers to obtain reinsurance more chedpsreby enhancing profits. Enhanced profits iaseesthe number of primary insurers,
which increases competition for business and caresgty reduces premium rates. As premium ratestfal primary insurance business
becomes less profitable and insurers profit onthatexpense of their reinsurers. As reinsurancerhes less profitable, the reinsurance
market contracts, consequently increasing reingeraztes. Reduced insurance rates and increagsdna@ice rates cause the primary
insurance market to contract. Competition decressasontracted primary insurance market, allowirsgrance rates to increase again,
thereby enhancing profits of primary insurers. €hbanced profitability of primary insurers can bared with reinsurers depending on the
terms of the individual reinsurance agreementstdfifable reinsurance market generally will agaad to a surplus of reinsurers.

The dynamics of the surety industry are also cgtlisartly for the same reasons as the propertycasdalty business described above.
Typically, the cycles of surety business and prigpand casualty business run independent of eddr.aEurrently, the surety industry is
experiencing a flattening of price increases famgary coverages after two years of rising pricdse Price increases have been driven by
catastrophic
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losses for both primary writers and reinsurershulie reinsurers sustaining the bulk of the losEkese losses have caused several large
primary writers and reinsurers to exit the suretyrketplace, creating opportunity for primary writé¢hat can continue to obtain reinsurance at
reasonable rates from the remaining reinsurersrasudt of favorable loss histories.

The Gramm-Leach-Bliley Act of 1999 removed manyefied and state law barriers to affiliations betweesurers, banks, securities firms and
other financial services providers. This legislatand similar initiatives may lead to increasedsmdidation and competition in the insurance
industry.

Regulation

AIHL is subject to the insurance holding companydaf several states. Certain dividends and digiohs by an insurance subsidiary are
subject to approval by the insurance regulatoth®tomiciliary state of such subsidiary. Othengigant transactions between an insurance
subsidiary and its holding company or other subsiés of the holding company may require approyahburance regulators in the
domiciliary state of each of the insurance subsigiaparticipating in such transactions.

AIHL's subsidiaries are subject to regulation iaitldomiciliary states as well as in the otherestah which they do business. Such regulation
pertains to matters such as approving policy faant various premium rates, licensing agents, grgraind revoking licenses to transact
business and regulating trade practices. The naffiAIHL's insurance operations are in statesunéig prior approval by regulators before
proposed rates for property or casualty or fidaditypurety insurance policies may be implementesilidance regulatory authorities perform
periodic examinations of an insurer's market cohdnd other affairs.

Insurance companies are required to report theantial condition and results of operation in adaoace with statutory accounting principles
prescribed or permitted by state insurance regrtdatoconjunction with the National Associationln$urance Commissioners (the "NAIC").
State insurance regulators also prescribe the &mmincontent of statutory financial statements,querfperiodic financial examinations of
insurers, set minimum reserve and loss ratio requiints, establish standards for the types and amotimvestments, and require minimum
capital and surplus levels. Such statutory capital surplus requirements include risk-based cafiRBC") rules promulgated by the NAIC.
These RBC standards are intended to assess th®leisk inherent in an insurance company's bussrend consider items such as asset risk,
credit risk, underwriting risk and other busineisgs relevant to its operations. In accordance W#C formulas, a company's RBC
requirements are calculated and compared to Bsadjusted capital to determine whether regulaitaigrvention is warranted. At
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December 31, 2003, the total adjusted capital ofi @i AIHL's insurance subsidiaries exceeded th@mim levels required under RBC rules
and each had excess capacity to write additiorathjpms in relation to these requirements.

The NAIC annually calculates certain statutory ficial ratios for most insurance companies in théddnStates. These calculations are
known as the Insurance Regulatory Information Syqt#RIS") ratios. There presently are twelve IREios. The primary purpose of the
ratios is to provide an "early warning" of any niagadevelopments. The NAIC reports the ratiostédesregulators who may then contact the
companies if three or more ratios fall outsideN#dC's "usual ranges." Based upon calculationsfd3egember 31, 2003, none of AIHL's
subsidiaries had more than four IRIS ratios outtfigeusual ranges.

AIHL's subsidiaries are required under the guarfuntyg laws of most states in which they transasin®ess to pay assessments up to
prescribed limits to fund policyholder losses abillities of insolvent insurance companies. AlHétbsidiaries also are required to participate
in various involuntary pools, principally involvingorkers' compensation and windstorms. In mosestdhe involuntary pool participation of
AIHL's subsidiaries is in proportion to their votany writings of related lines of business in sstdtes.

In addition to the regulatory requirements desctialbove, a number of current and pending legigladivd regulatory measures may
significantly affect the insurance business in aetg of ways. These measures include, among dftlirgs, tort reform, consumer privacy
requirements and financial services deregulatigratives.

Employees

AIHL's subsidiaries employed 622 persons as of Béxaz 31, 2003, 297 of which were at RSUI and itssgliaries, 295 of which were at
Capitol Transamerica and its subsidiaries and 3@ha¢h were at Darwin.
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INDUSTRIAL MINERALS BUSINESS

On July 31, 1991, a holding company subsidiary léghany acquired all of Manville Corporation's Vdwide industrial minerals business,
now conducted principally through World Mineral$iélformer Chairman of the Board of World Mineralsrently owns an equity interest of
approximately 1.5 percent of World Minerals' imnegdiparent company.

World Minerals, headquartered in Santa BarbarafdZaia, is principally engaged in the mining, puation and sale of two industrial
minerals, diatomite and perlite.

Diatomite

World Minerals conducts its diatomite business tigtoits Celite subsidiary. Celite is believed tatthe world's largest producer of filter-aid
grade diatomite, which it markets worldwide under Celite(R), Diafil(R) and Kenite(R) brand nam@slite also markets filter-aid grade
diatomite in Europe under the Primisil(R) brand eaand in Latin America and other areas under tlaetiiR) brand name.

Diatomite is a silica-based mineral consistinghaf tossilized remains of microscopic freshwatemarine plants. Diatomite's primary
applications are in filtration and as a functiofiléér. Filtration accounts for the majority of theorldwide diatomite market and for over 50
percent of Celite's diatomite sales. Diatomitesedias a filter aid in the production of beer, {daite, wine, water, sweeteners, fats and oils,
pharmaceuticals, chemicals, lubricants and petnolddiatomite is used as a filler, mainly in pairded as an anti-block agent in plastic film.

In addition to diatomite, Celite also produces aitsilicate products and magnesium silicate prtgjuehich are sold worldwide under the
MicroCel(R) and Celkate(R) brand names (excepubiipns of Europe where calcium silicate productssold under the Calflo(R) brand
name). These products, which have high surfacear@adsorption and absorption capabilities, aeel i convert liquid, semi-solid and
sticky ingredients into dry, free-flowing powdersthe production of rubber, sweeteners, flavorimgd pesticides.

Celite has its world headquarters in Lompoc, Caii and owns, directly or through wholly owned sidiaries, diatomite mines and/or
processing plants in Lompoc, California; Quincy,dhagton; Fernley, Nevada; Murat, France; Alica®gain; Arica, Chile; Arequipa, Peru;
Ayacucho, Peru; Tuxpan, Mexico; and Guadalajarasitte In addition, World Minerals, through variosisbsidiaries of Celite, owns
controlling
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interests in three joint ventures of which two acéive and engaged in the mining and processimigddmite in Jilin Province, People's
Republic of China ("PRC").

In 2001, Celite sold its 48.6 percent of Kisilidjdmf., a joint venture with the Government of hred, which mines and processes diatomite
from Lake Myvatn in Iceland, to Allied EFA. Follong the sale, Celite retained the exclusive rigtgeibthe diatomite products produced
from the Icelandic mine as long as such produatsicoe to be produced. Also in 2001, Celite acquttee diatomite business, including a
plant and mining properties, in and around Ferrigyada from CR Minerals, LLC.

Celite's largest diatomite plant and mine is lodatear Lompoc, California. Celite currently obta#disadditional diatomite supplies from its
mines in the states of Washington and Nevada akdaiince, Spain, Mexico, Chile and Peru, from iistjgentures in China and from its
former joint venture in Iceland. Celite believeattits diatomite reserves in Washington, Nevadaitte Chile, Peru, and China are gener
sufficient to last for at least 20 more years atent rates of production. Reserves are less tBareadrs for some ore types at Lompoc, France
and Spain. Programs are underway to improve oszves at these locations by making improvementiseéglants' processing technology
through additional exploration. Celite has subsshiore reserves at several of its mines and sefftqplant capacities that enable it, if
necessary, to supply customers from different looat

Celite's silicate products are produced from pusellamagnesium and calcium compounds and intersiafiplied diatomite.
Perlite

World Minerals conducts its worldwide perlite busss through its Harborlite subsidiary. World Mireiaelieves that Harborlite is the
world's largest producer of perlite filter aids ahdt Harborlite, which is also engaged in the hess of selling perlite ore, is one of the
world's largest merchant producers of perlite @fese products are marketed worldwide under thédthte(R) and Europerl(R) brand
names.

Perlite is a volcanic rock which contains betwega percent and five percent natural combined watéren heated rapidly, the natural
combined water turns explosively into steam, amdptbrlite ore "pops" in a manner similar to pop¢@spanding up to twenty times its
original volume and creating a soft material wilge surface area and correspondingly low density.

Harborlite has its world headquarters in Lompodijf@aia and owns, directly or through wholly ownedbsidiaries, a perlite mine and mil
No Agua, New Mexico; a perlite loading facility Antonito, Colorado; a perlite mine and a mill ingguior,
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Arizona; a perlite deposit in Utah; a perlite mared mill in Dikili, Turkey; perlite deposits in Cal Mexico and Central Turkey; and perlite
expansion facilities in Escondido, California; GreéRiver, Wyoming; LaPorte, Texas; Youngsville, No@arolina; Vicksburg, Michigan;
Quincy, Florida; Wissembourg, France; Hessle, Bmgjl8arcelona, Spain; Milan, Italy; Santiago, Chdad Paulinia, Brazil.

The Perlite ore mined at Harborlite's No Agua, Néexico mine is sold primarily to companies that @axg it in their own expansion plants
and use it in the manufacture of roofing boardyfed pipe insulation and acoustical ceiling tiletliReore for filter aid and certain filler
applications is mined at Harborlite's Superior,zaria mine and is expanded at Harborlite's six esiparplants located in the United States.
Expanded perlite is also produced at Harborlitelopean expansion plants at Hessle, United Kingdéimsembourg, France; Barcelona,
Spain and Milan, Italy; from perlite ore obtainedrh Harborlite's perlite mines at Dikili, Turkeyém Central Turkey; and from merchant
ore producers in Europe. In the 2003 fourth quaHerborlite announced the closing of its Hessleitédl Kingdom expansion plant during
2004. Harborlite's Chilean plant expands perliteioied from its own deposits in Chile and its Bratant expands perlite ore obtained from
Harborlite's Turkish mines. Most of the expandediigeis used as a filter aid in the brewing, foadne, sweetener, pharmaceutical, chemical
and lubricant industries, or as a filler and innamedium in various construction applications.

In 2000, Harborlite subsidiaries completed the &itjon of small perlite expansion businesses atmited Kingdom and Spain, which have
been merged into existing Harborlite businessésase countries.

In 2001, Harborlite acquired a small perlite expam$usiness in Spain, which was merged into Héitbter existing operations in Spain, and
acquired additional perlite ore reserves in Cerfitakey. In 2002, Harborlite acquired the perlitaimg and expansion business in Chile and
the perlite expansion business in Brazil.

Harborlite obtains perlite ore in the United Stdtesn its No Agua and Superior mines, and belighes its perlite ore reserves at each of
these sites are sufficient to last at least 20 ryeses at the current rates of production. Thetpassed by Harborlite for expansion in Europe
and Brazil is obtained from Harborlite's two mie§ urkey and from third parties in Europe. Oreerggs at the Turkish mines are believed
to be sufficient to last at least 20 more yeatbatcurrent rates of production. Ore reserves abdthte's Chilean mine is believed to be
sufficient to last at least 20 more years at theetu rates of production.

World Minerals conducts its business on a worldwidsis, with mining and processing operationséwah countries. In 2003, approximat
49 percent of World
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Minerals' revenues (equal to 12.8 percent of Alegts consolidated revenues) were generated bigfooperations, and an additional 11
percent of World Minerals' revenues were generhyeelxport sales from the United States. While Wafiderals believes that the
international scope of its operations gives it ueigompetitive advantages, international operatiamsbe subject to additional risks, such as
currency fluctuations, changes in foreign legalisments and political instability. World Mineralbsely monitors its methods of operating
in each country and adopts strategies responsigieainging economic and political environments.

World Minerals minimizes its exposure to the rigkareign currency fluctuation by, among other tfgnrequiring its non-European foreign
subsidiaries to invoice their export customers nitéd States dollars and causing all of its subsi€ls to declare and pay dividends whenever
feasible. World Minerals' foreign operations do sabject Alleghany to a material risk from foreigurrency fluctuation.

World Minerals' operating subsidiaries experieneednterruptions in raw materials availability id@3. Barring unforeseen circumstances,
World Minerals anticipates no such interruption2@®4. Celite and Harborlite believe that they hiaken reasonable precautions for the
continuous supply of their critical raw materials.

Many of Celite's and Harborlite's operations udessantial amounts of energy, including electricitel oil, natural gas and propane. In 2001,
Celite and Harborlite experienced the effects giranedented increases in the costs of electrigéytiCularly in California) and natural gas,
and temporary shutdowns as a result of electriityrtages experienced in California. The elecyrislitortages did not extend beyond 2001,
but higher electricity and natural gas prices aqgeeted to continue into the foreseeable futurditeaCend Harborlite have supply contracts for
most of their energy requirements. Most of suchtramts are for one year or less. Celite and Haitedrhve not experienced any energy
shortages outside of California and they beliewat they have taken reasonable precautions to etfsatrtheir energy needs will be met,
barring any unusual or unpredictable developments.

From the time World Minerals began operations iill%one of its customers accounted for 10 permentore of World Minerals' annual
sales.

World Minerals presently owns, controls or hold®lises either directly or through its subsidiatGesgpproximately 21 United States and 110
foreign patents and patent applications. Althougbrld/Minerals considers all of its patents andr®es to be valuable, World Minerals
believes that none of its patents or licenses igs@yf material to its business.
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World Minerals normally maintains approximatelyrzeeto four-week supply of inventory on certaingwots due to production lead times.
Although diatomite mining activities at Celite'smmipal mine in Lompoc, California may be suspendadng periods of heavy rainfall,

World Minerals believes that, because of the stidickpof ore during dry periods, such suspensiomsidt materially affect the supply of
inventory. Barring unusual circumstances, World étals does not experience backlogs of orders. Wditheérals' business is not seasonal to
any material degree.

In order to bring more focused attention to thequribusiness needs of various areas of the wortdldV\Winerals reorganized the
management of its business in 2000 into three nedjigectors. Sales, operations and finance furetoa now managed on a regional basis.
Administrative, technical and support servicesmmvided to the regional sectors by World Minersll&rld Minerals has research and
development, environmental control and quality omiaiboratories at its Lompoc production facilitiand quality control laboratories at each
of its other production facilities. In 2003, Wolllinerals spent approximately $2.3 million on compaponsored research and technical
services (in addition to amounts spent on engingaand exploration) related to the developmentiammovement of its products and
services. World Minerals embarked on a major ptdecpgrade its information technology capabiitie 2000, a process that will continue
into 2005.

Competition

World Minerals believes that Celite is the worldisgest producer of filter-aid grade diatomite. Teamainder of the market is shared by
Celite's four major competitors: Eagle-Picher Male{United States), CECA (France), Showa (Japaah)Grefco (United States), and a
number of smaller competitors.

World Minerals believes that Harborlite is the veisllargest producer of perlite filter aids andng of the world's largest merchant producers
of perlite ore. Harborlite has two large compestor the expanded perlite market, Grefco and CEGW, many smaller competitors.
Harborlite also has two large competitors in theahant perlite ore market, Silver & Baryte (Greeae)l Grefco, and numerous smaller
competitors.

The filter aid products of Celite and Harborlitergeete with other filter aids, such as cellulosel ather filtration technologies, such as
crossflow and centrifugal separation. Celite'satks compete with a wide variety of other synthetineral products.

In all of World Minerals' businesses, competitismprincipally on the basis of service, product guand performance, warranty terms, speed
and reliability of delivery, product availabilitynd price.
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Regulation

All of Celite's and Harborlite's domestic operas@re subject to a variety of federal, state andllenvironmental laws and regulations. Tt
laws and regulations establish potential liabildy costs incurred in cleaning up waste sites amabise limitations on atmospheric emissions,
discharges to domestic waters, and disposal ofrtlama materials. Certain state and local jurisdigihave adopted regulations that may be
more stringent than corresponding federal reguiati€elite and Harborlite believe that the impdarvironmental regulations on their
respective operating results has been minimal dtiesir environmental compliance programs; howeQetite and Harborlite cannot predict
the potential future impact of such regulationsegithe increasing number and complexity, and dngncharacter, of such regulations.

Moreover, federal and state laws governing dispobalastes impact customers who must dispose af filser-aid materials. World Minerals
works with its customers to implement disposalteyees to minimize the impact of these disposalilie@ns.

The domestic mining operations of Celite and Hditgoare subject to regulation by the Mine Safaiy &ealth Administration ("MSHA").
This agency establishes health and safety standelating to noise, respiratory protection and dasemployee work environments in the
mining industry. Celite's and Harborlite's domesgtioduction facilities which are not under the gdiction of MSHA are subject to regulation
by the Occupational Safety and Health AdministraftoSHA"), which establishes regulations regardemong other things, workplace
conditions and exposure to dust and noise. In iatditertain state agencies exercise concurreisgjation in these areas. During 1997, both
MSHA and OSHA announced special emphasis programediice the incidence of silicosis in the workpldaue to Celite's industrial
hygiene and monitoring programs, Celite does npeeithese special emphasis programs to impdotisimess in any material way.

World Minerals maintains a staff of experiencedimmnmental, safety and industrial hygiene profesais who assist plant personnel in
complying with environmental, health and safetyulagons. Its environmental, safety and industnigdiene audit group also performs rou
internal audits and reviews of World Minerals' fil&acilities worldwide. Due to these programs a@sponsible management at the local p
level, compliance with such regulations has beeititi@ed and the financial impact of such reguas on operating results has been minimal.

Certain products of Celite and Harborlite are scibje the Hazard Communication Standard promulghie@SHA, which requires Celite al
Harborlite to disclose the hazards of those pradtecemployees and customers. Celite's diatomitdymts and certain of Harborlite's
products contain varying amounts of crystalline
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silica, a mineral which is among the most commamtbon earth. In 1997, the International AgencyResearch on Cancer ("IARC")
reclassified the inhalation of crystalline silicarh occupational sources from "probably carcinogémihumans" to a category reflecting
"sufficient evidence of human carcinogenicity." iiehnd Harborlite provide required warning lakatstheir products containing in excess of
0.1 percent respirable crystalline silica, advisingtomers of the IARC designation and providingpremended safety precautions. Such
requirements also mandate that industrial custombospurchase diatomite or perlite for use aslerfih their products label such products to
disclose hazards which may result from the inclugibcrystalline silica-based fillers, if such prmds contain in excess of 0.1 percent of
crystalline silica by volume, except in the caseafi-calcined diatomaceous earth where labelioglig required in cases where the
crystalline silica level exceeds 1 percent. Dukabeling concerns, some manufacturers of paint beagonsidering the use of other fillers in
place of Celite's products. In such cases, Cetitedattively worked with the customers to switchlternative products. Celite believes that
loss of these customers would not have a matatiarae effect on its operating results. Severatstaave also enacted or adopted "right to
know" laws or regulations, which seek to expandftiieral Hazard Communication Standard to inclugeiding notice of hazards to the
general public, as well as to employees and custome

Celite, through the industry-sponsored Internati@iatomite Producers Association ("IDPA"), hastpapated in funding several studies to
examine in more detail the cancer risk to humams foccupational exposure to crystalline silica. Gaeh study, conducted by the University
of Washington on diatomite workers in Lompoc, Gatifia (the "Washington Study"), found a modestaase in lung cancer deaths in the
cohort compared with national rates (indicated lsyamdardized mortality ratio ("SMR") equal to 1).4Bhe SMR compares the number of
expected cancer deaths in the cohort with 1, whephesents the number of cancer deaths in the giqulat large. The study also found an
increase in nomAalignant respiratory disease ("NMRD") (SMR equeP159); this finding was expected because the NMRi2gory include
silicosis resulting from exposures in past decades.

After the publication of the Washington Study, @etionducted its own review of the portion of tiebert representing the Lompoc plant and
found that more workers in this portion of the cdhmay have been exposed to asbestos prior to Wiirldrals' purchase of the Lompoc
plant than originally thought. Since exposure tioestos has been found to cause lung cancer aricatespdisease, this finding has raised
concern that the Washington Study may have ovexsthe adverse health effects of exposure to diipstailica. IDPA engaged an
epidemiologist and an industrial hygienist to exagrthe cohort to determine whether asbestos expegs properly accounted for
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in the Washington Study's results. The final IDRfart (the "Asbestos Study") was issued in Decerh®84 and found:

"Although asbestos operations were small relativihi¢ diatomaceous earth operations, analysessingport showed that exposure to
asbestos by workers was relatively common. For @kanthe number of cohort members who were evenidelf/, probably or possibly
exposed to asbestos was shown to involve approgiyn@® percent of the cohort. Even when only mepleged in jobs definitely exposed
asbestos for more than [one] year in the period18%/7 were considered, more than 8 percent adghert had held such jobs."

The Asbestos Study's authors called for furthetyaea which fully take into account the resultshair study stating "[t]he interpretation of
the silica-lung cancer risk relationships basedhenLompoc] cohort should await the outcome ofrsanalyses."

The results of the Asbestos Study were analyzetidauthors of the Washington Study. They did go¢a that asbestos was a likely
confounder of the results of the initial study.

In 1996, the Washington Study's authors, in astioaiavith researchers from Tulane University, coctéd a seven-year follow-up study of
the Lompoc cohort. The follow-up study, funded byrant from the National Institute for OccupatioSalfety and Health, reported a lower
SMR for the cohort (1.29 vs. 1.43), a weakened desponse relationship (which may suggest a lesslgsive indication of a causative
relationship between occupational exposure andetat®aths), and a continued absence of excessémugr in workers hired after 1960.
Data errors later discovered in the follow-up stueljuced the final SMR to 1.22 and further weakeheddose response relationship. An
additional aspect of the study, which sought to para results of the cohort study to radiographécimegs of the workers, confirmed that the
risk of silicosis to workers hired since 1950 argased to a cumulative crystalline silica exposegeal to or less than 3 mg/m(3) over the
working lifetime of the workers has not been apjaiely different than in non-exposed populations.

The various agreements covering the purchase dfubimess of Celite in 1991 provide for the indefination of the holding company
subsidiary of Alleghany which acquired Celite bg tharious selling Manville entities in respect nf@&nvironmental and health claims
arising from the operations of the business oft€glrior to its acquisition by the holding compaupsidiary. Such commitments of the
selling Manville entities will terminate on July 32006 with respect to claims first asserted th¢zea
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Employees

As of December 31, 2003, World Minerals and itssmidated subsidiaries had approximately 1,551 eygas worldwide, including 1,080 at
Celite and 277 at Harborlite. Approximately 295C#lite's employees and 36 of Harborlite's employedise United States are covered by
collective bargaining agreements. All of the cdilez bargaining agreements covering workers att€ald Harborlite are in full force and
effect.
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WHOLESALE STEEL FASTENER BUSINESS

Heads & Threads, headquartered in Bloomingdaiepl8, is one of the nation's leading importers distributors of steel fasteners. The
Heads and Threads division (owned by Alleghanyesit&74) was reorganized in 1999 as Heads & Thriedeisiational LLC. Heads &
Threads imports and sells commercial fastenerss; bolts, screws, washers, sockets, and ancliorsesale through distributors and
packagers that serve original equipment manufastungaintenance and repair operators, construatidiretail customers. Heads & Threads
has five distribution centers and seven warehossasng major metropolitan areas with same dayeat day delivery. Heads & Threads also
has a packaging operation that distributes smakages through its Atlas division.

In 1998, Heads & Threads acquired Gardenbolt lat@nal Corp, substantially increasing its size presence in East Coast markets and
adding a complementary direct from mill/stock feletase business to its existing stock businessptih 2000, Heads & Threads acquired the
assets of Reynolds Fasteners Inc., effectively loglits size. Reynolds, a wholesale distributofasteners headquartered in Edison, New
Jersey, conducted a stock business through twales sffices and warehouses nationwide. In Noverab80, Heads & Threads acquired the
assets of the Atlas Screw & Specialty Division afyRucket Fasteners Inc. Atlas, headquartered in Be#ford, Massachusetts, was a
relatively small wholesale distributor of fastenesslling product in small package quantities prilpan the eastern United States.

Because Heads & Threads imports the vast majofity dasteners, it is necessary to forecast imwgntequirements from six months to a y

in advance to allow time for shipments to reaclirttiestinations in the United States. As a restidiads & Threads maintains a six- to eight-
month supply of inventory due to customer requiretaéor immediate delivery. Because of the largemories it holds and the price
sensitivity of the market it serves, Heads & Thadargins can be adversely affected when prodytacement costs, and therefore, selling
prices, change quickly or dramatically.

Heads & Threads' costs are subject to fluctuatiofsreign currency and import duties. Increaseisnport duties may result from
determinations by United States federal agencasftineign countries are violating United Stategdar intellectual property rights, or are
following restrictive import policies. Heads & Tla@s operations do not subject Alleghany to a maltask from fluctuations in foreign
currency or import duties.

At December 31, 2003, Heads & Threads had 247 grapt
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REAL ESTATE BUSINESS

Headquartered in Sacramento, California, AlleghRrgperties owns and manages properties in the 1Baota region of California. Such
properties include improved and unimproved comnaétand and commercial and residential lots. Theonitg of these properties is located
in North Natomas. A considerable amount of actiftigm developers has occurred in the North Natoanaa since 1998, including the
construction of more than 8,900 single family hon8$00 apartment units, office buildings and saMiily-leased regional retail shopping
centers. Participating in this growth, AlleghanyBerties sold over 360 acres of residential lardi%hacres of commercial property.

At December 31, 2003, Alleghany Properties had é&muployees.
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Item 2. Properties.
Alleghany's headquarters is located in leased@fffzace of approximately 16,000 square feet aPairk Avenue in New York City.

World Minerals' headquarters is located in leasednises of approximately 13,000 square feet in&SBatbara, California. Celite, Harborlite
and certain departments of World Minerals share@pmately 16,800 square feet of leased premisésimpoc, California.

A description of the major plants and propertiesiedand operated by Celite and Harborlite is st foelow. All of the following properties

are owned, with the exception of the following sjterhich are leased: Plant # 1 at Quincy, Washimdtee plant site at Fernley, Nevada; the
headquarters of World Minerals at Santa Barbaragtyearters of Celite and Harborlite at Lompoc, fBatia; the offices at Nanterre, France;
Beijing, PRC; Santiago, Chile; Sao Paulo, Brazilkj &zmir, Turkey; and the plant at Wissembourgneea

Location and A pproximate Product
Nature of Property Squ are Footage or Use
CELITE:
Lompoc, CA 997,410 Diatomite filter aids, fillers,
Production facility; silicates and specialty products

18 multi-story production buildings;
5 one-story warehouse buildings; 6
one-story laboratory buildings; 4
multi-story bulk handling buildings;
6 one-story office buildings; 2
one-story lunch and locker-room
buildings; and 10 one-story shops.

Lompoc, CA 16,800 Administrative office

1 one-story building; and 3 units within
1 one-story building.
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Location and
Nature of Property

Quincy, WA

Production facility;

Plant #1-1 multi-story production
building and 7 one-story buildings.
Plant #2-1 multi-story production
building and 6 one-story buildings.

Fernley, NV

Production facility; 1 five-story
processing building; 1 one-story
warehouse and office building; 1
one-story warehouse, office and
packaging building; 1 one-story
truck shed; 1 one-story maintenance
shop; and 1 one-story lab.

Murat, Department of Cantal, France
Production facility;

1 one-story manufacturing building;
2 one-story warehouses; and 1
one-story office building.

Nanterre, France
1 single floor in a multi-story, rental
office building.

Guadalajara, Mexico

Production facility;

2 multi-story production buildings;
2 multi-story pollution-control
buildings; and 20 one-story
buildings.

Squ

pproximate Product
are Footage or Use

60,941 Diatomite filter aids and fillers

21,200 Diatomite filters

77,000 Diatomite filter aids

6,600 Sales and administrative offices

116,610 Diatomite filter aids and fillers
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Location and A
Nature of Property Squ

Mexico City, Mexico
1 single floor condominium.

Arica, Chile

Production facility;

1 calcined line; 1 administration
building; 1 laboratory; 1 warehouse
building; 1 changing room building;
1 maintenance workshop; and 1
product warehouse.

Santiago, Chile
1 single floor in a multi-story,
rental office building.

Alicante, Spain

Production facility;

2 multi-story manufacturing
buildings; 3 one-story warehouses; 2
one-story office buildings; 1
two-story laboratory; and 3
miscellaneous buildings.

Changbai County,

Jilin Province, PRC

Production facility;

1 multi-story processing facility; 4
one-story warehouse buildings; 1
multi-story office building; and 4
one-story miscellaneous buildings.

pproximate Product
are Footage or Use

2,700 Sales and administrative offices

50,000 Diatomite filter aids

2,500 Offices

70,777 Diatomite filter aids and fillers

95,000 Diatomite filter aids

34



Location and A
Nature of Property Squ

Linjiang County,

Jilin Province, PRC

Production facility;

1 multi-story production facility; 1
two-story office building; 3

one-story warehouse buildings; and 3
one-story miscellaneous buildings.

Linjiang County,

Jilin Province, PRC

Production facility;

3 multi-story production facilities;

1 one-story office building; 2
one-story warehouse buildings; and 5
one-story miscellaneous buildings.

Beijing, PRC
1 single floor in a multi-story,
rental office building.

HARBORLITE:

Antonito, CO

1 one-story manufacturing building
and warehouse; 1 one-story office
building; and 1 one-story warehouse.

pproximate Product
are Footage or Use

74,665 Diatomite filter aids

142,000 Diatomite filter aids

2,700 Offices

9,780 Warehouse facilities for perlite ore
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No Agua, NM

Production facility;

1 six-story mill building; 1
one-story office and shop building;
and 8 miscellaneous one-story
buildings.

Superior, AZ

Production facility;

1 one-story warehouse building; and
1 one-story office building.

Escondido, CA
1 one-story warehouse building; and
1 one-story office building.

Green River, WY
1 one-story warehouse building; and
1 one-story office building.

Vicksburg, Ml
2 one-story warehouse buildings; and
1 one-story office building.

Youngsville, NC

1 one-story warehouse building; 1
one-story manufacturing building;
and 1 one-story office building.

40,550

6,900

8,450

17,300

25,050

22,500

Perlite ore

Perlite ore

Perlite filter aids

Perlite filter aids

Perlite filter aids

Perlite filter aids



Quincy, FL

1 one-story warehouse building; 1
one-story manufacturing building;
and 1 one-story office building.

LaPorte, TX
1 one-story expansion warehouse and
office building.

Wissembourg, France
A portion of 1 multi-story
production and warehouse building.

Hessle, Humberside,

United Kingdom

1 one-story manufacturing building;
and 1 two-story office building.

Dikili, Turkey

Production facility;

1 four-story manufacturing building;
1 one-story warehouse building; 1
one-story raw material warehouse; 1
one-story office building; and 1
one-story maintenance shop.

Izmir, Turkey

1 single floor in a rental office
building.
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18,450

23,000

5,000

36,700

63,200

1,000

Perlite filter aids

Perlite filter aids and fillers

Perlite filter aids and fillers

Perlite filter aids and fillers

Perlite crushing mill

Sales and administrative offices



Barcelona, Spain

Production facility;

1 one-story manufacturing and
warehouse building; 1 one-story raw
material warehouse; and 1 two-story
office building.

El Ejido, Spain

1 one-story manufacturing building;
1 one-story warehouse; and 1
one-story office building.

Milan, ltaly
Production facility;

1 one-story manufacturing/ warehouse

building; 1 one-story raw material
warehouse; and 1 two-story office
building.

Santiago, Chile

Production facility;

1 ore crushing station; 1
classification and drying line; 3
expansion lines; 1 administration
building; 2 product warehouse
buildings; 1 laboratory; 1 employee
locker facility.

Paulinia, Brazil

1 expansion line; 1 maintenance
workshop; 1 laboratory; 1
administration building; 1
warehouse; 3 ore silos; 1 employee
locker facility.

Sao Paulo, Brazil
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70,300

21,520

68,600

26,000

21,520

2,100

Perlite filter aids and fillers

Perlite fillers

Perlite filter aids

Perlite expansion facility

Perlite expansion facility

Administrative offices



Celite's largest mine is located on owned propientpediately adjacent to the City of Lompoc, Califiar, and is the site of one of the most
unusual marine diatomite deposits in the world. irtiee celebrated its 100th anniversary of produciiin1993 and has been in continuous
operation for more than 60 years. The Lompoc pridudacility has a rated capacity in excess of,200 tons annually and currently
supplies more than 25 different grades of diatomitelucts to the filtration and filler markets. Thaeility also houses World Minerals'
research and development, and health, safety anemental departments and Celite's quality cdriatooratories.

World Minerals, Celite and Harborlite also leaseetmuses, office space and other facilities indh#ed States and abroad. Celite's joint
ventures in the PRC have rights to mine diatomaseauth in sections of Jilin Province, PRC.

RSUI leases approximately 115,000 square feetfmfeo§pace in Atlanta, Georgia for its headquarsers approximately 34,000 square fee
office space in Sherman Oaks, California.

Capitol Transamerica leases approximately 50,00arsqfeet of office space in Madison, Wisconsinifeand Platte River's headquarters.
Item 3. Legal Proceedings.

Alleghany's subsidiaries are parties to pendinggfton and claims in connection with the ordinaourse of their businesses. Each such
subsidiary makes provision on its books, in accecdavith generally accepted accounting princifi@sestimated losses to be incurred in
such litigation and claims, including legal coststhe opinion of management, such provision isjadée under generally accepted accour
principles as of December 31, 2003.

Item 4. Submission of Matters to a Vote of Securitydolders.
No matter was submitted to a vote of security hddkiring the fourth quarter of 20C
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Supplemental Item. Executive Officers of Registrant

Current Position
Name Age (date elected)

F.M. Kirby 84 Chairman of the Board (sin

John J. Burns, Jr. 72 President, chief operating
(since 1977) and chief exe
officer (since 1992)

Weston M. Hicks 47 Executive Vice President (
October 2002)

David B. Cuming 71 Senior Vice President and
financial officer (since 1

Robert M. Hart 59 Senior Vice President, Gen
(since 1994) and Secretary

Business Experience
During Last 5 Years

ce 1967) Chairman of the Board, Alleghany.

officer President and chief executive offic
cutive Alleghany.
since Executive Vice President, Alleghany

Executive Vice President and Chief
Financial Officer, The Chubb Corpor
(from March 2001 to October 2002);
Senior Research Analyst and Managin
Director, J.P. Morgan Securities (f
February 1999 to March 2001); Senio
Research Analyst, Sanford C. Bernst
Co., Inc. (from March 1991 to Febru

1999).
chief Senior Vice President and chief
989) financial officer, Alleghany.

eral Counsel Senior Vice President, General Coun
(since 1995) and Secretary, Alleghany.
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James P. Slattery 52 Senior Vice President - In surance Senior Vice President - Insurance,
(since 2002) Alleghany; President, JPS & Co., LL C

(from April 2001); Chief Operating
Officer and Deputy Chief Executive
Officer, Swiss Reinsurance America
Corporation (from November 1999 to
April 2001); Senior Vice President
- Swiss Re Capital Partners (from
1983 to 1999).

Peter R. Sismondo 48 Vice President, Controller , Assistant  Vice President, Controller, Treasur er,
Secretary, principal accou nting Assistant Secretary and principal
officer (since 1989) and T reasurer accounting officer, Alleghany.

(since 1995)

PART Il
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters.

The information required by this Item with respexthe market price of and dividends on Alleghaegsimon stock and related stockholder
matters is incorporated by reference from pagefZ8leghany's Annual Report to Stockholders for ytlear 2003, filed as Exhibit 13 hereto.
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Recent Sales of Unregistered Securitie

Other than unregistered issuances of Common Staskqusly reported in Alleghany's Quarterly RepamsForm 10Q for the quarters end
June 30, 2003 and September 30, 2003, and suanisssithat did not involve a sale consisting afdsses of common stock and other
securities pursuant to employee incentive plangghlany did not sell any Common Stock during 20G8 tvas not registered under the
Securities Act.

Item 6. Selected Financial Data.

The information required by this Item 6 is incorgtad by reference from page 28 of Alleghany's AhRegoort to Stockholders for the year
2003, filed as Exhibit 13 hereto.

Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations.

The information required by this Item 7 is incorgted by reference from pages 3 through 4, 6 thrd@ghi2 through 26 and 30 through 32 of
Alleghany's Annual Report to Stockholders for tleary2003, filed as Exhibit 13 hereto.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

The information required by this Item 7A is incorated by reference from pages 32 through 33 ofghlley's Annual Report to Stockhold
for the year 2003, filed as Exhibit 13 hereto.

Item 8. Financial Statements and Supplementary Data

The information required by this Item 8 is incorated by reference from pages 34 through 52 of Aleg's Annual Report to Stockholders
for the year 2003, filed as Exhibit 13 hereto.
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Item 9. Changes in and Disagreements With Accountasion Accounting and Financial Disclosure
Not applicable
Item 9A. Controls and Procedures

Alleghany carried out an evaluation, under the stip®n and with the participation of Alleghany'samagement, including the Chief
Executive Officer (the "CEQ") and the Chief Finaal®fficer (the "CFO"), of the effectiveness of tihesign and operation of Alleghany's
disclosure controls and procedures as of the etitegberiod covered by this Form 10-K Report punsta Rule 13a-15 promulgated under
the Securities Exchange Act of 1934. Based ondhaluation, Alleghany's management, including tBGnd CFO, concluded that
Alleghany's disclosure controls and procedures#egtive in timely alerting them to material infoation required to be included in
Alleghany's periodic reports required to be fileibwvthe Securities and Exchange Commission. It Ehbe noted that the design of any
system of controls is based in part upon certanm@ptions about the likelihood of future events) tirere can be no assurance that any d
will succeed in achieving its stated goals undipatential future conditions, regardless of homote. There have been no significant
changes in internal control over financial repaytihat have materially affected, or are reasonblkdyy to materially affect, Alleghany's
internal control over financial reporting subseduerthe date of such evaluation, including anyective actions with regard to significant
deficiencies or material weaknesses.

PART IlI
Item 10. Directors and Executive Officers of Regisant.

As permitted by General Instruction G(3), informaticoncerning the executive officers of Alleghasgét forth as a supplemental item
included in Part | of this Form 10-K Report undee taption "Executive Officers of Registrant." Imf@mtion concerning the directors of
Alleghany is incorporated by reference from pag#srdugh 9 of Alleghany's Proxy Statement, filedabe filed in connection with its
Annual Meeting of Stockholders to be held on A@Bl 2004. Information concerning compliance wita teporting requirements under
Section 16 of the Securities Exchange Act of 1834amended, is incorporated by reference from pHgesd 11 of Alleghany's Proxy
Statement, filed or to be filed in connection withAnnual Meeting of Stockholders to be held orriA®3, 2004.
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In September 2003, the Board of Directors of Aliemhadopted a Financial Personnel Code of Ethies"Einancial Personnel Code of
Ethics") applicable to its chief executive officehief financial officer, chief accounting officand vice president for tax matters that comj
with the requirements of Item 406 of RegulatioK &inder the Securities Exchange Act of 1934, asnaie@. The Financial Personnel Cod
Ethics supplements Alleghany's Code of BusinessiGorand Ethics, adopted by the Board of Directdalleghany in September 2003,
which is applicable to all employees of Alleghamgdts directors. A copy of the Financial Persor@etle of Ethics has been filed as Exhibit
14 to this Form 10-K Report.

Item 11. Executive Compensation.

The information required by this Item 11 is incamgted by reference from pages 12 through 17 ofghldey's Proxy Statement, filed or to be
filed in connection with its Annual Meeting of Stdmlders to be held on April 23, 2004. The inforibatset forth beginning with the bottom
of page 18 through page 23 of Alleghany's Proxyestant, filed or to be filed in connection with Asnual Meeting of Stockholders to be
held on April 23, 2004, is not “filed" as a partdef.

Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter.
Equity Compensation Plan Information

The following table summarizes information, as @cBmber 31, 2003, relating to equity compensatianspof Alleghany under which equi
securities of Alleghany are authorized for issuance

(c)
NUMBER OF SECURITI ES
REMAINING AVAILABLE FOR
(a) (b) FUTURE ISSUANCE UN DER
NUMBER OF SECURIT IESTO WEIGHTED-AVERAGE  EQUITY COMPENSATI ON
BE ISSUED UPON EX ERCISE EXERCISE PRICE OF  PLANS (EXCLUDING
OF OUTSTANDING OP TIONS, OUTSTANDING OPTIONS, SECURITIES REFLECTE DN
PLAN CATEGORY WARRANTS AND RI GHTS  WARRANTS AND RIGHTS COLUMN(a))

Equity compensation plans

approved by security

holders(1)......ccccoueene 85,564(2 ) $146.87 782,070
Equity compensation plans not

approved by security

holders(3)....c.ccccveenne 37,488 $123.36 10,235

(1) These plans consist of: (i) the Amended andd®ed Directors' Stock Option Plan, (ii) the 200@ebtors' Stock Option Plan, (iii) the
Directors' Equity Compensation Plan, (iv) the 12@8g-Term Incentive Plan and (v) the 2002 Long-Ténecentive Plan.

(2) This amount does not include 81,667 performatages outstanding under the 1993 Plan and 3®&@8rmance shares outstanding
under the 2002 Plan. Performance shares do notdraggercise price because their value is depenghent the achievement of certain
performance goals over a period of time. Perforraaiares are typically paid one-half in cash aredtmaif in Common Stock.

(3) These plans consist of: (i) the Subsidiary Etives' Stock Option Plan (the "Subsidiary OptioarP), (ii) the Underwriters Re Group, Inc.
1998 Stock Option Plan (the "URG 1998 Plan") angttie Underwriters Re Group, Inc. 1997 Stock OptPlan (the "URG 1997 Plan").
Under the Subsidiary Option Plan, which was adopteduly 21, 1998, the Compensation Committee tdghlany's Board of Directors
selected non-employee directors of Alleghany'siglidrses to receive grants of nonqualified stockiaps. Not more than 25,000 shares of
Common Stock (subject to adjustment by reason p&éock split, stock dividend or other similar et)ewill be issued pursuant to options
granted under the Subsidiary Option Plan. As ofdbdmer 31, 2003, options to purchase 10,826 shamlseghany's Common Stock (subje

to adjustment by reason of any stock split, staelddnd or other similar event) were outstandinige Subsidiary Option Plan expired on July
31, 2003 and therefore no shares of Alleghany'srf@omStock remain available for future grants. Eagtion has a term of 10 years from the
date it is granted. One-third of the total numbiestmres of Common Stock covered by each optionrhes exercisable each year beginning
with the first anniversary of the date it is grahteowever, an option automatically becomes exabtésin full when the non-employee
subsidiary director ceases to be a non-employesidiaby director for any reason other than dedthnloptionholder dies while holding
options that have not been fully exercised, hiserexecutors, administrators, heirs or distribsitas the case may be, may exercise those
options which the decedent could have exercist¢iteaime of death within one year after the dateusth death. Under the URG 1998 Plan,
which was adopted on or about October 23, 1998pivere granted to certain employees of VentoldiHgs Ltd. ("Venton") in exchange
for warrants or options to purchase Venton shapes the acquisition of Venton in October 1998 bydemwriters Re Group, Inc. ("URG"), a
wholly owned subsidiary of Alleghany until May 2Q0@hen it was sold to Swiss Re America Holding @oapion. As of December 31, 20t
options to purchase 5,934 shares of Alleghany'sr@omStock (subject to adjustment by reason of &mgkssplit, stock dividend or other
similar event) were outstanding, and no sharesllehAany's Common Stock remained available forrugrants under the URG 1998 Plan.
Under the URG 1997 Plan, which was adopted on 8dme17, 1997, options were granted to certain neesnof URG management in
exchange for options to purchase shares of URGf Aecember 31, 2003, options to purchase 20,7ag:shof Alleghany's Common Sta



(subject to adjustment by reason of any stock,sgiick dividend or other similar event) were autsling, and no shares of Alleghany's
Common Stock remained available for future opticem¢s under the URG 1997 Plan. Under the URG 1988 &d the URG 1997 Plan,
options expire if they are not exercised priortie ¢arliest of (i) the tenth anniversary of theed#tgrant of the original warrant or option to
purchase Venton or URG common stock, (ii) three tmeafter termination of the optionee's employnweittt Venton or URG or a subsidiary
for any reason except death or a permanent disatoh

(iii) one year after termination of the optioneersployment with Venton or URG or a subsidiary bgsen of death or permanent disability.

The additonal information required by this ltemid 2ncorporated by reference from pages 3 anddframm pages 9 and 10, of Alleghany's
Proxy Statement, filed or to be filed in connectwith its Annual Meeting of Stockholders to be hetdApril 23, 2004.

Item 13. Certain Relationships and Related Transaans.

The information required by this Iltem 13 is incargted by reference from pages 6 and 7 of AlleglsaRyoxy Statement, filed or to be filed
connection with its Annual Meeting of Stockholderde held on April 23, 2004.

Item 14. Principal Accountant Fees and Services

The information required by this Item 14 is incogted by reference from pages 25 and 26 of AlleglsdProxy Statement, filed or to be fil
in connection with its Annual Meeting of Stockhalsiéo be held on April 23, 2004.
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PART IV
Item 15. Exhibits, Financial Statement Schedules ahReports on Form 8-K.
(@) 1. Financial Statements.

The consolidated financial statements of Alleghangt its subsidiaries, together with the reportebarof KPMG LLP, independent certified
public accountants, are incorporated by refererama the Annual Report to Stockholders for the y&&03 into Item 8 of this Report.

2. Financial Statement Schedules.

The schedules relating to the consolidated findistédements of Alleghany and its subsidiariesetogr with the report thereon of KPMG

LLP, independent certified public accountants,datailed in a separate index herein.

3. Exhibits.

The following are filed as exhibits to this Report:

Exhibit Number Description

3.01 Restated Certif icate of Incorporation of
Alleghany, as a mended by Amendment accepted
and received fo r filing by the Secretary of
State of the St ate of Delaware on June 23,
1988, filed as Exhibit 20 to Alleghany's
Quarterly Repor t on Form 10-Q for the
quarter ended J une 30, 1988, is incorporated
herein by refer ence.

3.02 By-laws of Alle ghany, as amended September
17, 2002, filed as Exhibit 3.1 to
Alleghany's Qua rterly Report on Form 10-Q
for the quarter ended September 30, 2002, is
incorporated he rein by reference.

*10.01 Description of Alleghany Management

* Compensatory plan or arrangement.

Incentive Plan,
Alleghany's Ann
the year ended
incorporated he

47

filed as Exhibit 10.01 to

ual Report on Form 10-K for
December 31, 1993, is

rein by reference.



*10.02

*10.03

*10.04

*10.05(a)

*10.05(b)

*10.05(c)

*10.05(d)

* Compensatory plan or arrangement.

Alleghany Corpo
Plan, as amende
15, 1992, filed
Alleghany's Ann
the year ended
incorporated he

Alleghany 2002
adopted and eff
as Exhibit A to
filed in connec
of Stockholders
incorporated he

Alleghany Suppl
dated as of May
January 1, 1985
Old Alleghany's
for the year en
incorporated he

Trust Agreement
1994 between Al
filed as Exhibi
Annual Report o
ended December
herein by refer

Alleghany Retir
restated on Mar
10.08(c) to All
Form 10-K for t
1994, is incorp

Amendments to A
effective as of
Exhibit 10.1 to
on Form 10-Q fo
1996, is incorp

Amendments to A
effective as of
Exhibit 10.05(d
Report on Form
December 31, 19
by reference.

48

ration Deferred Compensation
d and restated as of December
as Exhibit 10.03 to

ual Report on Form 10-K for
December 31, 1992, is

rein by reference.

Long-Term Incentive Plan,
ective April 26, 2002, filed
Alleghany's Proxy Statement,
tion with its Annual Meeting
held on April 26, 2002, is

rein by reference.

emental Death Benefit Plan
15, 1985 and effective as of
, filed as Exhibit 10.08 to
Annual Report on Form 10-K
ded December 31, 1985, is
rein by reference.

Amendment made as of July 8,
leghany and Chemical Bank,

1 10.08(a) to Alleghany's

n Form 10-K for the year

31, 1995, is incorporated

ence.

ement Plan, as amended and
ch 14, 1995, filed as Exhibit
eghany's Annual Report on
he year ended December 31,
orated herein by reference.

lleghany Retirement Plan,
January 1, 1996, filed as
Alleghany's Quarterly Report
r the quarter ended March 31,
orated herein by reference.

lleghany Retirement Plan,
January 1, 1998, filed as

) to Alleghany's Annual
10-K for the year ended
97, are incorporated herein



*10.06

*10.07

*10.08(a)

*10.08(b)

*10.09

*10.10

* Compensatory plan or arrangement.

Alleghany Retir
effective as of
on March 17, 19
Alleghany's Ann
the year ended
incorporated he

Description of
Disability Plan
1995, filed as
Annual Report o
ended December
herein by refer

Alleghany Amend
Stock Option PI
1993, filed as
Quarterly Repor
quarter ended J
herein by refer

Alleghany 2000
effective April
to Alleghany's
connection with
Stockholders he
incorporated he

Alleghany Direc
Plan, effective
filed as Exhibi
Report on Form
December 31, 19
reference.

Alleghany Non-E
Plan effective
Exhibit 10.1 to
on Form 10-Q fo
1990, is incorp
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ement COLA Plan dated and
January 1, 1992, as adopted
92, filed as Exhibit 10.7 to
ual Report on Form 10-K for
December 31, 1991, are

rein by reference.

Alleghany Group Long Term
effective as of July 1,
Exhibit 10.10 to Alleghany's
n Form 10-K for the year
31, 1995, is incorporated
ence.

ed and Restated Directors'
an effective as of April 20,
Exhibit 10.1 to Alleghany's

t on Form 10-Q for the

une 30, 1993, is incorporated
ence.

Directors' Stock Option Plan
28, 2000, filed as Exhibit A
Proxy Statement, filed in

its Annual Meeting of

Id on April 28, 2000, is

rein by reference.

tors' Equity Compensation
as of January 16, 1995,
t10.11 to Alleghany's Annual
10-K for the year ended

94, is incorporated herein by
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tted exhibit or schedule to

and Exchange Commission upon
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10.36(a)

10.36(b)
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Quota Share Rei
of July 1, 2003
RIC (the "Landm
Agreement"), fi
Alleghany's Qua
for the quarter
incorporated he

List of Content
to the Landmark
Agreement, file
Alleghany's Qua
for the quarter
incorporated he
agrees to furni
any omitted exh
Securities and
request.

Administrative
of July 1, 2003
Indemnity Compa
RIC (the "Royal
Administrative
as Exhibit 10.1
Report on Form
June 30, 2003,
reference.

List of Content
to the Royal In
Administrative
Exhibit 10.11 t
Report on Form
June 30, 2003,
reference. Alle
supplementally
or schedule to
Commission upon

Administrative
of July 1, 2003
Lines Insurance
and RIC (the "R
Company Adminis
filed as Exhibi
Quarterly Repor
quarter ended J
herein by refer
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nsurance Agreement, dated as

, by and between Landmark and
ark Quota Share Reinsurance
led as Exhibit 10.8 to

rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

s of Exhibits and Schedules
Quota Share Reinsurance
d as Exhibit 10.9 to

rterly Report on Form 10-Q
ended June 30, 2003, is
rein by reference. Alleghany
sh supplementally a copy of
ibit or schedule to the
Exchange Commission upon

Services Agreement, dated as
, by and among Royal

ny, Resurgens Specialty and
Indemnity Company

Services Agreement"), filed

0 to Alleghany's Quarterly
10-Q for the quarter ended

is incorporated herein by

s of Exhibits and Schedules
demnity Company

Services Agreement, filed as
0 Alleghany's Quarterly
10-Q for the quarter ended
is incorporated herein by
ghany agrees to furnish

a copy of any omitted exhibit
the Securities and Exchange
request.

Services Agreement, dated as

, by and among Royal Surplus
Company, Resurgens Specialty
oyal Surplus Lines Insurance
trative Services Agreement"),
t10.12 to Alleghany's

t on Form 10-Q for the

une 30, 2003, is incorporated
ence.



10.37(b)

10.38(a)

10.38(b)

10.39(a)

10.39(b)

List of Content
to the Royal Su
Administrative
Exhibit 10.13 t
Report on Form
June 30, 2003,
reference. Alle
supplementally
or schedule to
Commission upon

Administrative
of July 1, 2003
Insurance Compa
Specialty and R
Company of Amer
Agreement"), fi
Alleghany's Qua
for the quarter
incorporated he

List of Content
to the Royal In
Administrative
Exhibit 10.15 t
Report on Form
June 30, 2003,
reference. Alle
supplementally
or schedule to
Commission upon

Administrative
of July 1, 2003
Resurgens Speci
Administrative
as Exhibit 10.1
Report on Form
June 30, 2003,
reference.

List of Content
to the Landmark
Agreement, file
Alleghany's Qua
for the quarter
incorporated he
agrees to furni
any omitted exh
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request.
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s of Exhibits and Schedules
rplus Lines Insurance Company
Services Agreement, filed as

o Alleghany's Quarterly

10-Q for the quarter ended

is incorporated herein by
ghany agrees to furnish

a copy of any omitted exhibit
the Securities and Exchange
request.

Services Agreement, dated as
, by and among Royal

ny of America, Resurgens

IC (the "Royal Insurance

ica Administrative Services
led as Exhibit 10.14 to

rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

s of Exhibits and Schedules
surance Company of America
Services Agreement, filed as
o Alleghany's Quarterly

10-Q for the quarter ended

is incorporated herein by
ghany agrees to furnish

a copy of any omitted exhibit
the Securities and Exchange
request.

Services Agreement, dated as
, by and among Landmark,
alty and RIC (the "Landmark
Services Agreement"), filed

6 to Alleghany's Quarterly
10-Q for the quarter ended

is incorporated herein by

s of Exhibits and Schedules
Administrative Services

d as Exhibit 10.17 to

rterly Report on Form 10-Q
ended June 30, 2003, is
rein by reference. Alleghany
sh supplementally a copy of
ibit or schedule to the
Exchange Commission upon
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10.41(a)

10.41(b)

10.42(a)

10.42(b)

Trust Agreement
by and among Ro
Surplus Lines |
RIC and LaSalle
as Trustee (the
Exhibit 10.18 t
Report on Form
June 30, 2003,
reference.

Amendment, date
amending the Tr
Exhibit 10.7 to
on Form 10-Q fo
30, 2003, is in
reference.

Assignment of N
asof July 1, 2
Bank National A
Indemnity Compa
Insurance Compa
of Receivables"
Alleghany's Qua
for the quarter
incorporated he

Amendment, date
amending the As
filed as Exhibi
Quarterly Repor
quarter ended S
incorporated he

Assignment of R
dated as of Jul
LaSalle Bank Na
Indemnity Compa
Insurance Compa
of Recoverables
Alleghany's Qua
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filed as Exhibi
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quarter ended S
incorporated he
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, dated as of July 1, 2003,

yal Indemnity Company, Royal
nsurance Company, Landmark,
Bank National Association,
"Trust Agreement"), filed as

o Alleghany's Quarterly

10-Q for the quarter ended

is incorporated herein by

d as of September 2, 2003,
ust Agreement, filed as
Alleghany's Quarterly Report
r the quarter ended September
corporated herein by

et Premium Receivables, dated
003, by and between LaSalle
ssociation and Royal

ny, Royal Surplus Lines

ny and Landmark ("Assignment
), filed as Exhibit 10.19 to

rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

d as of September 2, 2003,
signment of Receivables,

t 10.8 to Alleghany's

t on Form 10-Q for the
eptember 30, 2003, is

rein by reference.

einsurance Recoverables,

y 1, 2003, by and among RIC,
tional Association and Royal
ny, Royal Surplus Lines

ny and Landmark ("Assignment
"), filed as Exhibit 10.20 to
rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

d as of September 2, 2003,
signment of Recoverables,
t 10.9 to Alleghany's

t on Form 10-Q for the
eptember 30, 2003, is

rein by reference.
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10.44

10.45

10.46

10.47(a)

Administrative
Property Licens
1, 2003, by and
Company and Res
into pursuant t
Administrative
Exhibit 10.21 t
Report on Form
June 30, 2003,
reference.

Administrative
Property Licens
1, 2003, by and
Company and Res
into pursuant t
Insurance Compa
Agreement), fil
Alleghany's Qua
for the quarter
incorporated he

Administrative
Property Licens
1, 2003, by and
Company and Res
into pursuant t
of America Admi
Agreement), fil
Alleghany's Qua
for the quarter
incorporated he

Administrative
Property Licens
1, 2003, by and
Company and Res
into pursuant t
Services Agreem
to Alleghany's
for the quarter
incorporated he

Claims Servicin
1, 2003, by and
Company, Royal
Company, Landma
of America, Ame
Company, Globe
Insurance Compa
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Alleghany's Qua
for the quarter
incorporated he
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Services Intellectual

e Agreement, dated as of July
between Royal Indemnity
urgens Specialty (entered

o the Royal Indemnity Company
Services Agreement), filed as

o Alleghany's Quarterly

10-Q for the quarter ended

is incorporated herein by

Services Intellectual

e Agreement, dated as of July
between Royal Indemnity
urgens Specialty (entered

o the Royal Surplus Lines

ny Administrative Services

ed as Exhibit 10.22 to

rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

Services Intellectual

e Agreement, dated as of July
between Royal Indemnity
urgens Specialty (entered

o the Royal Insurance Company
nistrative Services

ed as Exhibit 10.23 to

rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

Services Intellectual

e Agreement, dated as of July
between Royal Indemnity
urgens Specialty (entered

o the Landmark Administrative
ent), filed as Exhibit 10.24
Quarterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

g Agreement, dated as of July
among RIC, Royal Indemnity
Surplus Lines Insurance

rk, Royal Insurance Company
rican and Foreign Insurance
Indemnity Company, Safeguard
ny and Phoenix Assurance
York (the "Claims Servicing
led as Exhibit 10.25 to

rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.
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10.48

10.49(a)

10.49(b)

10.50(a)

10.50(b)

List of Content
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Exhibit 10.26 t
Report on Form
June 30, 2003,
reference. Alle
supplementally
or schedule to
Commission upon
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License Agreeme
by and between
RIC, filed as E
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Insurance Compa
of America and
Agreement"), fi
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List of Content
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Report on Form
June 30, 2003,
reference.

List of Content
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ervicing Agreement, filed as
o Alleghany's Quarterly
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the Securities and Exchange
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g Information Technology

nt, dated as of July 1, 2003,
Royal Indemnity Company and
xhibit 10.27 to Alleghany's

t on Form 10-Q for the
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ence.

Agreement, dated as of July
among Landmark, Royal

ny, Royal Surplus Lines

ny, Royal Insurance Company
AIHL (the "Renewal Rights
led as Exhibit 10.28 to

rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.
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t, filed as Exhibit 10.29 to
rterly Report on Form 10-Q
ended June 30, 2003, is
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10-Q for the quarter ended
is incorporated herein by
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o Alleghany's Quarterly
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is incorporated herein by
ghany agrees to furnish

a copy of any omitted exhibit
the Securities and Exchange
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10.51

10.52
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y 1, 2003, by and among R&SA,
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ces, Inc, filed as Exhibit

any's Quarterly Report on

he quarter ended June 30,
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g Agreement, dated as of July
between Royal Indemnity

, filed as Exhibit 10.33 to
rterly Report on Form 10-Q
ended June 30, 2003, is

rein by reference.

| Agency Agreement, dated as
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rterly Report on Form 10-Q
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the Securities and Exchange
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10.59(a)

10.59(b)
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filed as Exhibi
Quarterly Repor
quarter ended J
herein by refer

Assignment and
asofJuly 1, 2
RSUI, filed as
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Exchange Commis
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Assumption of Liabilities

d as of July 1, 2003, by and
plus Lines Insurance

and Royal Indemnity Company,
t 10.38 to Alleghany's

t on Form 10-Q for the

une 30, 2003, is incorporated
ence.

Assumption Agreement, dated
003, by and between AIHL and
Exhibit 10.39 to Alleghany's

t on Form 10-Q for the
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ence.

Assumption Agreement, dated
003, by and between AIHL and
Exhibit 10.40 to Alleghany's

t on Form 10-Q for the
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ence.

Assumption Agreement, dated
003, by and between AIHL and
Exhibit 10.41 to Alleghany's

t on Form 10-Q for the

une 30, 2003, is incorporated
ence.
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between AIHL and Guaranty
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Agreement"), filed as Exhibit
any's Quarterly Report on
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orated herein by reference.

s of Exhibits and Schedules
Stock Purchase Agreement,
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List of Content
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d as of September 2, 2003, by
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Royal Indemnity Company
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led as Exhibit 10.4 to

rterly Report on Form 10-Q
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rein by reference.
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31.1

31.2

32.1

32.2

(b) Reports on Form 8-K.

Certification o
of Alleghany pu
Sarbanes-Oxley

Certification o
of Alleghany pu
Sarbanes-Oxley

Certification o
of Alleghany pu
1350, as adopte
the Sarbanes-Ox
shall not be de
this Annual Rep

Certification o
of Alleghany pu
1350, as adopte
the Sarbanes-Ox
shall not be de
this Annual Rep

f the Chief Executive Officer
rsuant to Section 302 of the
Act of 2002.

f the Chief Financial Officer
rsuant to Section 302 of the
Act of 2002.

f the Chief Executive Officer
rsuant to 18 U.S.C. Section

d pursuant to Section 906 of
ley Act of 2002. This exhibit
emed "filed" as a part of

ort on Form 10-K.

f the Chief Financial Officer
rsuant to 18 U.S.C. Section
d pursuant to Section 906 of
ley Act of 2002. This exhibit
emed "filed" as a part of

ort on Form 10-K.

On November 13, 2003, Alleghany furnished a reparEForm 8-K under Item 12 thereof regarding a preksase reporting on Alleghany's
financial results as of and for the quarter endept&nber 30, 2003.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized.

ALLEGHANY CORPORATION
(Registrant)

Date: February 25, 2004 By /s/ John J. Burns, Jr.

John J. Burns, Jr.
Pr esi dent

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdaticated.

Date: February 25, 2004 By /s/ Rex D. Adans
Rex D. Adams
Di rector
Date: February 25, 2004 By /s/ John J. Burns, Jr.

John J. Burns, Jr.
Presi dent and Director
(principal executive officer)

Dat e: February 25, 2004 By /s/ Dan R Carm chael
Dan R. Carni chael
Di rector

Date: February 25, 2004 By /s/ David B. Cum ng

Davi d B. Cumi ng
Seni or Vice President
(principal financial officer)

Dat e: February 25, 2004 By /s/ Thomas S. Johnson
Thomas S. Johnson
Di rect or

Dat e: February 25, 2004 By /s/ Allan P. Kirby, Jr.

Allan P. Kirby, Jr.
Di rector
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By

By

By

By

By

/sl F.M Kirby
F.M Kirby
Chai rman of the Board and Director

/sl WlliamK. Lavin
WIlliam K. Lavin
Di rector

/'s/ Roger Noal l
Roger Noal |
Di rector

/sl Peter R Sisnondo

Peter R Si snobndo

Vi ce President, Controller,
Treasurer and Assi stant
Secretary (principal
accounting officer)

/sl Janes F. WII

James F. WII
Director



ALLEGHANY CORPORATION
AND SUBSIDIARIES
INDEX TO FINANCIAL STATEMENT SCHEDULES
[ CONDENSED FINANCIAL INFORMATION OF REGISTRANT
Il SUPPLEMENTARY INSURANCE INFORMATION
IV REINSURANCE
VI SUPPLEMENTAL INFORMATION CONCERNING INSURANCE OP ERATIONS
INDEPENDENT AUDITORS' REPORT ON FINANCIAL STATEMENT SCHEDULES

All other schedules are omitted since they areeqtired, are not applicable, or the required mfation is set forth in the financial stateme
or notes thereto.



SCHEDULE II

ALLEGHANY CORPORATION
CONDENSED BALANCE SHEETS
DECEMBER 31, 2003 AND 2002

Assets

Equity securities (cost: 2003 $123,846; 2002
Debt securities (cost: 2003 $15,322; 2002 $
Short-term investments

Cash

Notes receivable

Accounts receivable

Property and equipment - at cost, net of accu
Other assets

Deferred tax assets

Investment in subsidiaries

Liabilities and common stockholders' equity

Current taxes payable
Other liabilities
Deferred tax liabilities
Long-term debt

Total liabilities

Stockholders' equity

See accompanying Notes to Condensed Financiainstats.

(in thousands)

2003 2002
$160,259) $ 293,053 $ 352,691
397,833) 15,309 402,664
81,880 165,432
1,950 2,713
140 140
1,415 2,003
mulated depreciation 155 174
4,598 4,588
11,487 41,052
1,329,273 623,708
$1,739,260 $1,595,165
$ 17,978 $ 25,064
35,928 43,547
103,409 116,014
19,123 31,198
176,438 215,823
1,562,822 1,379,342
$1,739,260 $1,595,165




ALLEGHANY CORPORATION

SCHEDULE II

CONDENSED STATEMENTS OF EARNINGS
THREE YEARS ENDED DECEMBER 31, 2003
(in thousands)

Revenues:
Interest, dividend and other income
Net gain on sale of subsidiary
Net gain on investment transactions
Total revenues
Costs and Expenses:
Interest expense
General and administrative

Total costs and expenses

Operating profit

Equity in earnings (loss) of consolidated subsidiar

Earnings before income taxes

Income taxes

Earnings from continuing operations

Losses from discontinued operations, net of tax

Net earnings

See accompanying Notes to Condensed FinanciainStats.

ies

2003 2002 20
$11,894  $21,490 $ 38,0
- - 7759
96,748 48,132 8
108,642 69,622 814,7
2,660 2,556 2,6
34,770 25,593 471
37,430 28,149 49,7
71,212 41,473 764,9
169,155 15,931 (230,6
240,367 57,404 534,3
77,989 2,501 103,8
162,378 54,813 430,5
- - (206,3
$162,378  $54,813 $224,2

08)



SCHEDULE Il

ALLEGHANY CORPORATION
CONDENSED STATEMENTS OF CASH FLOWS
THREE YEARS ENDED DECEMBER 31, 2003
(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Earnings from continuing operations
Adjustments to reconcile earnings to cash provided

$162,378 $ 54

by (used in) operations:

,813 $ 430,563

Equity in undistributed net (earnings) losses of co nsolidated subsidiaries (110,267) ,289 36,492
Capital contributions to consolidated subsidiaries (366,747) a7 ,776) (110,218)
Distributions from consolidated subsidiaries 58,217 248 ,220 54,964
Depreciation and amortization 743 a7 40
Net gain on investment transactions and sales of su bsidiaries (96,748) (48 ,132) (475,613)
Tax benefit on stock options exercised 4,267 1 ,188 816
Decrease in accounts receivable 389 64 3,582
Increase in notes receivable - (140) -
(Increase) decrease in other assets (133) 2 ,094 2,177
Increase (decrease) in other liabilities and taxes payable 21,352 (253 ,020) 274,732
Net adjustments (488,927) (59 ,166) (213,028)
Net cash (used in) provided by operations (326,549) 4 ,353) 217,535
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of investments (55,930) (712 ,771) (15,099)
Sales of investments 334,061 375 ,396 46,823
Purchases of property and equipment (36) (100) (44)
Net change in short-term investments (11,803) 585 427 (413,756)
Proceeds from the sale of subsidiaries, net of cash disposed - - 531,477
Acquisition of subsidiaries, net of cash acquired - (221 ,056) --
Other, net 66,016 - -

Net cash provided by investing activities 332,308 26 ,896 149,401
CASH FLOWS FROM FINANCING ACTIVITIES

Treasury stock acquisitions (287) (28 ,731) (12,576)
Net cash provided to discontinued operations - - (344,915)
Other, net (6,235) 8 ,175 (10,141)
Net cash used in financing activities (6,522) (20 ,556) (367,632)
Net increase (decrease) in cash (763) 1 ,987 (696)
Cash at beginning of year 2,713 726 1,422

Cash at end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash paid during the year for:
Interest
Income taxes

See accompanying Notes to Condensed FinanciainStats.

$ 1967 $ 1
$ 10,244 $ 45

,912 $ 1,912
,504 $ 250



SCHEDULE II
ALLEGHANY CORPORATION

NOTES TO CONDENSED FINANCIAL STATEMENTS
(IN THOUSANDS)

1. Investment in Consolidated Subsidiaries. Refarés made to Note 1 of the Notes to Consolidatedri€ial Statements incorporated herein
by reference.

2. Long-Term Debt. Reference is made to Note hefNotes to Consolidated Financial Statements porated herein by reference for
information regarding the significant provisionstbé revolving credit loan agreement of Alleghamgluded in long-term debt in the
accompanying condensed balance sheets is $19, ZZ®&of inter-company notes payable to Alleghangding. In 2002, $19,123 and
12,075 of inter-company notes were payable to Aldety Funding and World Minerals, respectively.

3. Income Taxes. Reference is made to Note 8 dfitites to Consolidated Financial Statements ingatpd herein by reference.

4. Commitments and Contingencies. Reference is nmNete 14 of the Notes to Consolidated FinanStatements incorporated herein by
reference.

5. Stockholders' Equity. Reference is made to MHatéthe Notes to Consolidated Financial Statemiexctsrporated herein by reference with
respect to stockholders' equity and surplus aveilty dividend payments to Alleghany from its sialsries.



SCHEDULE 1lI

ALLEGHANY CORPORATION AND SUBSIDIARIES
SUPPLEMENTARY INSURANCE INFORMATION

BEN
DEFERRED LOS
POLICY CL
ACQUISITION AND
YEAR LINE OF BUSINESS COSTS EXP
2003 Property
and Casualty
Insurance $43,958 $437

Fidelity
and Surety
Insurance 3,324 17

AIHL,
Other 0

Total $47,282 $454

2002 Property
and Casualty
Insurance $17,550 $244

Fidelity
and Surety
Insurance 4,997 14
AIHL,
Other 0
Total $22,547 $258

NET
PREMIUM  INVESTM
YEAR LINE OF BUSINESS REVENUE INCOM
2003 Property
and Casualty
Insurance  $403,441  $ 20,20

Fidelity

and Surety

Insurance 27,473 1,67
AIHL,
Other 0 58,73

Total $430,914 $80,61

2002 Property
and Casualty
Insurance  $100,861 $ 8,64

Fidelity

and Surety

Insurance 24,788 2,36
AIHL,
Other 0 (8,56

Total $125,649 $ 2,44

(in thousands)

DECEMBER 31

TURE

LICY OTHER

EFITS, POLICY
SES, CLAIMS
AIMS AND

LOSS UNEARNED BENEFITS
ENSES PREMIUMS PAYABLE

,257  $658,808 $ 0

,407 18,132 0

,664  $676,940 $ 0

144 $49916 $ 0

,327 14,199 0

471 $64,115 $ 0

FOR THE YEAR ENDED DECEMBER 31

BENEFITS,

CLAIMS,  AMORTIZATION

LOSSES OF DEFERRED COMMISSIONS

AND POLICY OTHER AND NET

ENT SETTLEMENT  ACQUISITION OPERATING BROKERAGE ~ PREMIUMS
E EXPENSES COSTS EXPENSES EXPENSES  WRITTEN
9  $226,966  $40,791 $12,716 $58,376  $751,363
2 23236 2,244 726 10,778 31,113
6 0 0 (595) 0 0
7 $250,202  $43,035 $12,847 $69,154  $782,476
4 $85100  $2798 $ 4,845 $11,292  $100,063
0 15408 3,431 17,633 17,808 31,461
2) 0 0 (3,872 0 0
2 $100,508  $6,229 $18,606 $29,100  $131,524




SCHEDULE IV

ALLEGHANY CORPORATION AND SUBSIDIARIES

REINSURANCE

TWO YEARS ENDED DECEMBER 31, 2003

CEDED TO
GROSS OTHER

YEAR LINE OF BUSINESS AMOUNT COMPANIES C

2003 Property
and casualty
reinsurance
premiums
earned $502,787 $ 99,346

Fidelity
and Surety
reinsurance
premiums
earned 35,169 7,696

Total $537,956 $107,042

(in thousands)

2002 Property
and casualty
reinsurance
premiums
earned $114,788 $ 14,023

Fidelity
and Surety
reinsurance
premiums
earned 25,552 2,693

Total $140,340 $16,716

PERCENTAGE
ASSUMED OF AMOUNT
OM OTHER  NET ASSUMED
OMPANIES AMOUNT  TO NET

$275,264 $403,441 68.229%

648 27,473  2.359%

$275,912 $430,914 64.029%

$ 96 $100,861 9.500%

1,929 24,788  7.782%

$ 2,025 $125,649 1.612%




SCHEDULE VI

ALLEGHANY CORPORATION AND SUBSIDIARIES

SUPPLEMENTAL INFORMATION CONCERNING INSURANCE OPERA TIONS

RESERVES
FOR
UNPAID
DEFERRED CLAIMS
POLICY  AND CLAIM
ACQUISITION ADJUSTMENT
YEAR LINE OF BUSINESS COSTS EXPENSES
2003 Property
and Casualty $43,958  $437,257

Fidelity

and Surety

Insurance 3,324 17,407
AIHL,
Other 0 0

Total $47,282  $454,664

2002 Property
and Casualty $17,550  $244,144

Fidelity

and Surety

Insurance 4,997 14,327
AIHL,
Other 0 0
Total $22,547  $258,471

NET NET
EARNED INVESTMENT C
YEAR LINE OF BUSINESS PREMIUMS INCOME
2003 Property
and Casualty $403,441 $ 20,209

Fidelity

and Surety

Insurance 27,473 1,672
AIHL,
Other 0 58,736

Total $430,914 $80,617

2002 Property
and Casualty $100,861 $ 8,644

Fidelity

and Surety

Insurance 24,788 2,360
AIHL,
Other 0 (8,562

Total $125,649 $ 2,442

(in thousands)

EMBER 31
DISCOUNT,
IF ANY,
DEDUCTED
IN RESERVES
FOR UNPAID
CLAIMS
AND CLAIM  GROSS
ADJUSTMENT UNEARNED
EXPENSES PREMIUMS

$ 0 $658,808
0 18,132
0 0

$ 0 $676,940

$ 0 $49916
0 14,199
0 0

$0 $64,115

FOR THE YEAR ENDED DECEMBER 31

CLAIMS

AND CLAIM

ADJUSTMENT

EXPENSES

INCURRED

RELATED TO AMORTIZATION
------------------------- OF DEFERRED PAID C
(1) () POLICY ANDC
URRENT PRIOR  ACQUISITION ADJUST
YEAR YEAR COSTS  EXPEN

$208,993 $17,973 $40,791 $68,

20,526 2,710 2,244 19,

$229,519 $20,683 $43,035 $87,

LAIMS

LAIM  NET

MENT PREMIUMS
SES WRITTEN

015 $751,363

503 31,113

518 $782,476

$67,013 $9,347 $2,798 $55,
15,626 8,522 3,431 18,
0 0 0

$ 82,639 $17,869 $ 6,229 $73,

832 $100,063

147 31,461

979 $131,524






INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders
Alleghany Corporation:

Under date of February 25, 2004, we reported ortdimsolidated balance sheets of Alleghany Corpmrand subsidiaries as of December
31, 2003 and 2002 and the related consolidatedrstatts of earnings, changes in common stockholeguity and cash flows for each of the
years in the thre-year period ended December 31, 2003 as containtndi2003 annual report to stockholders. Thessdlmtated financial
statements and our report thereon are incorpolatedference in the Annual Report on Form 10-Kther year 2003. In connection with our
audits of the aforementioned consolidated finarsti@ements, we also have audited the relateddialstatements schedules as listed in the
accompanying index. These financial statementsdsgég are the responsibility of the Company's mamamnt. Our responsibility is to
express an opinion on these financial statemehtsdsdes based on our audits.

In our opinion, such financial statements scheduigx®n considered in relation to the basic conatdéid financial statements taken as a wi
present fairly, in all material respects, the infation set forth therein.

KPMG LLP

New York, New York
February 25, 2004
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STOCK PURCHASE AGREEMENT

This Stock Purchase Agreement, dated as of Jal3@a3004, is by and among Alleghany Insurance higlsliLLC, a Delaware limited
liability company ("Purchaser"), Aegis Holding Ine.Delaware corporation ("Seller"), and Associdiéettric & Gas Insurance Services
Limited, a mutual insurance company organized utttefaws of Bermuda and the sole stockholder déSgParent™).

RECITALS:

WHEREAS, Seller owns 3,500,000 shares, constitudihgf the issued and outstanding shares, of comstack, par value $1.00 per share
(the "Stock"), of U.S. Aegis Energy Insurance Compa stock insurance company organized underatis of Delaware (the "Company");

WHEREAS, prior to the Closing (as defined below)rquant to the Commutation Agreement (as definda\eParent and Company will
fully settle, commute and discharge any and atheir respective obligations and liabilities untte Company Reinsurance Agreements (as
defined below) and under the Parent Reinsuranceekgent (as defined below) and exchange mutualsedaalating thereto; and

WHEREAS, prior to the Closing, pursuant to the #asnent (as defined below), all of the rights, ofiligns and liabilities of the Company
under the Company Reinsurance Agreements and timel®arent Reinsurance Agreement will be transldoe@nd assumed by Parent;

WHEREAS, as of the Closing, the Company will haediabilities or obligations whatsoever based omising out of any act, omission or
event occurring prior to the Closing that are ndtyfindemnified by Parent pursuant to this Agreemand

WHEREAS, Purchaser desires to purchase and Sel#ired to sell the Stock upon the terms and camditset forth herein.

NOW, THEREFORE, in consideration of the foregoimgrpises and the mutual agreements contained haranding to be legally bour
hereby, the parties hereto agree as follows:

ARTICLE |
DEFINITIONS

As used herein, the terms below shall have thewiag meanings, except as otherwise expressly geovor unless the context otherwise
requires:

1.1 "2003 Filing Fees" shall have the meaning aehfin Section 3.8(b).

1.2 "2004 Filing Fees" shall have the meaning aehfin Section 5.5(b).



1.3 "Affiliate" or "Affiliated" shall mean with rggect to any Person, any Person directly or indiyexintrolling, controlled by, or under direct
or indirect common control with, such Person. AdBerwill be deemed to control a Person if suchdteppssesses, directly or indirectly, the
power to direct or cause the direction of the managnt and policies of such Person, whether thrdluglownership of voting securities, by
contract or otherwise.

1.4 "Agreement"” shall refer to this Stock Purchageeement together with all Exhibits and Schedhle®to, as the same may be amended
from time to time.

1.5 "Assignment" shall refer to the Transfer anduxaption Agreement to be entered into by and betviRsgent and the Company and made
effective on or prior to the Closing pursuant taeththe Company will transfer to Parent, and Panglitassume, all of the rights, obligations
and liabilities of the Company pursuant to the CampReinsurance Agreements and the Parent Reircgufagreement. The Assignment
shall be in the form attached hereto as Exhibitv&H such changes thereto as may be approved ph&ser).

1.6 "Assumption Agreements" shall have the measétdorth in Section 3.14(b)(i).

1.7 "Bankruptcy Exception” shall refer, in respefchny agreement, contract or commitment, to amytdition thereon imposed by any
bankruptcy, insolvency, fraudulent conveyance,ganization, moratorium or similar law affecting diters' rights and remedies generally
and, with respect to the enforceability thereofgleyeral principles of equity, including principlelscommercial reasonableness, good faith
and fair dealing (regardless of whether enforcensesbught in a proceeding at law or in equity).

1.8 "Business Day" shall mean a Monday, Tuesdaydi®eday, Thursday or Friday on which banking ingtns in the State of New York
are not authorized or obligated by applicable lawlbse.

1.9 "Closing" and "Closing Date" shall have thepextive meanings set forth in Section 2.3.

1.10 "Closing Date Balance Sheet" shall mean anbalaheet of the Company as at the Closing Ddiagébrth all assets of the Company
from the Closing Date Statement of Assets andngettirth all liabilities of the Company determiniedaccordance with Statutory Accounting
Principles, provided that the Closing Date BalaBheet shall give effect to the treatment of 200hdFees as provided in Section 5.5(b).

1.11 "Closing Date Shareholder's Equity" shall miesal assets (valued in accordance with the pravisof Section 5.5, but excluding any
deferred Tax Assets) less total liabilities (deteed in accordance with Statutory Accounting Ppiess, and excluding any liability for
Taxes) of the Company as set forth on the Closiatg Balance Sheet.

1.12 "Closing Date Statement of Assets" shall refehe statement of assets of the Company asdflbsing Date prepared in accordance
with the provisions of Section 5.5.



1.13 "COBRA" shall mean the Consolidated Omnibuddgi Reconciliation Act of 1985, as amended.
1.14 "Code" shall mean the Internal Revenue Cod®86, as amended, and the Treasury Regulationsutgated thereunder.

1.15 "Commutation Agreement” shall refer to the @Guutation Agreement and Release by and between tRardrCompany, dated Decem
31, 2003.

1.16 "Company" shall have the meaning set forttnénrecitals hereto.
1.17 "Company Agreements" shall have the meanitfpsd in Section 3.14(a).

1.18 "Company Reinsurance Agreements" shall refibeatively to the following reinsurance agreemetite Standard Lines Aggregate
Excess of Loss Reinsurance Agreement between Pardrthe Company (as reinsurer), dated as of Jaiyd096, as amended through
Amendment No. 7 thereto dated January 1, 2003tten&roperty Quota Share Reinsurance Agreementbet®arent and the Company (as
reinsurer), dated as of April 1, 1996, as amentealigh Amendment No. 4 thereto dated January 10.200

1.19 "Confidential Information" shall mean all Dagents and information concerning Parent, SelléheiCompany furnished to Purchase
connection with this Agreement and any Documentanpilations prepared by or for Purchaser whidhit&io, reflect or are based upon s
information.

1.20 "Delaware Commissioner"” shall mean the Inegd@ommissioner of the Delaware Department of bnste.
1.21 "Documents" shall refer to any books, recdiites, papers, tapes, microfiims and any otheuduents.

1.22 "Employee Benefit Plan" shall mean any "eme#penefit plan” (as such term is defined in sa@i@) of ERISA), and any other
retirement, pension, profit-sharing, thrift, sa\xdntarget benefit, employee stock ownership, casteferred, deferred or incentive
compensation, bonus, stay bonus, stock option,@mplstock purchase, phantom stock, stock appi@tiahange in control, retention
compensation, medical, dental, vision, psychiairiother counseling, employee assistance, tuigimbursement, vacation, holiday, sick g
disability, salary continuation, termination allowez, severance, employee relocation, death besefitivor income, dependent care
assistance, legal assistance or fringe benefih(easoncash) plan, program, policy, practice oarmgement, or any cafeteria plan under
Section 125 of the Code, in which any current omfer officer, director, independent contractor mpéoyee of the Company or any ERISA
Affiliate has ever participated, or as to which @@mpany or any ERISA Affiliate has ever had amgsgnt or contingent obligation, includi
any obligation to make contributions.

1.23 "ERISA" shall mean the Employee Retiremenbine Security Act of 1974, as amended, and the aéignk promulgated thereunder.
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1.24 "ERISA Affiliate" shall refer to any entitygaired to be aggregated with the Company as aesemgployer under Section 414(b),
(c), (m) or (o) of the Code.

1.25 "Exhibit" shall refer to each of several vaittExhibits to this Agreement, each of which iomorated into and made a part of this
Agreement for all purposes.

1.26 "Filing Fees" shall have the meaning set forth
Section 3.8(b).

1.27 "GEMICO Agreement" shall have the meaningah in Section 3.14(b)(ii).

1.28 "Governmental Entity" shall mean any fedestdte, local or foreign government, political swislon, legislature, court, agency,
department, bureau, commission or other governrhentagulatory authority, body or instrumentalitycluding any insurance or securities
regulatory authority.

1.29 "Indemnification Event" shall refer to anyiant proceeding or claim for which a Person isttito indemnification under this
Agreement.

1.30 "Indemnitor” shall refer to the indemnifyingrBon with respect to the occurrence of an Inddcatibn Event.

1.31 "Insurance Permit" shall mean any Permit ijarisdiction to issue, underwrite, assume, plaed,or otherwise transact the business of
insurance.

1.32 "Liens or Restrictions" shall refer to anynlipledge, mortgage, security interest, chargegiagvclaim or other encumbrance of any k

1.33 "Material Adverse Effect" shall mean any mialeadverse effect on the business, operationanéiial condition, results of operations or
prospects of the Company.

1.34 "Multiemployer Plan" shall have the meaningriied to such term by Section 4001(a)(3) of ERISA.
1.35 "Parent” shall have the meaning set forthégreamble.

1.36 "Parent Reinsurance Agreement" means the &Raimse Agreement, dated as of January 1, 1996nesded through Amendment No. 7
thereto dated January 1, 2003, between the ConmgahParent (as reinsurer).

1.37 "PBGC" shall mean the Pension Benefit Guar@aigporation.



1.38 "Permit" shall refer to any federal, statealoor other governmental consent, license, pegratt or authorization which is held by the
Company in a particular jurisdiction immediatelyoprto the Closing Date.

1.39 "Person” shall mean any individual, corporatjpartnership, limited liability company, jointimeire, association, joint stock company,
mutual company, trust, unincorporated organizatio@overnmental Entity or agency thereof.

1.40 "Post-Closing Period" shall refer to a taxaideiod of the Company beginning after the Clodiage.
1.41 "Pre-Closing Period" shall refer to a taxgi#eiod of the Company ending on or prior to thesig Date.
1.42 "Property" shall mean any real, personal otehiproperty, whether tangible or intangible.

1.43 "Purchase Price" shall have the meaning st iio
Section 2.2.

1.44 "Purchaser" shall have the meaning set fartheé preamble.
1.45 "Purchaser Indemnitees” shall have the meaghéprth in Section 5.4(c).
1.46 "Purchaser Losses" shall have the meaninigitktin Section 5.4(c).

1.47 "Purchaser's Knowledge" shall refer to the@dtnowledge of (i) individuals who, at the timieexecution of this Agreement, perform
such functions or hold such positions with Purchasewvould reasonably be expected to require tloelne taware of the information in
guestion and (ii) officers of Purchaser holding plesition of Vice President or higher.

1.48 "Schedule" shall refer to each of severaltemiSchedules to this Agreement, each of whichdsrporated into and made a part of this
Agreement for all purposes.

1.49 "Seller" shall have the meaning set forthhim preamble.

1.50 "Seller Acquisition Agreement" shall mean 8teck Purchase Agreement by and between Selle€andolidated Insurance Group of
America, Inc., dated as of December 22, 1995.

1.51 "Seller Group" shall have the meaning sehfort
Section 3.7(a).

1.52 "Seller Indemnitees" shall have the meanindasth in Section 5.4(d).

1.53 "Seller Losses" shall have the meaning sét for
Section 5.4(d).



1.54 "Seller's Knowledge" shall refer to the actuadwledge of (i) individuals who, at the time ofeeution of this Agreement, perform such
functions or hold such positions with Seller, Pa@rthe Company (prior to the Closing) as woulasanably be expected to require them to
be aware of the information in question and (ifjoafrs of Seller, Parent or the Company holdinggbsition of Vice President or higher (pr
to the Closing).

1.55 "Statutory Accounting Principles” shall meha statutory accounting practices prescribed anjitrd by the Delaware Commissioner.

1.56 "Statutory Financial Statements" shall meanvthnual Statements and the Quarterly Statementedfondition and Affairs of the
Company filed with the Delaware Insurance Departmareach case including all exhibits, interrogegs, notes and schedules thereto and
any actuarial opinion, affirmation or certification other supporting documentation filed in conigttherewith.

1.57 "Stock" shall have the meaning set forth mfitst recital of this Agreement.
1.58 "Straddle Period" shall refer to a taxableéqueof the Company beginning before and ending dfte Closing Date.

1.59 "Subsidiary" shall mean, with respect to aaysBn, any corporation, partnership, limited lidgpi€ompany, joint venture or other entity
in which such Person (i) owns, directly or indifgc60% or more of the outstanding voting secusitiequity interests, profits interest or
capital interest, (i) is entitled to elect at leasnajority of the board of directors or similavgrning body, or (iii) in the case of a limited
partnership or limited liability company, is a geslepartner or managing member, respectively.

1.60 "Tax" or "Taxes" shall mean all federal, stataunty, municipal, foreign and other income, ispfwindfall profits, gains, gross receipts,
net worth, premium, value added, ad valorem, sakes, excise, stamp, transfer, franchise, withhgldpayroll, employment, occupation,
workers' compensation, disability, severance, udeynpent insurance, social security and propertgsaand all other taxes, levies, fees,
imposts, duties and charges of any kind whatsoéwgether with any interest, penalties and additithereto imposed by any Taxing
Authority, including all amounts imposed as a restibeing a member of an affiliated or combinedug.

1.61 "Taxing Authority" shall refer to any Governmtal Entity responsible for the administration oflection of Taxes.

1.62 "Tax Claim" shall have the meaning set fonth i
Section 5.3(h).

1.63 "Tax Return" shall mean all returns, repa@tsctions, estimates, declarations, informatiotestants and other forms and documents
(including all schedules, exhibits, and other dttaents thereto and any supplements or amendmemeofhrelating to, and required to be
filed or maintained in connection with the calcidat determination, assessment or collection of, Baxes (including estimated Taxes).
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1.64 "Transfer Taxes" shall have the meaning sét fo
Section 5.6.

1.65 "Transferee" shall have the meaning set fiorth
Section 2.4.

ARTICLE II
PURCHASE OF STOCK

2.1 Purchase and Sale. Upon the terms and subjdot tonditions of this Agreement, at the ClosiPgrchaser shall purchase from Seller,
and Seller shall sell to Purchaser, all of the Ktoc

2.2 The Purchase Price. The price Purchaser siyafigp the Stock shall be an amount equal to tihe sithe following:
(&) Three Million Three Hundred Thousand Dollar3,890,000.00),
(b) plus the Closing Date Shareholder's Equitydetermined in accordance with Section 5.5 (such, sven"Purchase Price").

2.3 Closing. The closing of the purchase and dafleenStock pursuant to this Agreement (the "Clg$irshall take place at the offices of
Dewey Ballantine LLP, 1301 Avenue of the Ameriddsew York, New York at 10:00 a.m. New York time dretthird business day followir
the satisfaction or waiver of all conditions to thtgigations of the parties to consummate the &etirsn contemplated hereby (other than
conditions with respect to actions the parties talle at the Closing itself) (the "Closing Dated),such other place, times or dates as the
parties hereto agree in writing. At the Closing:

(a) Seller shall deliver to Purchaser a certificateertificates representing the Stock duly enelbite Purchaser or accompanied by duly
executed stock powers so as to transfer and asgsiBurchaser good and valid title to the Stock &eé clear of all Liens or Restrictions and
to constitute Purchaser the sole beneficial andrdestockholder of the Company;

(b) Purchaser shall pay to Seller the Purchase Bsiavire transfer of immediately available fundsah account designated in writing by
Seller on or before the Closing; and

(c) Seller shall deliver to Purchaser (i) fully exéed originals of the Assignment and the Commartafigreement and (ii) fully executed
originals, or copies certified by Seller, of thes@imption Agreements and the GEMICO Agreement.

2.4 Transfer of Stock. Seller hereby acknowledgeksagrees that, subsequent to the Closing, Punchiaak have the right to transfer,
exchange or contribute the Stock to any direchdiréct majority owned or wholly owned Subsidiafytlee Purchaser ("Transferee").
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ARTICLE Il
REPRESENTATIONS AND WARRANTIES OF SELLER AND PARENT

Seller and Parent, jointly and severally, herelpyesent and warrant to Purchaser, as of the dakésoAgreement (except if another date is
specified in the representation or warranty) andfdke Closing Date, as follows:

3.1 Organization and Standing.

(a) Each of Seller, Parent and the Company is drggnized, validly existing and in good standinglemthe laws of its respective jurisdicti
and each of Seller, Parent and the Company hasaalisite power and authority to own, lease andaipéts assets and Properties (including,
without limitation, the Stock) and to conduct itssiness as currently being conducted. The Compadyly qualified, licensed to conduct
business, and is in good standing in each jurisdictet forth in Schedule 3.1(b), except as ndiedeon.

(b) Schedule 3.1(b) is an accurate and compléteflisach Insurance Permit held by the Companysatsiforth the scheduled expiration date
of each such Insurance Permit. True, correct antptate copies of all of such Insurance Permitofasrecent date) are attached to Schedule
3.1(b). Except as limited by state statute genegglplicable to all companies of a similar typalesCompany or as set forth in such
Schedule, the Company's authority to write thesliard classes of insurance set forth on such Skehsdunrestricted and the Company is not
a party to any agreement or arrangement with aglagory official or agency limiting or restrictithe Company's ability to make full use of
the Insurance Permits. Except as set forth in Sdee?i1(b), each such Insurance Permit is currentjood standing, and, other than as set
forth in Schedule 3.1(b), no Insurance Permit lsenbwithdrawn, modified, restricted or conditiorie@ny respect by a state insurance
regulatory authority, and no application for anuir@ce Permit filed by the Company within the Btmonths has been denied or withdrawn.
No event has occurred that, with or without noticéapse of time or both, could reasonably be etqueto result in the revocatio

suspension, lapse or limitation of any InsuranaenReThe Company is not transacting and has rotsgicted any insurance business in any
jurisdiction requiring an Insurance Permit or dfiedition in which it did not possess such InsuraReemit or qualification

(c) Schedule 3.1(c) identifies each director aneteative officer of the Company as currently in effand contains true and correct copies of
the Company's Certificate of Incorporation andBlgelaws, including all amendments thereto throuamyid as in effect on, the date hereof.

3.2 Authorization of Agreement. Each of Seller &adlent has all requisite power to execute and efethis Agreement and perform its
obligations under this Agreement, and the executletivery and performance of this Agreement amddbnsummation of the transactions
contemplated by this Agreement have been duly aizttband approved by all necessary action on déinegb each of Seller and Parent. Each
of Parent and the Company has the requisite pawexdcute and deliver the Assignment and the CortimatAgreement and to perform its
obligations thereunder, and the execution, delieeny performance of the
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Assignment and the Commutation Agreement and thewwamation of the transactions contemplated thenelrg been duly authorized by
necessary requisite action on the part of eactadr® and the Company. This Agreement has beenestelguted and delivered by each of
Seller and Parent and is the valid and bindinggaltibn of each of Seller and Parent enforceablaagaach of them in accordance with its
terms, subject to the Bankruptcy Exception. Prathe Closing Date, the Assignment and the Comnaut#tgreement will have been duly
authorized, executed and delivered by each of Parehthe Company, and, on the Closing Date, ehtliedAssignment and the
Commutation Agreement will be the valid and bindoidigations of each of Parent and the Companyreaéble against each of them in
accordance with its terms, subject to the Bankguftaception.

3.3 Capital Stock of the Company. The authorizggtabstock of the Company consists of 10,000,0t#ras of common stock, $1.00 par
value per share, of which only the Stock (consistin3,500,000 shares of such common stock) i@sund outstanding. All issued and
outstanding shares of Stock are duly authorizelijlyassued and fully paid and nassessable. Seller is the lawful owner, beneficaild of
record, of all of the Stock and has good and wétlelto the Stock, free and clear of all LiengRw@strictions, voting trusts or other voting
agreements, contracts, calls, commitments of amg, kihcluding any such agreement, arrangement, ¢oment or understanding restricting
or otherwise relating to the voting, dividend riglotr dispositions of the Stock. Upon consummatith@ transactions contemplated by this
Agreement, Purchaser will acquire record and berafownership of the Stock, free and clear of higns or Restrictions, voting trusts or
other voting agreements, contracts, calls, comnmitsef any kind, including any such agreement,reyeaent, commitment or understand
restricting or otherwise relating to the votingyidend rights or dispositions of the Stock.

3.4 Interests in Securities of the Company. Thezena outstanding options, convertible securitiesrrants or other rights to subscribe for or
purchase from Seller or the Company, and thera@mdans, contracts or commitments for the graribngeller or the Company of rights to
acquire: (i) any capital stock or other ownershiggiiests in the Company including the Stock; 9rafily securities convertible into or
exchangeable for any such capital stock or ownpiisiérests in the Company.

3.5 Financial Statements. Seller has delivereditotiaser true, correct and complete copies of thei®ry Financial Statements of the
Company for the year ended December 31, 2002 arttdajuarterly periods ended March 31, June 30Sapdember 30, 2003. Such
Statutory Financial Statements fairly represenfitiencial position and the results of operatiohthe Company as of the dates and for the
periods to which such financial statements relatecicordance with Statutory Accounting Principiescept as disclosed on such Statutory
Financial Statements or in the notes thereto, thasenot been any change in the business, finacmalition or results of operations of the
Company during the last 12 months that has hadowld reasonably be expected to have, a Materiabfsd Effect. Seller has heretofore
delivered to Purchaser true, correct and complepées of the Statutory Financial Statements ofGbepany for each of the years ended
December 31, 1997, 1998, 1999, 2000 and 2001.



3.6 Subsidiaries. The Company does not own, eghercord or beneficially, any direct or indirecfugty interest or any right (contingent or
otherwise) to acquire the same in any other Person.

3.7 Tax Returns and Reports.

(a) Seller is the common parent of an affiliatedugr of corporations (within the meaning of sectil&®4(a) of the Code) (such group, the
"Seller Group") that files a consolidated federaldme Tax Return. For all periods during whichas lowned the Company, Seller has
properly included (or, with respect to the taxaj@ar ending on the Closing Date, will properly urdd) the Company in its consolidated
federal income Tax Return as a member of the S@lleup.

(b) Other than as set forth on Schedule 3.7, é)@bmpany has filed (or joined in the filing of) @hdue all material Tax Returns required to
be filed by or with respect to the Company, inchgdiTax Returns of the Seller Group and of any otleeisolidated, combined, unitary or
other affiliated group of which the Company is anmber, and all Taxes shown to be due on such TaxrRehave been timely paid; (ii) all
such Tax Returns were true, correct and completdl iespects; (iii) there is no action, suit, preding, investigation, audit or claim now
pending against, or with respect to, the Compamgspect of any Tax or assessment, nor is any dtimdditional Tax or assessment being
asserted by any Taxing Authority; (iv) no claim heen asserted in writing by any Taxing Authomtyaijurisdiction in which the Company
does not currently file a Tax Return that it isway be subject to Tax by such jurisdiction; (v) @@mpany is not a party to any agreement,
whether written or unwritten, providing for the pagnt of Taxes, payment for Tax losses, entitlert@nefunds or similar Tax matters; (vi)
the Company has withheld and remitted to its applie Taxing Authorities all Taxes required to béhweld in connection with any material
amounts paid or owing to any employee, creditdoraey, independent contractor or other Persoi); rfeither Seller nor the Company has
made, changed or revoked, or permitted to be nadmged or revoked, any material election or metf@tcounting with respect to mate
Taxes affecting or relating to the Company, or extténto, or permitted to be entered into, anyiolp®r other agreement or settlement with
respect to Taxes affecting or relating to the Camypéviii) no ruling with respect to Taxes has beequested by or on behalf of the Company
or by Seller with respect to any transaction inirgjvthe Company that could affect the liabilitytbé Company for Taxes for any period after
the Closing; (ix) the Company has no liability foe Taxes of any Person (other than pursuant tastirg Regulation Section 1.1562er an)
analogous state, local or foreign law or regulgtema transferee or successor, by contract oneige (x) the statutes of limitations for Tax
years of the Company have closed for all yearsngngliiior to January 1, 2000; (xi) the Seller is adforeign person” within the meaning
Section 1445(f)(2) of the Code.

3.8 Required Filings.

(a) All statements, reports, forms or other infotiorarequired to be filed with respect to the Comphave been or will be timely filed, and
all required regulatory approvals in respect theaee in full force and effect, except for any surcformation or regulatory approvals that if
not made or obtained would not reasonably be erpeatdividually
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or in the aggregate, to have a Material AdversedEffAll such regulatory filings were true and eatrin all material respects when filed and
were in compliance with applicable laws, and nddieficies have been asserted by any such Goverahtemtity with respect to such
regulatory filings that have not been satisfied.

(b) Schedule 3.8(b) sets forth: (i) all amountglfgai the Company as annual statement filing féesnse renewal fees, examination fees,
membership fees or dues to state guaranty assmaind joint underwriting associations, minimumuiead state insurance premium taxes
(i.e. those imposed without regard to the amoumptremiums written) and other taxes, fees or assa#smequired to be paid by the Comp
in order to maintain its Insurance Permits in getahding (collectively, "Filing Fees") for the yeanrding December 31, 2003 (the "2003
Filing Fees"); and (ii) the dates on which such26ding Fees were due. To Seller's Knowledge, iiag-Fees were due for such period
other than as shown on said Schedule 3.8(b).

3.9 No Breach of Statute or Contract; Governmehtdhorizations.

(a) Neither the execution and delivery of this Agment by Parent or Seller, nor the execution afidesg of the Assignment and the
Commutation Agreement by Parent and the Compamperdormance by any of them of any of their obliglas hereunder or thereunder will
(x) conflict with, or result in a breach of, anytbk terms, conditions or provisions of: (i) thetifieate of incorporation or by-laws (or
comparable organizational documents) of Selleretasr the Company; (ii) subject to receipt of awais referred to in Section 3.9(b), any
judgment, order, injunction, decree or ruling of @ourt or governmental authority, domestic or fgne or any law, statute or regulation,
which Seller, Parent or the Company is subjecfiiipany agreement, contract or commitment to wh8eller, Parent or the Company is a
party or is subject, except, in the case of cla@geand (iii) only, for such conflicts or breachéhat (A) would not be reasonably expected to
have a Material Adverse Effect, (B) would not metky impair the ability of Parent or Seller to exge, deliver and perform its obligations
under this Agreement,

(C) would not materially impair the ability of Pateor the Company to execute, deliver and perfasnolbligations under the Assignment and
the Commutation Agreement, and (D) would not impiaér validity of any Insurance Permit, or (y) résalthe creation or imposition of any
Lien or Restriction on any of the Properties oetssf the Company.

(b) To Seller's Knowledge, except as set forthdheslule 3.9(b), there are no governmental apprpeaissents, licenses, orders or
registrations required to be obtained, made orrgfeepermit the consummation of the transactiomgaraplated by this Agreement, excepi
(i) approval by the Delaware Commissioner with ezgpgo the change in control of the Company andafiprovals by the insurance
department of any other jurisdiction asserting faiguy authority over the transactions contempldtgdhis Agreement which are required by
applicable law, regulation or rule to be obtaingdurchaser.

(c) The Company is in compliance with all appli@tdws, statutes, ordinances, orders, rules andatons promulgated, and judgments
entered, by any federal, foreign or local courgovernmental authority relating to the operatia@nduct or ownership
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of the Property or business of the Company, exime@ny such failure to comply that would not re@eoly be expected, individually or in t
aggregate, to have a Material Adverse Effect.

(d) None of Seller, Parent or the Company has vedeany notice of, nor to Seller's Knowledge ig¢hany violation of any applicable law,
statute, ordinance, order, rule or regulation prigated, or judgment entered, by any federal, foresgate or local court or governmental
authority relating to the operation, conduct or evahip of the business of the Company other thaolation which has been resolved and
which no sanction is pending.

(e) Except as disclosed on Schedule 3.1(b), noepding is pending nor, to Seller's Knowledge, is aoceeding threatened in which any
Person is seeking to revoke or deny the renewahgfinsurance Permit.

3.10 No Litigation or Adverse Events. Other thgrafiplications filed with state insurance departtadry Purchaser, (ii) applications
requesting approval of the change in control ofGleenpany pursuant to this Agreement, and (iii)etf@th on Schedule 3.9(b), there are no
actions, suits or administrative, arbitration dmestproceedings or governmental investigationdyding counterclaims) pending or, to Sell
Knowledge, threatened against the Company. Noiselér, Parent or the Company has received anyewrntotice of, nor to Seller's
Knowledge is there, any claim or assertion of liabon the part of the Company.

3.11 Bank Accounts. Schedule 3.11 sets forth afistl bank accounts maintained by the Compangttogr with the addresses of the banl
which such accounts are maintained and the coptasbns for the Company thereat.

3.12 Form of Capital and Surplus. The Company'géa&lagnd surplus consist only of (i) cash and caghivalents, (ii) fixed income securities
traded in a recognized public market and (iii) boond deposit with certain states as required tainlitenses in those states. Schedule 3.12
sets forth a description of the items constitutimg Company's capital and surplus, including tHaegthereof, valued as of January 28, 2004
in accordance with the valuation methods to be uséae preparation of the Closing Date Statemé&#tssets, as set forth in Section 5.5 of
this Agreement.

3.13 Liabilities. The Company has no liabilitiesss$es or claims (contract or otherwise) other thase set forth in the Statutory Financial
Statements of the Company for the period endedkee 31, 2002 and for the quarterly periods endadcM31, June 30 and September 30,
2003, or as set forth in Schedule 3.13; and a€tbsing, the Company will have no liabilities orligations other than those set forth in
Schedule 3.13.

3.14 Contracts.

(&) To the Seller's Knowledge, the Company Reimmgaigreements, the Parent Reinsurance Agreerhenf\ssumption Agreements and
GEMICO Agreement (collectively, the "Company Agresits”) constitute all of the contracts and committady which the Company is
bound or to which the Company is subject, and thegeno other contracts or commitments to whichQbmpany is now a party or by which
the Company or its assets are or may be boundwhitth the Company or its assets are or may bessylgjther than (i) contracts and
commitments identified on Schedule 3.14(a) thak lbélterminated on or
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prior to the Closing except as indicated on sudie8uale and (ii) this Agreement. The Company Agredmare valid and binding agreements
of the Company and, to the Seller's Knowledge, @fthe other parties thereto, enforceable agaiash of them in accordance with their
terms, subject to the Bankruptcy Exception. ToSk#er's Knowledge, on the Closing Date, the Assignt, the Commutation Agreement,
Assumption Agreements and the GEMICO Agreementaaifistitute all of the contracts and commitmentsvhich the Company or its ass
are or may be bound or to which the Company aastets are or may be subject, and there will bathier contracts or commitments to wh
the Company is a party or by which the Companysassets are or may be bound or to which the Coynpiaits assets are or may be sub
other than this Agreement.

(b) Seller represents and warrants to Purchaseththantent of the agreements set forth below twwasnder the Company devoid of any
liabilities or obligations, including, but not lited to, any liabilities or obligations under inguzea policies or reinsurance agreements written
by the Company.

(i) With respect to (a) the Assumption Agreemeanted as of April 1, 1995, by and between the Comtren named Peninsula Property
Casualty Company) and American Bankers Insuraneepaay of Florida and (b) the Assumption Agreemdated as of June 28, 1995, by
and between the Company and Wesco Insurance Con(eacly agreement hereinafter referred to indivigied an "Assumption Agreemer
and collectively as the "Assumption Agreements8lje3 hereby represents and warrants to Purchlagsed on representations in the Seller
Acquisition Agreement and to the Seller's Knowledfat (1) the Company had, at the time such Assieomp\greement was executed and
delivered, full corporate power and authority t@exte, deliver and perform its obligations undehséissumption Agreement and the other
documents executed or required to be executedninemtion therewith; (2) each Assumption Agreemeut the other documents required to
be executed and delivered in connection therewétewduly authorized, executed and delivered byCin@pany; (3) each Assumption
Agreement and the other documents required to beutetd and delivered in connection therewith wieedégal, valid and binding obligatic
of the Company, enforceable in accordance witteitsis, subject to the Bankruptcy Exception; (4alisents, approvals, authorizations and
orders necessary to permit the transactions cornédeapby each Assumption Agreement have been aata{d) all notices to direct
policyholders required to effect valid and bindimgvations of the insurance policies which are thigext of each Assumption Agreement
have been sent; (6) each Assumption Agreementtendther documents required to be executed angededl in connection therewith are
valid and continuing obligations of the partiesréie, (7) no party to such agreements has givenenof termination or taken any action
inconsistent with the continuance of such agreespamd (8) the execution, delivery and performafdbis Agreement will not affect the
enforceability of such agreements against the gmttiereto.
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(if) With respect to the Assumption Agreement, das of December 30, 1993, by and between the Coyrttzen named General Electric
Guaranty Insurance Corporation) and General Etebtartgage Insurance Corporation (the "GEMICO Agneat"), Seller hereby represents
and warrants to Purchaser that, to Seller's Knoydeth) the GEMICO Agreement and the other docusnetjuired to be executed and
delivered in connection therewith are valid andtowring obligations of the parties thereto, (b)p#oty to such agreements has given notic
termination or taken any action inconsistent whté tontinuance of such agreements and (c) the garcdelivery and performance of this
Agreement will not affect the enforceability of suagreements against the parties thereto.

3.15 Employee Matters. The Company (i) does noehawmd since the time that Seller acquired the Goythe Company has not had, any
employees or independent contractors (includingpeeshdent insurance agents),

(i) is not a party to or obligated under, and doeshave any liabilities or obligations with resp®, any employment, consulting or agency
contract with any Person, including any former esgpk or former independent contractor (includirigrener independent sales agent), and
(iii) does not otherwise have any liabilities ofightions with respect to any current or former éwgpe or independent contractor (including
any current or former independent sales agenth@Closing, the Company will not have any liakhtor obligations to any current or
former officers or directors of the Company. Siberember 30, 1993, the Company has not maintageedributed to or been obligated to
contribute to any Employee Benefit Plan. The Conygamot a party to or otherwise obligated under emilective bargaining agreement.
Seller acknowledges that Purchaser is assumin@bidity or responsibility with respect to beneffiayable or any other obligation owed
under any Employee Benefit Plan, or for any insoeaagent arrangements which may have existed toritve date hereof (including any
commissions or fees owed in connection therewith).

3.16 Powers of Attorney. Other than as set fort8dhedule 3.16 and other than any powers of atgagremted to insurance commissioners in
connection with state licensing matters, all povadrattorney granted by the Company have expirdsten revoked prior to the date hereof.

3.17 Accuracy of Documents. All minute books aratktrecords of the Company and all other Documeelisered by Seller or the
Company to Purchaser in connection with the traiwas contemplated hereby are complete and accuralematerial respects. All
corporate books and records of the Company aretaia@ud in compliance in all material respects willhapplicable statutes, including
requirements as to their location.

3.18 Brokers and Finders. Except for Merger & Asifion Services, Inc., no broker, finder or investinbanker is entitled to any fee or
commission in connection with the transactions emtlated hereby based upon arrangements madedoyb@half of Parent, Seller or the
Company.
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3.19 Insurance Business. Since December 22, 188%;ampany has not engaged in any business ofimseior reinsurance other than the
business transacted pursuant to the Company RamsiAgreements and the Parent Reinsurance Agréestiaaf which will be commuted
and the parties thereto released pursuant to then@ation Agreement. To Seller's Knowledge and thaserepresentations in the Seller
Acquisition Agreement, during the period from Ded@m30, 1993 until December 22, 1995, the Compahyot write any business other
than business which was assumptively reinsuredrnithdeAssumption Agreements.

3.20 Assets and Properties.

(a) The Company owns and has good and marketaelédtiall of its assets and Properties, free feom Liens or Restrictions (other than any
escrowed amounts or other deposits made with isistieance commissioners).

(b) On the Closing Date, the Company will not ovmy assets or Properties, except (i) its corporasgter and the Insurance Permits set forth
on Schedule 3.1(b), (ii) the assets set forth erQlosing Date Statement of Assets, and (iii) hetractual rights of the Company pursuant to
the Assignment, the Commutation Agreement, the dgdion Agreements and the GEMICO Agreement.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF PURCHASER

Purchaser represents and warrants to Seller amat?as of the date of this Agreement (exceptdftiaer date is specified in the represente
or warranty) and as of the Closing Date, as foltows

4.1 Organization and Standing. Purchaser is adiiritibility company duly organized, validly exiggiand in good standing under the laws of
the State of Delaware, and Purchaser has all riggjpiswer and authority to execute and deliver &gseement and perform its obligations
under this Agreement.

4.2 Authorization of Agreement. Purchaser has trparate power to execute and deliver this Agredraed perform its obligations under
this Agreement, and the execution, delivery andoperance of this Agreement and the consummatidhetransactions contemplated by
Agreement have been duly authorized and approveddl Imgcessary corporate action on the part ofrager. This Agreement has been duly
executed and delivered by Purchaser and is thé &ali binding obligation of Purchaser enforceabhgrest it in accordance with its terms,
subject to the Bankruptcy Exception.

4.3 No Breach of Statute or Contract; Governmeftahorizations.

(a) Neither the execution and delivery by Purchas¢his Agreement nor performance by Purchasdésatbligations hereunder will conflict
with, or result in a breach of, any of the ternmditions or provisions of: (i) the Restated Castife of Incorporation or
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By-laws of Purchaser; (ii) subject to receipt opayvals referred to in

Section 4.3(b), any judgment, order, injunctiorgrée or ruling of any court or governmental auttypdomestic or foreign, or any law, stai
or regulation, to which Purchaser is subject; irdny agreement, contract or commitment to whichichaser is a party or is subject, except,
in the case of clauses (ii) and (iii) only, for Buzonflicts or breaches which would not materiaipair the ability of Purchaser to execute,
deliver and perform its obligations under this Agrent.

(b) To Purchaser's Knowledge, except for (i) therapal by the Delaware Commissioner with respethéochange in control of the Comp:
and (ii) any approvals by the insurance departroéaty other jurisdiction asserting regulatory awity over the transactions contemplated
by this Agreement which are required by applicdée regulation or rule to be obtained by Sellberé are no governmental approvals
required to permit the consummation of the transastcontemplated by this Agreement.

4.4 Investment Intent. Purchaser represents ancmtarthat (i) subject to the provisions of Sectoh hereof, Purchaser is acquiring the
Stock for its own account, for investment purpasely and not with a view to the resale, distribatar other disposition thereof or any part
thereof or any interest therein, and (ii) Purchdser such knowledge of and experience in finareidlbusiness matters as to be capable of
evaluating the merits and risks of its prospecimvestment in the Company as contemplated by thie@ment. Purchaser acknowledges that
the Stock will not be registered under the Seasifict of 1933, as amended, or under any stateiseslaw and, therefore, may not be sold
by Purchaser except pursuant to an effective magish statement under such Securities Act or amgxtion from registration thereunder and
pursuant to registration or qualification under apylicable state securities law or exemption tihene.

4.5 No Litigation. There are no actions, suits @maistrative, arbitration or other proceedinggovernmental investigations (including
counterclaims) pending or, to Purchaser's Knowletlgeatened in writing to restrain, prohibit ohetwise challenge the performance by
Purchaser of the transactions contemplated byAtinisement.

4.6 Brokers and Finders. Except for Merger & Acdign Services, Inc., no broker, finder or investihbanker is entitled to any fee or
commission in connection with the transactions emmtlated hereby based upon arrangements madedoybahalf of Purchaser.

ARTICLE V

CONDUCT AND TRANSACTIONS PRIOR TO
CLOSING; COVENANTS; INDEMNITIES

5.1 Investigations; Operation of the Business ef@ompany. Between the date of this Agreementlatosing:

(@) () Upon receipt of reasonable notice, Selta Rarent will give, or cause to be given, to Paseh or Purchaser's representatives and
agents, reasonable access to the books, recoradfarais of the Company and, to the extent thatshme pertain to the Company, the books
and records of Seller and Parent, and Seller and
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Parent will cause the officers and employees deBahd Parent and of the Company to furnish telfaser upon reasonable prior notice ¢
financial data and other information with respecttte assets and the conduct of the business @dhgany as Purchaser shall from time to
time reasonably request; provided, however, thatsaich investigation shall be conducted during redfnusiness hours and in such manner
so as not to interfere unreasonably with the operatf the business of Seller, Parent or the Comppan

(i) Until the Closing Date, Purchaser shall holdy&onfidential Information in confidence unlesslamtil such time as such information
otherwise becomes publicly available, and, in thené of the termination of this Agreement, uponuest by Seller, shall deliver to Seller all
such Confidential Information so obtained by Pusdraprovided, however, that notwithstanding amghbo the contrary contained in this
Agreement, the parties hereto (and each emplogpegsentative, or other agent of the parties) nisglase to any and all persons, without
limitation of any kind, the Tax treatment and aagt$ that may be relevant to the Tax structurb@triansaction, beginning on the earliest of
(i) the date of the public announcement of disarssrelating to the transaction, (ii) the date wflr announcement of the transaction, or (iii)
the date of the execution of this Agreement (withvithout conditions) to enter into the transactiprovided, however, that neither party (nor
any employee, representative or other agent theneay disclose any information that is not necastaunderstanding the Tax treatment and
any facts that may be relevant to the Tax struatfithe transaction (including the identity of gharties and any information that could lead
another to determine the identity of the parties)gny other information to the extent that sudtidisure could result in a violation of any
federal or state securities law.

(iif) Notwithstanding any other provision of thiggfeement, the covenants of Purchaser set forthisrSection 5.1(a) shall survive the
cancellation, abandonment or termination of thise&gnent.

(b) Each of Seller, Parent and Purchaser agreeg thidl promptly make or cause to be made aninfjlor submission required to be made by
it or on its behalf or on behalf of the Companyhathe Delaware Commissioner and with the insuralegartment or similar regulatory
authority of any other jurisdiction asserting reggaty authority over the transactions contemplatethis Agreement.

(c) Seller, Parent and Purchaser shall cooperatsiing all reasonable efforts to cause the conwitio the Closing hereunder to be satisfie
soon as practicable including, without limitatiaitaining the consents, approvals and authorizati@eessary for the Closing. For purposes
of this Agreement, the covenant of the partiessi their "reasonable best efforts” shall not reqairy party to incur any unreasonable
expenses.

(d) Except as otherwise provided for by the terinthis Agreement, without the prior written consehPurchaser, Seller and Parent will not
permit the Company to: (i) issue or sell, or comtmitssue or sell, any shares of its capital stéickgrant or commit to grant any options,
warrants or rights to subscribe for, purchase tloemvise acquire any shares of its capital stadkjgsue or commit to issue any securities
convertible into or exchangeable for

17



shares of its capital stock; (iv) either declass,aside, pay or commit to pay any dividend or othstribution with respect to its capital stock
or transfer any asset for any other purpose; ¢éctly or indirectly redeem, purchase or otherveisquire or dispose of, or commit to acquire
or dispose of, any shares of its capital stock;€ffiect a split, modification or reclassificatiohits capital stock or a recapitalization of the
Company;

(vii) change the Certificate of Incorporation or-Byws of the Company; (viii) make, or agree to mak®y borrowings or any guarantee, or
agree to guarantee, the borrowings of any othesdPe(ix) enter into or become party to any cortecommitment other than the
Assignment and the Commutation Agreement;

(x) write any new insurance or reinsurance businegngage in any business except as may be sgadlgiftontemplated in this Agreement;
(xi) take any action that would cause the Comparincur any liability whatsoever not fully indemieifl hereby or that would have the effect
of impairing the value of the assets or the validit any Insurance Permit; (xii) enter into any nemployment, severance or consulting
contracts or otherwise hire any new employeesi) Gtibject any of its Properties or assets to aepd.or Restrictions; or (xiv) except as set
forth herein, take any action not in the ordinasyrse of the Company's business or which wouldhberisistent with delivering to Purchaser
a corporation as otherwise contemplated in thiseAgrent. Further, after preparation and deliverhefClosing Date Statement of Assets and
the Closing Date Balance Sheet, without the prigtten consent of Purchaser, Seller and Parent sbglnor shall Seller or Parent permit the
Company to, take any action which would cause guire any changes to the information set forthism €losing Date Statement of Assets or
the Closing Date Balance Sheet, or which would edlns sale or disposition of any assets reflectebe Closing Date Statement of Assets.

(e) Except as specifically consented to in writiiygPurchaser, Seller and Parent shall not, and sbigpermit the Company to, take any
action or omit to take action that would resultibreach of any representation or warranty of Selléarent contained in this Agreement.

(f) Except as otherwise contemplated by this Agreetnor specifically consented to in writing by Paaser, from the date of this Agreement
through the Closing Date, Seller and Parent shaite the Company to

(i) conduct its business only in the ordinary ceurensistent with past and current practicesc@mply in all material respects with all
applicable laws, (iii) preserve and maintain ifl fatce and effect the Insurance Permits and (@rfgrm in all material respects its obligatic
under all contracts and commitments to which & grty or by which it is bound.

(9) Purchaser covenants to use reasonable effofite tas promptly as practicable the StatementaRdigg the Acquisition of Control of or t
Merger with a Domestic Insurer (Form A) with thel®gare Commissioner.

5.2 Pending or Threatened Litigation or Action.\Be¢n the date of this Agreement and the Closing Dagller and Parent, on the one hand,
and Purchaser, on the other hand, shall each inteerother, promptly upon any party's obtainingwlealge thereof, of any pending or
threatened litigation or action by any regulataugharity which could reasonably be anticipateddiprohibit or restrain or impair the
consummation of the transactions contemplated isyAfgreement or the performance by Seller, ParePuochaser of their respective
obligations under this Agreement, (ii) to have atéal Adverse Effect or (iii) to
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have the effect of impairing the value of the as$ete transferred at the Closing or the validitany Insurance Permit.
5.3 Tax Audits; Tax Returns.

(a) Seller shall file or cause to be filed when diifax Returns that are required to be filedeny Pre-Closing Period by or with respect to
the Company and Seller shall remit (or cause teb®tted) any Taxes due in respect of such Taxmstll such Tax Returns will be
prepared in a manner consistent with the pastipeaof Seller and the Company.

(b) Purchaser shall file or cause to be filed wtee all Tax Returns that are required to be fitadahy Post-Closing Period or any Straddle
Period by or with respect to the Company and, stitgeSection 5.4(a) hereof, Purchaser shall rémnitause to be remitted) any Taxes di
respect of such Tax Returns.

(c) Purchaser shall cause the Company to prepaenanner consistent with past practice of the Gompand to deliver to Seller all relevant
Tax information relating to the Company reasonabtyuired to permit Seller to file or cause to bediwhen due all Tax Returns required to
be filed or caused to be filed by Seller pursuaréction 5.3(a) of this Agreement.

(d) Purchaser and the Company will provide Sel@d(its attorneys, accountants and agents) withighg at reasonable times, upon
reasonable notice, to have access to, copy andmgeecords or information that are reasonablyiabia to the Company and that Seller
deems in its reasonable discretion relevant fopteearation of any Tax Returns, any audit or otx@mination by any Taxing Authority, the
filing of any claim for a refund of Tax or for tlelowance of any Tax credit, or any judicial or adistrative proceedings relating to liability
for Taxes of the Company for taxable periods endin@r prior to the Closing Date. Purchaser shalldimbursed by Seller or Parent for all
reasonable out-of-pocket expenses incurred by Beechin connection with providing such informatiémy information obtained pursuant to
this Section 5.3(d) shall be held in strict confide and shall be used solely in connection withré¢lason for which it was requested.

(e) In the case of any income or premium Tax Reforany Straddle Period, Purchaser shall provieleeSwith copies of the completed Tax
Return for such taxable period and a schedule &éipporg the Tax shown on such Tax Return as betvgsdier and Purchaser and specifying
the amount due to or from Seller (all computeddooadance with Section 5.4(a) hereof), togetheh witch related work papers and other
documents as Seller shall reasonably requesttaotlan forty-five (45) days before the due datetlfie filing of such Tax Return. Seller and
its authorized representatives shall have the tmheview the Tax Return and schedule receiven frurchaser pursuant to the terms of this
Section 5.3(e). Seller and Purchaser agree to ttaeth other and resolve in good faith any issuissng under the terms of this

Section 5.3(e) as a result of the review of anyhstaex Return and schedule received from Purchasktree amount of Tax, if any, due from
Seller shall be paid by Seller to Purchaser no thin two (2) days prior to the date of filingsafch Tax Return or the amount
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of Tax due, if any, from Purchaser to Seller shelpaid by Purchaser to Seller no later than t{8edays after the date of filing of such Tax
Return.

(f) Seller shall cause any Tax sharing agreemesinoitar arrangement with respect to Taxes invawime Company, on the one hand, and
Seller, or any Affiliates of Seller, on the othamid, to be terminated effective as of the ClosiageDso that to the extent any such agreement
or arrangement relates to the Company after thei@date, none of the Company, Seller, nor itsliatés shall have any obligation
thereunder to the other, whether to make paymeoth@rwise, under any such agreement or arrangeforeany past, present or future per

(9) Except as otherwise expressly contemplatedhisyXgreement, from the date hereof to and inclgdire Closing Date, Seller, without the
prior written consent of Purchaser will not perthi2z Company to directly or indirectly (i) make, olga or revoke, or permit to be made,
changed or revoked, any election or method of atog, with respect to Taxes affecting the CompmyPost-Closing Tax Periods, (ii)
enter into, or permit to be entered into, any ¢lgsir other agreement or settlement with respetaies of the Company affecting or relating
to Post€losing Tax Periods, or (iii) enter into any tractéan or series of transactions other than in ttinary course of business, or take
position on any Tax Return for any taxable perimdpportion thereof) ending on or prior to the ChgsDate that would have the effect of
increasing the Company's tax liability for any thbeaperiod (or portion thereof) beginning after €lesing Date.

(h) If (i) Seller receives a written notice fromyahaxing Authority proposing an audit or other exaation of a Tax Return of the Company
for any Pre-Closing Period or (ii) a claim is mamt@hreatened in writing by any Taxing Authorityathif successful, may result in an
indemnity payment under Section 5.4(a) hereof (eathax Claim"), Purchaser shall promptly notifyl€ein writing stating the nature and
basis of such Tax Claim, and the amount theredhdcaxtent known. Failure to give such notice Ishat relieve Seller from any liability that
it may have on account of this indemnification tireswise, unless and to the extent that Selleraterrally adversely prejudiced thereby.
Seller will have the right, upon notification toehaser within thirty (30) days of the date Puremnastified Seller of such Tax Claim, to
assume at its own expense the control of any andither defense of any Tax Claim with its own cselnlf Seller elects not to control any
audit or other defense of a Tax Claim, Purchasalt bhve the authority to settle without Selledsigent such Tax Claim. Seller's right to
control a Tax Claim will be limited to issues irspect of which amounts in dispute would be pai&bifer or for which Seller would be liak
pursuant to Section 5.4(a) hereof. Purchaser shaperate in good faith with Seller in contesting &ax Claim, which cooperation shall
include providing records and information that easonably available to the Company and relevastith Tax Claim. All reasonable out-of-
pocket expenses of Purchaser related to such ctapeshall be borne by Seller. Notwithstandingfivegoing: (i) Seller shall not have the
right to control any issue involved in a Tax Claimess Seller first acknowledges in writing itsightion to fully indemnify Purchaser for the
Taxes asserted in connection with such issuendidettlement or disposition of any Tax Claim sballmade without Purchaser's prior written
consent (which consent shall not be unreasonatihheid); and (iii) Purchaser and Seller shall jlgicbntrol all proceedings involving any
claims for Taxes
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assessed in respect of a Straddle Period, andpasiyhshall bear its own out-of-pocket costs angke@ses relating to such claims.

(i) Seller, Purchaser and the Company agree thaliftncome Tax purposes, the taxable period efGompany shall be terminated as of the
close of business on the date of the Closing inm@ance with Treasury Regulations Section 1.1502)76) (other than transactions properly
allocable thereunder to the portion of the dayrdfte Closing shall occur) and items of incomenghiss, deduction or credit shall be
apportioned based upon a closing of the books darplurposes in accordance with Treasury Regulation

Section 1.1502-76(b). No elections shall be madkeuprither Treasury Regulation Section 1.1502-78]6)) (relating to ratable allocation of
a year's items) or Treasury Regulation Section(2155(b)(2)(iii) (to ratably allocate the items fitve month which includes the Closing
Date). Seller, Purchaser and the Company furthexeap file all Tax Returns, handle the contesirof audit and otherwise act for all Tax
purposes consistent with the provisions of thigiged.3(i).

5.4 Indemnifications, Assumptions of Liability aRelated Matters.

(a) Subject to the provisions of Sections 5.4@)artd

(9) and 5.5(b) hereof, Parent and Seller, jointlgl aeverally, shall pay and shall indemnify anditwrmless Purchaser, Transferee and the
Company from:

(i) all liability of the Company for Taxes (othdran any Tax constituting a part of the 2004 Filieges) assessed in respect of, and all costs
and expenses of Tax audits or the preparation wfRedurns for, all Pr&losing Periods, and the Seller's portion of ampdtle Period; (i) a
liability resulting by reason of the several liatlyilof the Company pursuant to Treasury Regulation

Section 1.1502-6 or any analogous state, locabm@idn law or regulation or by reason of the Conyplaaving been a member of an affiliated,
consolidated, combined or unitary group of which @ompany was a member on or prior to the Closiatg {Xiii) all liability of the Compan

in respect of Taxes of any other Person or entitgyant to any agreement or contract, whetheremridt unwritten, entered into on or before
the Closing Date, or as a transferor or succebgarpntract or otherwise; and (iv) all liabilityising as a result of a breach of the
representations provided in Section 3.7 hereahefailure of Seller to perform its obligationsrpuant to Section 5.3 or Section 5.6 hereof.
In the case of any Straddle Period, Parent an@Sshll be solely responsible for all Taxes (othan any Tax constituting a part of the 2004
Filing Fees) of the Company (and that portion & @ompany's costs for the preparation of each $aglReturn and Tax Audits) attributable
to the portion of the period ending on, and thahides, the Closing Date, and Purchaser shall letysesponsible and shall indemnify Seller
for all Taxes imposed on the income or operatidrth® Company and attributable to the portion ef pleriod beginning after the Closing
Date. For purposes of this Agreement, the porticemy Tax (other than any Tax constituting a pathe 2004 Filing Fees) that is attributa

to the portion of a Straddle Period up to and iditlg the Closing Date shall be (i) in the case ©&& that is not based on gross or net ince
premiums, sales or gross receipts (including regbgrty taxes), the total amount of such Tax ferperiod in question multiplied by a
fraction, the numerator of which is the number ajslin the Straddle Period through and includirgGfosing Date, and the denominator of
which is the total number of days in such StradRéeiod, and (ii) in the case of any Tax that iselbagn any of gross income, premiums, sales
or gross receipts, the Tax that would be due vaipect to the portion of the Straddle Period thinaaugd including the Closing Date, if such
portion of the Straddle Period were a separateébtexgeriod, except that exemptions, allowancesyctizhs,
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credits or graduated rates that are calculategieal on an annual basis (such as the deductiogeforeciation or capital allowances) shall
be apportioned on the basis of the gross inconeenipms, sales or gross receipts for each suchdyeaf not based upon such gross incc
premiums, sales or gross receipts, then on a per Hasis.

(b) Subject to the provisions of Sections 5.4(&) @) hereof, from and after the Closing Date, Rsball indemnify and hold harmless
Purchaser, Transferee and the Company from andsigaiy and all losses, claims, damages, lials]iimaranty fund assessment or similar
obligation, costs, expenses (together with readeratorneys' fees and all costs and expensesafoang such right of indemnification
against Parent), Taxes and penalties, if any,ragrisut of or based upon the employment of any idd& or entity or arising with respect ta
out of any Employee Benefit Plan including, withdiotitation, any liability: (i) to the PBGC or argther person under Title IV of ERISA,; (
with respect to a Multiemployer Plan under Titled¥ERISA,; (iii) with respect to any notice and ledihcontinuation requirements of
COBRA,; (iv) with respect to any noncompliance wWHRISA or any other applicable laws, or with thartsrof the Employee Benefit Plan; |
any excise tax imposed under Sections 4971 thrdd80F of the Code; (vi) with respect to any failtwenake any contribution to the
Employee Benefit Plan; and (vii) with respect tg anit, proceeding or claim which is brought agathe Company, its officers or directors,
any Employee Benefit Plan or any fiduciary or forrfiduciary of any Employee Benefit Plan; providddwever, that Parent's obligation to
indemnify Purchaser, Transferee and the Comparsuput to the provisions of this Section 5.4(b) Ishat apply to any loss, claim, damage,
liability, guaranty fund assessment or similar gation, cost or expense (together with reasonatdenays' fees and all costs and expenses of
enforcing such right of indemnification) which (#glates to any individual or entity that was nofpéoged by, and performed no services for,
the Company prior to the Closing Date; (B) is bagpdn or arose out of an act taken by or omissjothé Company, Transferee or Purchaser
with respect to an event occurring after the Clg€date which event has no connection, directlyndirectly, with any Employee Benefit Pl
or employment arrangement for which the Company(pédr to the Closing Date), or a pre-Closing ERI&ffiliate had, an obligation or
potential obligation; or (C) is based upon or aregeof any employee benefit plan which was notrraaned by the Company or a pre-
Closing ERISA Affiliate prior to the Closing Dater, with respect to which neither the Company nagr are-Closing ERISA Affiliate had any
obligations which arose before the Closing DatecPaser shall indemnify and hold harmless Selléhéosame extent as Parent's indemnity
of Purchaser set forth in this

Section 5.4(b) with respect to the matters desdribelauses (A), (B) and (C) of this proviso.

(c) Subiject to the provisions of Sections 5.4(®)affd

(9) and 5.5(b) hereof, from and after the Closiragel) Parent shall indemnify and hold harmless Rageh Transferee and the Company and
their respective directors, officers and employeeflectively, the "Purchaser Indemnitees") frond against any and all losses, claims,
damages, liabilities, guaranty fund assessmergsolar obligations, costs, expenses (includingoeable attorneys' fees and all costs and
expenses of enforcing such right of indemnificatigrainst Parent) and penalties, if any (collecyividle "Purchaser Losses"), arising out of,
based upon or with respect to: (i) any breach déiture by Seller, Parent or any of their respectffiliates to perform or comply with any
of the covenants, agreements or undertakings petfermed or complied with by any of them under@@mpany Reinsurance Agreements,
the Parent
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Reinsurance Agreement, the Assignment or the ComtioatAgreement; (i) any breach of or failure bsli8r, Parent or any of their
respective Affiliates to perform or comply with anf/the covenants, agreements or undertakings petfermed or complied with by any of
them under this Agreement; (iii) any breach of eegresentation or warranty made by Seller or Panethiis Agreement or in any certificate,
instrument or other documentation delivered purshareto; and (iv) any liability of the Company @ther known or unknown at the time of
execution of this Agreement) based on or arisingobany act, omission or event occurring priottte Closing.

(d) Subject to the provisions of Sections 5.4®)aitd

(9) hereof, from and after the Closing Date, Pusena&hall indemnify and hold harmless Parent afidrSmnd their respective directors,
officers and employees (collectively, the "Selledémnitees") from and against any and all lossasns, damages, liabilities, guaranty fund
assessments or similar obligations, costs, expdirsgading reasonable attorneys' fees and allscast expenses of enforcing such right of
indemnification against Purchaser) and penaltfemy (collectively, the "Seller Losses"), arisiogt of, based upon or with respect to: (i) any
breach of or failure by Purchaser to perform or pymwvith any of the covenants, agreements or uaiterys to be performed or complied
with by Purchaser under this Agreement; (ii) angaoh of any representation or warranty made byHaser in this Agreement; (iii) any
liability of the Company (other than any liabilitgr which Parent is obligated to indemnify Purchia3eansferee and the Company under this
Section 5.4) based on or arising out of any actssion or event occurring after the Closing; and

(iv) all liability of the Company for Taxes assedse respect of all taxable periods beginning atter Closing Date.

(e) For the purposes of administering the inderoaifon provisions of this Section 5.4 (except foy 8ax Claim subject to Section 5.3(h)
hereof), the following procedures shall apply frand after the Closing Date:

() An indemnified party shall notify the Indemnitof any Indemnification Event reasonably promitifowing (A) the receipt of notice by
the indemnified party of the commencement of antipa@r proceeding, (B) such indemnified party braowy aware of the assertion of any
claim against such indemnified party, or (C) thecdivery by such indemnified party of any loss gimiise to indemnity pursuant to this
Section 5.4. Such notification shall indicate wieetbuch indemnified party is requesting indemntfaawith respect to such Indemnification
Event and the amount of indemnification initialiyti@ipated. The failure to notify the Indemnitorarfy Indemnification Event shall not
relieve the Indemnitor of its indemnity obligatiamless and to the extent that the Indemnitor ierradly and actually prejudiced thereby.

(i) After notification is given as required by Siem 5.4(e)(i) of this Agreement, the Indemnitoa8loe entitled (but is not obligated) to
assume the defense or settlement of any such amtigroceeding, or to participate in any negotiaior proceedings to settle or otherwise
eliminate any claim. Any indemnified party is heyetuthorized prior to the date on which it receiweiten notice from the Indemnitor that
the Indemnitor intends to assume the defenseeswitit or other disposition of such action or prdeeg to file any motion, answer or other
pleading and to take such other
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action which the indemnified party shall reasonat#gm necessary to protect its interest or thetefndemnitor until the date on which the
indemnified party receives such notice from thesimditor, provided that, prior to filing such motjaanswer or other pleading or taking such
other action, the indemnified party shall have meadesonable efforts to consult with the Indemnitiothe Indemnitor fails to confirm in
writing within one month of the date of the notiftion referred to above that the Indemnitor wiliame the defense, the indemnified party
may engage counsel to defend, settle or othenvisg®sle of such action or proceeding, and in suentahe indemnified party shall pursue
the defense or settlement of any such action arga@ing in good faith and the Indemnitor shall rentiable and responsible for all losses in
connection therewith, including the indemnifiedtyar costs, attorneys' fees and expenses, allchg/aen incurred by such indemnified pa

(iii) In cases where the Indemnitor has assumedié&fiense or settlement with respect to an Indegatifin Event, the Indemnitor shall be
entitled to assume such defense or settlementasithsel of its own choosing, provided that (exe®ith respect to Tax audits subject to the
provisions of Section 5.3(h) of this Agreement)) (Ae indemnified party (and its counsel) shaleétled to continue to participate at its ¢
cost in any such action or proceeding or in anytiations or proceedings to settle or otherwismiglate any claim for which indemnificatit

is being sought (it being understood that the Inuiton shall be entitled to make all final deterntinas with respect to the defense or (subject
to clause (B) hereof) settlement of such actioa¢cpeeding or claim); and (B) unless the settleméanaaction, proceeding or claim involves
only the payment of dollar damages (all of which tar be paid by the Indemnitor), the Indemnitodishat be entitled to settle, compromise,
decline to appeal, or otherwise dispose of any stion, proceeding or claim without the conseragneement of the indemnified party
(which consent will not be unreasonably withheldletayed).

(iv) In any case where an Indemnitor shall haveimesl the defense or settlement of any action, pring or claim and the indemnified pz

is entitled to continue to participate in such @ttiproceeding or claim, and shall have electatbteo, it shall do so at its own expense. In no
event shall an Indemnitor be liable to any indemediparty for the cost of employing or using in-Beudegal counsel regardless of whether
such Indemnitor has, or has not, assumed the detersettiement of such action, proceeding or claim

(v) In the event indemnification is requested, lth@emnitor, its representatives and agents sha# heasonable access to the books, records
and other Documents of the indemnified party otipsiseeking such indemnification to the extensoeably requested by the Indemnitor in
connection with the Indemnitor's defense or settlenof any action, proceeding or claim; providealwbver, that such access shall be
provided upon reasonable prior notice, during ndtmainess hours and in such manner as not tdénéeunreasonably with the operation of
the business of the indemnified party or parties stmall only take place in the presence of a remtesive of the indemnified party or parties
unless otherwise so agreed; and provided, furthatthe indemnified party shall not be requirediszlose any information with respect to
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itself or any of its Affiliates (or former Affilias), other than the Company, and shall not be medjtb participate in the defense of any act
proceeding or claim to be indemnified under thigefgment (except as otherwise expressly set fortthisnAgreement), unless such disclosure
or participation is required or reasonably necgssathe defense of any action, proceeding or claibe indemnified under this Agreement,
in which case the indemnified party shall be fulymbursed for the reasonable costs of such paatioin.

(vi) From the date of this Agreement, each partgag that, except as provided below, it shall netdliDocuments with respect to all material
matters pertaining to the Company (except to thergthat such Documents in the possession ofrSaltlae Closing and relating to the
Company may be transferred at the Closing to tlssgmsion of Purchaser or the Company). Before slisp®@f or otherwise destroying any
such Documents, the possessor thereof shall gasonable notice to such effect and deliver to thergarty, at the other party's expense
upon its request, a copy of any such Documentaddition, each party to this Agreement agrees ¢aitgsest efforts to cause its employees
(and in the case of Purchaser, the employees @dingpany) to cooperate with and assist the othety paconnection with any claim, action
or proceeding for which indemnity is sought undhés tAgreement or with respect to which either p&idg elected to participate in the
defense.

(vii) Following payment by an indemnified party aiy amount for which it is entitled to indemnitigetindemnified party may demand in
writing that the Indemnitor reimburse the indematdfiparty for such payment. Such written demand skaforth the basis and amount of
such payment in reasonable detail and include g obpny supporting invoice, demand(s) against wigiayment(s) were made and all
supporting documentation. If reimbursement is natlemby the Indemnitor within 30 calendar days oéigt by the Indemnitor of such
demand for which the parties agree the Indemrsttiable, interest shall thereafter accrue anddyalple on the amount to which the
indemnified party is entitled at a rate equal to 86 annum until paid; provided however, if thednuhitor disputes the amount demanded or
the basis for indemnification or disputes thatphety seeking indemnification is entitled theretod fails to pay all amounts due within 30
days after a final determination is made in faviathe indemnified party, interest shall be paydbden and after the 31st day after such final
determination at a rate equal to 10% per annuam Emount paid by the Indemnitor pursuant to tkistiSn 5.4 is finally determined not to
have been due from the Indemnitor, the indemnifiady shall return the amount so paid together initbrest at a rate of 6% per annum from
the date payment was made by the Indemnitor ur@iBOth day after such final determination, ana itte of 10% per annum thereafter, until
the date such payment is received by the Indemnitor

(f () Notwithstanding anything in this Agreementthe contrary, for purposes of the indemnificatwovisions set forth in this Article V, all
Material Adverse Effect, materiality and correlatigualifications included in any of the represdatet and warranties contained in this
Agreement shall be disregarded (including for pegsoof determining whether a breach has occurrédoarpurposes of
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determining the amount of Purchaser Losses ori3ailgses, as the case may be, associated wittaah)re

(i) Subject to Section 5.4(f)(iii) below, Pareritadl not be required to make any indemnificatiogmant pursuant to Section 5.4(c)(iii) for ¢
breach of any of the representations or warrantizde by Seller or Parent until such time as thed sohount of the Purchaser Losses
(including the Purchaser Losses arising from sueldh and all other Purchaser Losses arising fronother breaches of the same
representation or warranty or any other represientar warranty) that have been suffered or inaitrg the Purchaser Indemnitees exceeds
$50,000 in the aggregate. At such time as the &malunt of such Purchaser Losses exceeds $50,@08 aggregate, the Purchaser
Indemnitees shall be entitled to be indemnifiedrggahe full amount of such Purchaser Losses (emanerely the portion of such Purchaser
Losses exceeding $50,000).

(iii) The limitation on Parent's indemnificationl@ations that is set forth in Section 5.4(f)(ih@ve shall not apply to any breach of any of the
representation and warranties set forth in Se@&i8r{Capital Stock of the Company), Section 3.4eflests in Securities of the Company),
Section 3.7 (Tax Returns and Reports), Section @&8m of Capital and Surplus), Section 3.15 (EmpooMatters) and Section 3.18
(Brokers and Finders).

(iv) Subject to Section 5.4(f)(v) below, Purchaskall not be required to make any indemnificatiagirpent pursuant to Section 5.4(d)(ii) for
any breach of any of the representations or waasimtade by Purchaser until such time as the aotalunt of the Seller Losses (including the
Seller Losses arising from such breach and allrcd@e#ler Losses arising from any other breachebefame representation or warranty or
any other representation or warranty) that have lseéfered or incurred by the Seller Indemniteeseers $50,000 in the aggregate. At such
time as the total amount of such Seller Lossesesdc850,000 in the aggregate, the Seller Indenmdeall be entitled to be indemnified
against the full amount of such Seller Losses (atdnerely the portion of such Seller Losses exioge$50,000).

(v) The limitation on Purchaser's indemnificatidsligations that is set forth in Section 5.4(f)(above shall not apply to any breach of the
representations and warranties set forth in
Section 4.6 (Brokers and Finders).

(9) All representations, warranties and covenants,ding without limitation any indemnity obligatis, of the parties hereto which are
contained in this Agreement, together with theifieates delivered pursuant hereto, shall survhee€losing and remain operative and in full
force and effect, regardless of any investigatieretofore or hereafter made by or on behalf opties hereto, except that the
representations and warranties set forth in Se@&idrshall survive the Closing and remain in folide and effect only until thirty (30) days
following the expiration of the applicable statutédimitation.
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5.5 Closing Date Statement of Assets and Closirtg Balance Sheet.

(a) Seller and Purchaser shall cooperate in thgapadion of the Closing Date Statement of Asséltg. Tlosing Date Statement of Assets shall
be prepared as of the close of business on thedsssday immediately prior to the Closing Date simall set forth the value of all tangible
assets of the Company (other than deferred Taxsyssessets included on the Closing Date StatemkAssets shall be valued as follows: (i)
cash and cash equivalents shall be valued at faoe @and (ii) investment securities traded in @gaized public market shall be valued at
their closing composite price as reported by BloergllP or, if such values are not reported by Blberg LP, for the preceding business

as reported by the Wall Street Journal (if thenedlosing price, then the average bid and askiedspshall be used); provided, however, that
if the investment security is quoted only on agiet discount rate basis, then such security sleallalued at the price calculated in
accordance with generally accepted financial pcadir the mean of the quoted bid and asked yietdte. Seller shall prepare the Closing
Date Balance Sheet reflecting the Closing Date Stadder's Equity based upon the Closing Date Setenf Assets, and shall deliver the
Closing Date Statement of Assets and the Closirtg Balance Sheet reflecting the Closing Date Siwdden's Equity to Purchaser no later
than 6:00 p.m. on the business day immediately poithe Closing Date.

(b) The parties agree that Filing Fees for the pealing December 31, 2004 (2004 Filing Fees")Idtmhllocated between the Seller and
Purchaser in accordance with this Section 5.5(d)that such allocation shall be binding on theiparfior purposes of calculating the
Purchase Price regardless of the actual amouhed?@04 Filing Fees and regardless of when such Bidg Fees are actually paid. First,
the parties hereto stipulate and agree that thédatount used to calculate 2004 Filing Fees fop@ses of this Section 5.5(b) shall be the
aggregate amount of 2003 Filing fees as shown bedide 3.8(b). Next, it is agreed that one-fouftbuzh Filing Fee shall be chargeable to
the Seller and three-fourths of such Filing Feesl $fe chargeable to the Purchaser as follows: Rh@anamount equal to one-fourth of the
2004 Filing Fees shall be deducted all amountsalgtpaid by the Company prior to the Closing Déft¢he resulting balance is less than
zero, such negative balance shall considered aigregpense and shall be shown as an asset orasiegDate Balance Sheet. If the
resulting balance is positive, such amount shafimevn as an accrued unpaid expense on the ClDsitggBalance Sheet. No other accrued
unpaid or prepaid expense shall be shown on theigjdate Balance Sheet for 2004 Filing Fees. Bhegbing adjustments shall constitute
complete settlement and discharge amount the pavith respect to the 2004 Filing Fees and thenmigcation obligation set forth in
Section 5.4 shall not apply with regard to any 2B0ihg Fees, provided, nothing in this Section(b)shall relieve Seller from any obligation
as otherwise set froth in this Agreement resulfiogh a breach of the representations and warraséieforth in Section 3.8(b).

5.6 Transfer Taxes. Seller shall cause all appatgstock transfer Tax stamps to be affixed tac#éficate or certificates representing the
Stock. Seller, the Company and Purchaser shalleratgin the preparation, execution and filinglbfeturns, applications or other docume
regarding any real property transfer, transfer giainother similar transfer Taxes that become payialconnection with the sale of the Stock
(other than the stock transfer taxes mentioned @bjpwrsuant to this Agreement (collectively, "Tri@nd axes"). Any Transfer Taxes shown
as due on such returns shall be borne equally bgr$ed Purchaser.
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5.7 Conduct of Business by Purchaser. Purchaseneons that it shall not, and it shall not perimé& Company to, take any action that would
cause the Company to incur any liability whatsoewrdil the day following the Closing Date includingithout limitation, the commenceme
of operations by the Company, the hiring of empémsyer insurance agents for the Company, the writfrany insurance business by the
Company or engaging in any reinsurance or othenbas by the Company, amending or modifying anyegowmg document of the Company
or the taking of any other action whatsoever whibhgates the Company to act or omit to act.

5.8 Change of Name. As promptly as practicable #fie Closing, the Company shall change its nantbaathe Company does not have the
word "Aegis" in its name, and the Company shalkeeasing the word "Aegis" in any of its businesalidgs.

5.9 Disclosure of Confidential Information. Seltrall not, and shall cause its Affiliates and gl gheir respective officers and directors not
to, disclose any Confidential Information after thate hereof to any third party, unless compeltedisclose by judicial or administrative
process or, in the opinion of its counsel, by otleguirements of law. It is acknowledged and agthatlunauthorized use of any Confidential
Information would cause irreparable injury congiitg the proper subject of injunctive relief anasific performance, in addition to

providing Purchaser an action for damages.

5.10 Compliance with Delaware Insurance Laws. Outire period from the date hereof to the ClosinteD8eller shall, or shall cause the
Company to, comply with all of the requirement®elaware insurance laws.

5.11 Naotification of Changes.

(a) Seller and/or Parent, as the case may be, sftall the first notice or occurrence thereof it later than the Closing Date, promptly
notify Purchaser in writing of any event or thest&hce of any state of facts that would (i) makg@frits representations and warranties in
this Agreement untrue or (ii) reasonably be likilyconstitute a Material Adverse Effect.

(b) Purchaser shall, after the first notice or omEnce thereof but not later than the Closing Datemptly notify Seller in writing of any eve
or the existence of any state of facts that wol)lchéke any of its representations and warrantighis Agreement untrue or (ii) materially
impair the ability of Purchaser to execute, deli@ed perform its obligations under this Agreement.

5.12 Acquisition Proposals. From the date heremfugh the Closing Date, neither Seller nor Parkali snor shall Seller or Parent permit ¢
of their respective Affiliates or any of the offise directors, employees, representative or agdrgller, Parent or any of such Affiliates,
directly or indirectly, to solicit, initiate or pcipate in any way in discussions or negotiatiaith, or provide any information or assistance
to, or enter into any agreement with, any persogroup of persons (other than Purchaser) conceanggcquisition of a substantial equity
interest in, or in a merger, consolidation, liquida, dissolution, or disposition of assets of @@mpany, or any disposition of any of the
securities of the Company (other than sales of
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investment securities in its investment portfolibhathe prior written consent of Purchaser) (each’Acquisition Proposal"), or assist or
participate in, facilitate or encourage any effarattempt by any other person to do or seek targoof the foregoing. Seller and/or Parent, as
the case may be, shall promptly communicate tolser the terms of any Acquisition Proposal whiar eany such other person may
receive.

5.13 Assignment. On or prior to the Closing Datdnt shall, and shall cause the Company to, exend deliver the Assignment.

5.14 Commutation Agreement. On or prior to the @igPate, Parent shall, and shall cause the Comfmrexecute and deliver the
Commutation Agreement.

5.15 Payment of Brokers' or Finders' Fees. At tlosiGg,

(i) Purchaser will pay the finder's fee due to Mar§ Acquisition Services, Inc., and (ii) Sellerlweimburse Purchaser for one-half of the
finder's fee payable to Merger & Acquisition Sees¢Inc.; provided, however, that the amount ohseambursement payment by Seller s
not exceed $50,000.

5.16 Preparation of Statutory Financial Statemafvith respect to any period ending on or priortte €losing Date for which Statutory
Financial Statements are required to be filed ggshall prepare, on a basis consistent with pastipes, all Statutory Financial Statement
the Company, and Seller shall promptly provide wocRaser, at least fifteen (15) business days itite due date, including any extensions,
for the filing thereof, such Statutory Financiaht®&ments together with such other information neably relevant to such Statutory Financial
Statements, including schedules and work papetkviing receipt of any Statutory Financial Statetsgprepared by Seller, Purchaser shall
promptly notify Seller if it disputes any of thef@nmation contained in such Statutory Financiat&tents. The parties shall cooperate to
promptly resolve any such dispute. During a trémsél period not to exceed six months following @lesing Date, Seller shall provide
Purchaser with such assistance in the preparatiStatutory Financial Statements of the Companyayg reasonably be requested by
Purchaser or the Company.

ARTICLE VI
CONDITIONS TO CLOSING; ABANDONMENT OF THE TRANSACTI ON

6.1 Conditions to the Obligations of Purchaser.dpt¢o the extent waived by Purchaser in writihg, ébligations of Purchaser to
consummate the transactions contemplated hereitogmarchase the Stock shall be subject to thefaation of each of the following
conditions:

(a) The representations and warranties made byagbller and Parent contained in this Agreemball e true and correct in all material
respects at and as of the Closing, as if and tedh®e effect as though made at and as of the @I@site. Each of Seller and Parent shall f
performed all of its obligations and complied ihrahterial respects with all covenants and condgicequired by this Agreement to be
performed or complied with by it at or prior to tB8ésing. Each of Seller and Parent shall haverdedd to Purchaser a
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certificate, in form and substance satisfactoriPwochaser, dated the date of the Closing and signéd behalf by its Chairman, a Vice
Chairman, its President, Vice President, ContralleFreasurer, in his or her respective represeetagpacity, and not individually, to all
such effects and certifying to the satisfactionhef conditions to be performed by Seller, Parenth® Company (prior to the Closing) set
forth in this Section 6.1.

(b) No action or proceeding shall have been institand remain pending before a court or other gurental body (foreign or domestic) to
restrain, prohibit or otherwise challenge the teations contemplated by this Agreement, the satheftock to Purchaser or the performe
of the material obligations of the parties to thggeement; nor shall any governmental agency oy lave notified any party to this
Agreement or the Company that the consummatiohefransactions contemplated by this Agreementdvoaihstitute a violation of the lay

of the United States (or in the case of Parentlave of Bermuda) or the laws of the State of Dal@to which Purchaser or the Company is
subject and that it intends to commence proceedmgsstrain consummation of such transactionfrice divestiture if such transactions are
consummated or to materially modify the terms errésults of such transactions, unless such aganoydy shall have withdrawn such
notice prior to the Closing Date.

(c) All authorizations, consents and approvalshefelaware Commissioner required to be obtain@dder to permit the consummation by
Seller of the transactions contemplated by thise&grent shall have been obtained.

(d) Parent and the Company shall have enteredhetéssignment, a fully executed original of whadtall have been delivered to Purchaser.

(e) Parent and the Company shall have enteredtirt€ommutation Agreement, a fully executed oribgfavhich shall have been delivered
to Purchaser.

(f) Purchaser shall have received from LeBoeuf, ha@reene & MacRae, LLP, an opinion addressed toHaser dated the Closing Date :
substantially in the form attached as Exhibit Beter In addition, Purchaser shall have receiveoh fAppleby Spurling & Kempe an opinion
addressed to Purchaser dated the Closing Datenaatters of Bermuda law with regard to Parent arantially in the from of Exhibit C
hereto. Purchaser shall also have received anaspofiin-house counsel to Seller dated the CloBiatg, in form and substance reasonably
satisfactory to Purchaser, as to matters of cotpdaavs of the State of Delaware with regard tde®eind as to matters of corporate and
insurance laws of the State of Delaware with regattie Company, which opinion shall be to the effhat:

(i) Each of Seller and the Company is duly orgashjzelidly existing and in good standing underltngs of its respective jurisdiction;

(if) the Company is duly qualified as a foreignmration and is in good standing in each jurisditset forth in Schedule 3.1(b), except as
noted in such Schedule;
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(iii) the authorized capital stock of the Compaypsists of 10,000,000 shares of common stock, $iad@®alue per share, 3,500,000 shar
which have been duly authorized and validly issaed are outstanding and are fully paid and nonsaaéde;

(iv) to the knowledge of such counsel after duaiing except for this Agreement, the Company isaparty to or bound by any outstanding
convertible or exchangeable securities or any apti@rrant or other document granting the rigrgubscribe for or purchase from Seller or
the Company, or any plans, contracts or commitmgrteiding for the issuance of, or granting of tigto acquire, any capital stock or other
ownership interests in the Company, including theel§ or any securities convertible into or excheatge for any such capital stock or
ownership interests in the Company;

(v) all of the Stock is owned of record and, to kimewledge of such counsel after due inquiry, bieradfy by Seller, and upon the transfer of
the Stock to Purchaser pursuant to the terms hdPeothaser will be vested with good and vali@ tilereto, free and clear of all liens, claims
and encumbrances, assuming that Purchaser acther&sock without notice of any adverse claim;

(vi) (A) Seller has all requisite corporate powadauthority to execute, deliver and perform itBgattions under this Agreement, (B) all
action required on the part of Seller to authotimeexecution, delivery and performance of thiseegnent has been taken, and (C) Seller has
the power to perform its obligations hereunder;

(vii) (A) the Company has all requisite corporataver and authority to execute, deliver and perfasnobligations under the Assignment and
the Commutation Agreement, (B) all actions requiadhe part of the Company to authorize the executelivery, and performance of the
Assignment and of the Commutation Agreement haea beken, and (C) the Company has the power togerits obligations thereunder;

(viii) this Agreement has been duly executed arveieed by Seller and constitutes the valid andlbig obligation of Seller, enforceable
against Seller in accordance with its terms, suhl@ethe Bankruptcy Exception;

(ix) each of the Assignment and the Commutationeg&grent has been duly executed and delivered b§dhgany and constitutes the valid
and binding obligation of the Company, enforcealgainst the Company in accordance with its termigjest to the Bankruptcy Exception;

(x) the Commutation Agreement fully extinguishddiabilities and obligations of the Company purstito the Company Reinsurance
Agreements and the Parent Reinsurance Agreement;

(xi) there are no actions, suits or administratardjtration or other proceedings pending or, ®okhowledge of such counsel, threatened,
against or affecting Seller or the Company at lawequity, or before or by any federal, state, or
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other government department, commission, courtidydmireau, agency or instrumentality;

(xii) to the best knowledge of counsel, all authations, consents and approvals of all governmexgtahcies and authorities of the United
States, of any state or any local jurisdiction fesfliin order to permit consummation by Sellerhe transactions contemplated by this
Agreement have been obtained;

(xii)) neither the execution and delivery by Seltéithis Agreement, nor the execution and delivadrthe Assignment and the Commutation
Agreement by the Company, nor the compliance byadnliygem with the terms and provisions hereof dratdof will (x) conflict with, or

result in a breach of, any of the terms, conditionprovisions of: (A) the articles of incorporatior by-laws (or comparable organizational
documents) of Seller or the Company, (B) any statiaiv, regulation, and, to the best knowledgeushscounsel, any judgment, order,
injunction, decree or ruling of any Governmentatigrto which Seller or the Company is subject(©) any agreement, contract or
commitment to which Seller or the Company is aypartis subject, except in the case of clauses(isl)(C) only, for such conflicts or
breaches that (1) would not have a Material Advé&féect, (2) would not materially impair the abjliof Seller to execute, deliver or perform
its obligations under this Agreement, (3) would matterially impair the ability of the Company toeexte, deliver and perform its obligations
under the Assignment or the Commutation Agreenaent,(4) would not impair the validity of any Insnca Permit or (y) result in the
creation or imposition of any Lien or Restrictiom any of the Properties or assets of the Company; a

(xiv) such counsel is not aware of any facts (othan the pending change in control of the Compartye current limited business activity
the Company) that could result in the Insurancentedisted on Schedule 3.1(b) not to be in fulicand effect.

In rendering such opinion, such counsel may relyhé extent such counsel deems such reliancesegas appropriate: (A) upon opinions
of local counsel as to matters of law other thaxt di the federal laws of the United States (presiduch local counsel's opinions are rece
from counsel reasonably satisfactory to Purchaseiita counsel and are addressed to Purchase(Buad to matters of fact, upon certifice
of state officials and of any officer or officers®eller or the Company, provided in all such cabasthe extent of any such reliance is
specified in such opinion.

(9) Purchaser shall have received copies of allrarsce Permits identified on Schedule 3.1(b), feedtibby Seller as being in full force and
effect.

(h) At the Closing, Seller shall deliver to Purobiaesignations of all officers and directors af tbompany, effective upon the Closing.
(i) Purchaser shall have received fully executegdimals of the Company Agreements, or copies tHeredified by Seller.
()) All contracts listed on Schedule 3.14(a) shale been terminated.
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(k) Purchaser shall have received a certificat8ealler satisfying the requirements of Treasury Regan Section 1.1445-2(b)(2).

6.2 Conditions to the Obligations of Parent andeBeExcept to the extent waived by Parent andesall writing, the obligations of Parent ¢
Seller to consummate the transactions contemplegegin and to sell the Stock shall be subject¢osttisfaction of each of the following
conditions:

(a) The representations and warranties of Purcltasgained in this Agreement shall be true andemiin all material respects at and as o
Closing, as if and to the same effect as thoughenaadnd as of the Closing Date. Purchaser shadl parformed all of its obligations and
complied in all material respects with all covesaahd conditions required by this Agreement to dréopmed or complied with by it at or

prior to the Closing. Purchaser shall have delideoeSeller certificates of Purchaser, in form anbstance satisfactory to Seller, dated the
date of the Closing and signed on behalf of Purmhiag its President or a Vice President in hisarrespective representative capacity, and
not individually, to all such effects and certifgito the satisfaction of the conditions to be penfed by Purchaser set forth in this Section 6.2.

(b) No action or proceeding shall have been institand remain pending before a court or other gwental body (domestic or foreign) to
restrain, prohibit or otherwise challenge the teations contemplated by this Agreement, the satheBtock by Seller or the performance of
the material obligations of the parties to this égment; nor shall any governmental agency or badg motified either party to this
Agreement or the Company that the consummatiohefransactions contemplated by this Agreementdvooihstitute a violation of the lav

of the United States (or, in the case of Paremt|dtvs of Bermuda) or the laws of the State of @al& to which Seller or the Company is
subject and that it intends to commence proceedmgsstrain the consummation of such transactimnfgrce divestiture if such transactions
are consummated, or to materially modify the teomthe results of such transactions, unless sueh@gor body shall have withdrawn such
notice prior to the Closing Date.

(c) All authorizations, consents and approvaldhefDelaware Commissioner required to be obtaineddar to permit the consummation of
the transactions contemplated by this Agreemerit lshae been obtained.

(d) Seller shall have received from counsel(s)ucRaser, which counsel shall be reasonably set@sfato Seller and Parent, one or more
opinions, dated the date of the Closing, in forrd anbstance reasonably satisfactory to Seller aneh®, which opinions shall address the
laws of the State of Delaware and taken togethali bk to the effect that:

() Purchaser is a limited liability company dulsganized, validly existing and in good standing emithe laws of the State of Delaware;

(i) all action required on the part of Purchaseatthorize the execution, delivery and performaofalis Agreement by Purchaser has been
taken, and Purchaser has the power to perfornbiigations hereunder; and
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(iii) this Agreement has been duly executed and/eedd by Purchaser and constitutes the valid amdirg obligation of Purchaser,
enforceable against Purchaser in accordance witbriins, subject to the Bankruptcy Exception.

In rendering such opinions such counsel may relyhé extent such counsel deems such reliancessyas appropriate: (A) upon opinions
of local counsel as to matters of law other thaxt di the federal laws of the United States (presliduch local counsel's opinions are rece
from counsel reasonably satisfactory to SellerRacknt and to counsel to Seller and Parent anadaiessed to Seller and Parent); and (E
to matters of fact, upon certificates of statecidis and of any officer or officers of Purchagegnvided in all such cases the extent of any
reliance is specified in such opinion.

(e) At the Closing, Purchaser shall elect succedisectors for resigning directors of the Compaanyd such successor directors shall elect
successor officers of the Company.

6.3 Termination of Agreement and Abandonment oh$a&tions. Notwithstanding anything in this Agreairte the contrary, this Agreement
and the transactions contemplated hereby may bertated in any of the following ways at any timddre the Closing and in no other
manner:

(a) By mutual written consent of Parent, Seller Bndchaser executed on behalf of each by its réspgwesident, any vice president, or ¢
financial officer;

(b) By Purchaser, if the conditions set forth irct8m 6.1 shall not have been met on or before ARt 2004; or

(c) By Parent and Seller, if the conditions setifan
Section 6.2 shall not have been met on or beford 3@, 2004.

In the event of termination of this Agreement parsuhereto, no party hereto shall have any lighditobligation to any other party hereto in
respect of this Agreement, except that the promsiaf Section 5.1(a)(ii), Article VII and SectiorB&hall survive any such termination, and
except that nothing herein shall relieve any pfyn liability for any breach of any of its covernamr agreements or willful breach of its
representations and warranties contained in thieémgent prior to termination of this Agreement oy abligations hereunder.

ARTICLE VII

TERMINATION OF OBLIGATIONS AND WAIVER
OF CONDITIONS; PAYMENT OF EXPENSES

In the event that this Agreement shall be termuhgigrsuant to Section 6.3(a) of this Agreementiuather obligations of the parties under
this Agreement shall terminate without further lidp of either Parent and Seller, on the one hamwd?urchaser, on the other hand, to the
other, and each party will pay all of its own ccastsl expenses incident to the negotiation and paiipa of this Agreement and to its
performance of, and compliance with,
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all agreements and conditions contained in thissAgrent on its part to be performed or complied viittluding the fees, expenses and
disbursements of counsel, provided that the olitigatof the parties under Section 8.3 and the abtigs of Purchaser under Section 5.1(¢
shall survive any such termination. Terminatiortti$ Agreement pursuant to Section 6.3(b) or Saedid(c) shall be without prejudice to the
rights and remedies available to each of ParenSatidr, on the one hand, or Purchaser, on the btrel, under applicable law, including
right to recover all expenses, costs and other dasjdut no party shall be entitled to incidentadansequential damages including loss of
anticipated profits. If any of the conditions sgied in

Section 6.1 have not been satisfied, Purchaser neagrtheless, at its election waive such conditianwriting and proceed with the
transactions contemplated by this Agreement. If@frthe conditions specified in Section 6.2 havebeen satisfied, Parent and Seller may,
nevertheless, at their election waive such conaitio writing and proceed with the transactionstemplated by this Agreement. In the event
that the transactions contemplated by this Agre¢menconsummated, each party will pay all of us@osts and expenses in connection
therewith.

ARTICLE VIII
GENERAL

8.1 Amendment and Waiver. This Agreement may narbhended, modified or supplemented except uporugirecand delivery of a written
agreement executed by the parties hereto. Anyeofethms, covenants, representations, warrantiesratitions hereof may be waived in
writing at any time by or on behalf of the partyiethis entitled to the benefits thereof. Any waieérany of the provisions of this Agreement
by any party hereto shall be binding only if settian an instrument in writing signed on behalfsofth party. No failure to enforce any
provision of this Agreement shall be deemed tohadlconstitute a waiver of such provision, andvaver of any of the provisions of this
Agreement shall be deemed to or shall constitutaiger of any other provision hereof (whether ot similar) nor shall such waiver
constitute a continuing waiver.

8.2 Integrated Contract. This Agreement and the&ales and Exhibits to this Agreement (which ceoatipart of this Agreement) and the
other documents and writings referred to hereidedivered pursuant hereto (including, without liatibn, the Company Agreements, the
Assignment and the Commutation Agreement) contarehtire understanding of the parties with resfmettie subject matter hereof and
thereof and supersede all prior agreements andsiaddings, both written and oral, between theigmwtith respect to the subject matter
hereof and thereof. This Agreement shall be bindipgn and shall inure to the benefit of the pattieeto and their respective successors anc
permitted assigns.

8.3 Publicity. From the date hereof until the QhgsDate, the parties will consult with each othad svill mutually agree by written consent
upon any publication or press release of any natitferespect to this Agreement or the transactmgemplated hereby (such agreemen

to be unreasonably withheld) and shall not issyesaich publication or press release prior to sugtsgltation and agreement, except as may
be required by applicable law or by obligationsguamnt to any listing agreement with any securgiashange or any securities exchange
regulation, in which case the party proposing saiéssuch publication or
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press release shall use reasonable efforts to ikamgwod faith with the other party before issgiany such publication or press release.

8.4 Governing Law. This Agreement and the legaltiehs between the parties shall be governed byanstrued in accordance with the [i
of the State of New York, without regard to thenpiples regarding the choice of law.

8.5 Jurisdiction. (a) The parties hereto herebyseahand agree that they shall commence any asttbrrespect to any claims or disputes
between or among the parties hereto pertainingisodgreement, the Company Agreements, the Assighorethe Commutation Agreement
or to any matter arising out of or related to sagheements in the United States District CourttierSouthern District of New York, so long
as the action falls within the subject matter jdiggon of such court; in the event any such acsiball be determined by the court to be out
its subject matter jurisdiction, then the partigeee to commence any such action in the statesotiNew York located in New York
County. The parties hereto expressly submit andeminin advance to such jurisdiction in any actiosuit commenced in any such court,
hereby waive any objection which it may have bagsoh lack of personal jurisdiction, improper vermudgorum non conveniens and hereby
consent to the granting for such legal or equitablief as is deemed appropriate by such courthpacty hereto irrevocably consents to the
service of process by registered or certified npktage prepaid, to it at its address given putsigaSection 8.6 hereof. Subject to the
foregoing, nothing in this Agreement shall be degmeoperate to affect the right of Purchaser,e8@it Parent to serve legal process in any
other manner permitted by law, or to preclude tifereement by Purchaser, Seller or Parent of adgment or order obtained in the forum
specified in this subsection or the taking of aotjam under this Agreement, the Company AgreemémésAssignment or the Commutation
Agreement to enforce the same in any other apmtepforum or jurisdiction.

(b) To the extent that Purchaser, Seller or Pdrastor may hereafter acquire any immunity fromjtinisdiction of any court or from any le¢
process (whether through service or notice, attactiprior to judgment, attachment in aid of exemutiexecution or otherwise) with respect
to such party or such party's property, Purch&ater and Parent hereby irrevocably waive suchumity in respect of their respective
obligations under this Agreement, the Company Ageegs, the Assignment and the Commutation Agreement

8.6 Notices. All notices, requests, claims, demaabsother communications required or permitteceunisis Agreement shall be in writing
and sufficiently given, upon receipt or three dafter deposit in the United States mail (registaredertified, postage prepaid, return receipt
requested) or by telex, facsimile or other writterm of electronic communication, to the respecpregties as follows:
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If to Parent, to:

Associated Electric & Gas Insurance Services Lith# AEGIS Insurance Services, Inc. 10 ExchangeeP|
13th Floor
Jersey City, New Jersey 07302 Attn: Mary Ellen Ltearg Esq.

Facsimile: (201) 521-9548
with a copy to:

LeBoeuf, Lamb, Greene & MacRae, LLP
125 W. 55th Street
New York, New York 10019

Attn: John S. Pruitt, Esq.
Facsimile: (212) 424-8500
If to Seller, to:
Aegis Holding Inc.
c/o AEGIS Insurance Services, Inc. 10 ExchangeeRtB8th Floor Jersey City, New Jersey 07302 AttanpvEllen Lenahan, Esq.
Facsimile: (201) 521-9548
with a copy to:

LeBoeuf, Lamb, Greene & MacRae, LLP
125 W. 55th Street
New York, New York 10019

Attn: John S. Pruitt, Esq.
Facsimile: (212) 424-8500
If to Purchaser, to:

Alleghany Insurance Holdings LLC
375 Park Avenue
New York, New York 10152

Attn: Robert M. Hart, Esq.
Facsimile: (212) 759-3295
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with a copy to:

Dewey Ballantine LLP
1301 Avenue of the Americas New York, New York 19@4tn: Aileen C. Meehan, Esq.

Facsimile: (212) 259-6333

or to such other address or person as either pargto may, from time to time, designate in a emithotice given in like manner (except th
notice of change of address shall not be deembedwe been given until received by the addressee).

8.7 No Assignment. Neither this Agreement nor aghts, interests or obligations hereunder may k@aed by any party hereto without the
prior written consent of all other parties partydte; provided, however, that Purchaser may aswgights, interests and obligations
hereunder to a wholly or majority owned subsidiaiyurchaser without the prior written consent el or Parent. Any permitted
assignment by Purchaser (including any assignmemigted by the proviso to the preceding sentesba)l not release Purchaser from its
obligations and responsibilities hereunder.

8.8 Headings. The headings contained in this Agestrare for reference only and shall not affecrig way the meaning or interpretation of
this Agreement.

8.9 Counterparts. This Agreement may be executedénor more counterparts, all of which shall besidered one and the same agreement
and each of which shall be deemed an original.

8.10 Severability. Any provision of this Agreemeritich is invalid, illegal or unenforceable in amyigdiction shall, as to that jurisdiction, be
ineffective to the extent of such invalidity, ill@iy or unenforceability, without affecting in amyay the remaining provisions hereof in such
jurisdiction or rendering that or any other prowisiof this Agreement invalid, illegal or unenforbain any other jurisdictior

8.11 Third Parties. Nothing herein expressed otigdps intended or shall be construed to conferupr give to any Person, other than the
parties hereto, any rights or remedies under oehgon of this Agreement, except as provided ii@e6.4 hereof.

8.12 Further Assurances. Each of Seller and Pavarihe one hand, and Purchaser, on the other hdlhdyhenever and as often as
reasonably requested to do so by the other paiitg successors, do any and all such other ankdeudcts, and execute, acknowledge and
deliver any and all such other and further assigrimyéransfers and instruments of further assusraggrovals and consents as are necessar
or proper in order to complete, ensure and petfectransactions contemplated by this Agreement.
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IN WITNESS WHEREOF, each of the parties heretodaased this Agreement to be executed on its bblal$ officers or representatives
thereunto duly authorized, all as of the day arat fiest above written.

(Purchaser) ALLEGHANY INSURANCE HOLDINGS LLC

By: /s/ James P. Slattery

Name: James P. Slattery
Title: President

(Seller) AEG S HOLDI NG | NC.

By: /s/ John J. Dennman Jr.

Name: John J. Denman Jr.
Title: Controller

(Parent) ASSQOCI ATED ELECTRI C & GAS
I NSURANCE SERVI CES LI M TED

By: /s/ John J. Dennman Jr.

Narme: John J. Denman Jr.
Title: Controller and Treasurer
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Exhibit 13
To Our Stockholders

We are pleased to report that Alleghany's commackbblders' equity per share at year end 2003 ®88.$3 per share, an increase of 12.0
percent over year end 2002. The increase primagflgcts the earnings contribution from the operadiof our new insurance subsidiary,
RSUI Group, Inc., and favorable returns on our strents.

Our objective in 2004 and forward is to create lghodder value by increasing our stockholders' ggodr share at double digit rates over the
long-term, but only if we can do so without takiexressive risk. We aim to achieve this objectivertanaging our insurance and investment
operations for superior risk-adjusted returns akéhf advantage of the market opportunities praviole the shorterm orientation of many
our competitors. With respect to our insurance af@ns, our strategy is based on a philosophy gfhesizing underwriting profitability over
revenue growth. With respect to investments, aatesgy is to buy assets we consider undervaluedhaludthem until they become, in our
opinion, fairly priced. By combining strong undeitivig results and superior investment results, eigelie we can achieve our goal of double
digit growth in common stockholders' equity perrshaver time.

Reviewing the events of 2003, our most signifiad@elopment was the acquisition of Resurgens Spgcim Atlanta-based specialty
wholesale underwriting agency, and the separateisitiqgn and capitalization of two insurance comparto support Resurgens Specialty's
underwriting activities. The purchase price for Rgens Specialty, acquired on July 1, 2003 fromdkR&ySunAlliance Insurance Group plc,
was approximately $116.0 million, and the two irswre companies were capitalized by Alleghany iaggregate amount of approximately
$520.0 million. As part of the Resurgens Speciaftguisition, we acquired Resurgens Specialty'sinearned premium portfolio of $320.8
million, but we did not acquire or assume any leserves associated with business previously unideswby Resurgens Specialty for Royal
& SunAlliance. For the period from July 1, 2003y&ar end, RSUI Group, Inc., our holding companytfi@se new operations, reported net
premiums earned of $293.8 million and pag-underwriting profits of $91.8 million. The albee of significant catastrophe losses was a n
factor in this impressive start.

The RSUI team, led by Jim Dixon, Chairman and Chiegcutive Officer, and E.G. Lassiter, Presideat & demonstrated long-term record
of serving the wholesale insurance markets thraugich they underwrite while producing consistenderwriting profits. We are pleased to
have the opportunity to join with Jim, E.G. andittmlleagues, and we welcome them to the Alleghgnoyup.

We expect RSUI to have a number of effects on Allery's results. For one, our results may be mdatilein future years due to the
exposure of RSUI's commercial property businegatastrophe losses. Also, we expect that RSUIpsaltiuce an



irregular pattern of revenue growth year-to-yearnwva expect it to write more business when pricehigh and less business when prices are
inadequate. Moreover, irregular patterns of revagrogvth will lead to periods where RSUI has morpitzd than required for the level of
business written, placing a premium on Alleghaaliscation of capital and investment of insuranompany assets to ensure the achieve

of our common stockholders' equity per share gramajlectives. We do, however, expect RSUI to comtiitsl past record of delivering above
average profitability over the property casualtyurance cycle.

Capitol Transamerica Corporation continued to gjileen its operations and balance sheet during 20@8.included the further strengthen
of loss reserves during 2003 by $21.9 million @reih respect of assumed reinsurance treatiesewtritetween 1969 and 1976 by its
subsidiary, Capitol Indemnity Corporation, as d&md in more detail beginning on page 17. Capit@hIamerica's underwriting results for
business earned during 2002 and 2003 showed immerve

During 2003, we also established a new speciatyility insurance underwriting operation, Darwirofassional Underwriters, Inc., together
with Stephen J. Sills, former Chief Executive Offiof Executive Risk Inc. Darwin is 80 percent odity Alleghany Insurance Holdings a
20 percent owned by certain members of Darwin'sagament through participation in a restricted stglek. Pending the establishment of a
separate insurance carrier for Darwin's busineasyD writes specialty liability insurance as ardarwriting manager for Platte River and
certain subsidiaries of Capitol Transamerica. Damas done a remarkable job this year of buildistreng management and underwriting
team, obtaining substantial reinsurance supporganérating $24.2 of gross premiums written forgagod from May 2003 through year
end.

With respect to our non-insurance operations, Whtfilderals' 2003 results primarily reflect the faable impact of the strengthening of the
euro against the U.S. dollar and a modest incrigaset sales, offset by continued competitive migapressures both in the U.S. and export
markets for World Minerals' U.S.-produced produittsfeased labor and benefit costs and an impairgiearge in connection with an
announced closing of a plant in the United Kingd&esults at World Minerals' European, Latin Amemiead Asian operations in 2003
reflect modest increases in tonnage shipped owg2.26 2003, World Minerals' financial position acaksh flow continued the strong trend
evidenced in past years, and it paid $35.4 mililooash dividends to Alleghany in 2003. In addittorits reported earnings, World Minerals
contributed to our growth in common stockholdegslity due to the fact that a portion of its neteds$s denominated in foreign currencies,
such as the euro, which strengthened against tBeddllar during the year.

Heads & Threads incurred a loss in 2003 due tonitorg reserve charges, increases in the cost acfnmmabst and costs associated with 2003
restructuring initiatives. As part of such resturetg initiatives, Gregory Brown was appointed assitlent and Chief
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Executive Officer in April 2003 and Heads & Threddsadquarters were moved to Bloomingdale, llliiasn Sayreville, New Jersey in mid-
2003.

Finally, Alleghany Properties continued its excepél performance with 2003 sales being the seca@iteht in its history.

We are pleased with our ability during 2003 to stve substantial part of our financial resourcasimy 2004, we will continue our task of
finding acquisitions and investment opportunitiéfeiang low risk and high reward. We are hopefudttR004 will bring us further success.

Bar Chart Showing
Annual Percentage Change*

In Common Stockholders' In S&P 500
Equity Per Share with dividends

Year of Alleghany** included
99 (10.4) 20.9

00 10.9 (9.0)

01 19.5 (11.9)

02 0.0 (22.0)

03 12.0 28.4

*The S&P 500 figures are shown on a pre-tax basisreas the Alleghany figures are presented ontantal basis.
*Adjusted for Alleghany's 2% stock dividends padevery year.

Yours sincerely,

/sl John J. Burns, Jr. /sl F.M Kirby

Pr esi dent Chai r man

February 25, 2004



CONSOLIDATED RESULTS OF OPERATION
Financial Results

For the year 2003, our net earnings were $162 #omjlor $21.79 basic earnings per share, compaitd$54.8 million, or $7.36 per share,
in 2002. Our net earnings include the results @rations of RSUI Group, Inc. commencing July 1,2660d net gains on investment
transactions after taxes of $98.7 million, or $23s2r share, primarily resulting from an after-ggin of $89.5 million on the disposition of
8.0 million shares of common stock of Burlingtonrtern Santa Fe Corporation. Such disposition gegadr$222.9 million of aggregate cash
proceeds, $118.6 million of which was generatellleghany's insurance operating units for the paepof diversifying their investment
portfolios.

Our 2002 results include net gains on investmamisgctions after taxes of $23.6 million, or apprately $3.17 basic earnings per share,
primarily resulting from a $23.3 million gain onetllisposition of 1.9 million shares of common sto€Burlington Northern Santa Fe. In
addition, 2002 results include a net credit of $1&illion in the provision for income taxes reflext an adjustment of Alleghany's estimated
state and federal tax liabilities.

The comparative contributions to earnings befoxeganade by Alleghany's subsidiaries Alleghany fiaisce Holdings LLC (a holding
company for Alleghany's insurance operations, atimgj principally of RSUI Group, Inc., Capitol Trsamerica Corporation and Darwin
Professional Underwriters, Inc.), and World Minerhdc. (industrial minerals business), as wellya#&\leghany's parent company and other
operations, were as follows (in millions):

Year Ended Quarter Ended
December 31 December 31
2003 2002 2003 2002

Alleghany Insurance Holdings $ 134.8 $(20.1) $ 522 $(8.8)
World Minerals 25.7 23.5 7.4 5.5
Corporate activities 79.2 54.0 52.7 2.9
Earnings (losses) before
income taxes 240.4 57.4 112.3 (0.4)
Net earnings (loss) $ 1624 $ 54.8 $ 738 $(1.6)

The results of operations of our subsidiaries &eussed in more detail on the following pages.
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Alleghany had previously announced that it may pase shares of its common stock in open markeddcdions from time to time. In 2003,
Alleghany purchased an aggregate of 1,326 shariés admmon stock for approximately $0.3 millioh aa average cost of approximately
$226.24 per share. As of December 31, 2003, Allegtmad 7,494,345 shares of its common stock oudsign

CRITICAL ACCOUNTING POLICIES

Alleghany's insurance operations establish resemeheir balance sheets for unpaid losses andiltjsstment expenses related to their
property and casualty insurance and fidelity arrétgucontracts. As of any balance sheet date, trerelaims that have not yet been repoi
and some claims may not be reported for many yafges the date a loss occurs. As a result, thdityabor unpaid losses and loss adjustment
expenses includes significant estimates for clairogrred but not yet reported. Additionally, reattclaims are in various stages of the
settlement process. Each claim is settled indivigieased upon its merits, and certain claims nakg tyears to settle, especially if legal ac

is involved. As a result, the liabilities for ungddosses and loss adjustment expenses includdisagrijudgments, assumptions and estimates
made by management relating to the ultimate logssswill arise from the claims. Due to the inhdrencertainties in the process of
establishing these liabilities, the actual ultimlates from a claim is likely to differ, perhaps ificantly, from the liability initially recorded.
The accounting policies used in connection withab@blishment of these liabilities are consideodoe Alleghany's critical accounting
policies.

Alleghany's insurance operations use a varietedfniques that employ significant judgments andragsions to establish the liabilities for
unpaid losses and loss adjustment expenses recatrdleel balance sheet date. These techniques endktdiled statistical analysis of past
claim reporting, settlement activity, claim freqogninternal loss experience, changes in pricingomerages and severity data when suffic
information exists to lend statistical credibilttythe analysis. More subjective techniques ard uden statistical data is insufficient or
unavailable. These liabilities also reflect imgliar explicit assumptions regarding the potentifdats of future inflation, judicial decisions,
changes in laws and recent trends in such factors.

Alleghany's insurance operations establish liaedifor unpaid losses and loss adjustment expdaysesnsidering a range of estimates and
recording their best estimate within that rangdegdthany's insurance operations continually evaltiegotential for changes, both positive
and negative, in their estimates of such liabgitsd use the results of these evaluations totdufjtis recorded liabilities and underwriting
criteria. With respect to liabilities for unpaidskes and loss adjustment expenses establisheidry@ars, such liabilities are periodically
analyzed and their expected ultimate cost adjustbdre necessary, to reflect positive or negatesetbpment in loss experience and new
information, including, for certain catastrophiceets, revised industry
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estimates of the magnitude of a catastrophe. Aaljeists to previously recorded liabilities for unphidses and loss adjustment expenses,
positive and negative, are reflected in Alleghafipancial results in the periods in which suchuatinents are made and are referred to as
prior year reserve development. A small percenthgage in an estimate can result in a materiateffie reported earnings. Alleghany's
Consolidated Balance Sheet at December 31, 2008]ex liabilities for unpaid losses and loss adpestt expenses from property and
casualty insurance and fidelity and surety contra€t$454.7 million. Because of the high level ntertainty regarding the setting of
liabilities for unpaid losses and loss adjustmepieases, it is the practice of each of Alleghamgsrance operations to engage an outside
actuary to evaluate on a periodic basis the adgfabese liabilities.

Receivables recorded with respect to claims cegedlleghany's insurance operations to other reisuunder reinsurance contracts are
estimated in a manner similar to liabilities forpaid losses and, therefore, are also subjectigniisant degree of uncertainty. In addition to
the factors cited above, reinsurance receivablgspr@ae uncollectible if the reinsurer is unablgotrform under the contract. Reinsurance
contracts purchased by Alleghany's insurance dpesatio not relieve them of their obligations teithown policyholders.

The liabilities for unpaid losses and loss adjustnexpenses and reinsurance receivables record@tlegihany's Consolidated Balance Sheet
at December 31, 2003 include $92.0 million of ligieis of Platte River Insurance Company which &dsat the time of its acquisition by
Alleghany Insurance Holdings on January 4, 2002\mre contractually retained by the seller of l&tver and $37.3 million of liabilities
Landmark American Insurance Company ("Landmark“jciwiexisted at the time of its acquisition by RSkademnity Company on

September 2, 2003 but were contractually retainyetthé seller of Landmark.

Information regarding Alleghany's other accountiadjcies is described in Note 1 to the Consolidatedncial Statements. In addition to the
accounting policies described above, the accoumtitigies described in Note 1 require Alleghanyrtake estimates and judgments that a
the reported amounts of assets, liabilities, reesrand expenses, and related disclosure of contiagsets and liabilities. On an ongoing
basis, Alleghany evaluates its estimates, incluthioge related to the value of goodwill and inthfgassets, long-lived assets, inventories,
bad debts, pension benefits, income taxes andmgmricies and litigation. Alleghany's estimatesbased on historical experience and on
various other assumptions that are believed t@asanable under the circumstances. Actual resalysdiffer from these estimates under
different assumptions or conditions.



ALLEGHANY INSURANCE HOLDINGS LLC
AIHL OPERATIONS

OVERVIEW. Alleghany Insurance Holdings LLC ("AIHL1$ a holding company for Alleghany's insurancerapens, which are conducted
primarily through its subsidiaries RSUI Group, I§8RSUI"), headquartered in Atlanta, Georgia, Calpliransamerica Corporation
("CATA"), headquartered in Madison, Wisconsin anah®in Professional Underwriters, Inc. ("Darwin"gddquartered in Farmington,
Connecticut.

AIHL completed the acquisition of Resurgens Spégidhderwriting, Inc. ("Resurgens Specialty") frédoyal Group, Inc., a subsidiary of
Royal & SunAlliance Insurance Group plc ("R&SA") daly 1, 2003 for cash consideration of approxitye$@16.0 million. Resurgens
Specialty became a subsidiary of RSUI. In connactith the acquisition of Resurgens Specialty, @meJ30, 2003, RSUI acquired RSUI
Indemnity Company ("RIC") to write admitted busisesderwritten by Resurgens Specialty, from Swis#Rerica Holding Corporation f
cash consideration of approximately $19.7 milli®h3.2 million of which represented considerationR4C's investment portfolio. On
September 2, 2003, RIC purchased Landmark Ametitaurance Company ("Landmark") to write non-admditbesiness underwritten by
Resurgens Specialty, from R&SA for cash considenatif $33.9 million, $30.4 million of which represed consideration for Landmark's
investment portfolio. R&SA contractually retaindtaf the loss and loss adjustment expenses lt@slof Landmark that existed at the time
of the sale.

During 2003, Alleghany also established a new gttydiability insurance underwriting operation, man Professional Underwriters, Inc.
Darwin is 80% owned by Alleghany Insurance Holdiagsl 20% owned by certain members of Darwin's mamagt. Pending the
establishment of a separate insurance carrier fowD's business, Darwin writes specialty liabilitgurance as an underwriting manager for
certain subsidiaries of CATA.

AIHL recorded pre-tax earnings of $134.8 millionm@venues of $511.5 million in 2003, compared witbre-tax loss of $20.1 million on
revenues of $128.1 million in 2002. AIHL's 2003 eatnings include pre-tax investment income of $28illion and a realized pre-tax net
gain on investment transactions of $54.9 milliaompared with pre-tax investment income of $13.4iomland a realized pre-tax net loss on
investment transactions of $10.9 million in 2002HA's 2003 pre-tax investment income reflects géaninvested asset base, principally due
to capital contributions by Alleghany and the asdgion of RSUI. AIHL's 2003 pre-tax net gain on @sfment transactions primarily reflects
the disposition of 4.3 million shares of commorcktof Burlington Northern Santa Fe Corporationdggregate cash proceeds of $118.6
million for the purpose of diversifying the invesgnt portfolios of the insurance operating units.
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CATASTROPHE RISK MANAGEMENT. AIHL's operating unijtparticularly RSUI, expose AIHL to losses on claiarising out of natural

or man-made catastrophes. Catastrophes can beddawusarious events, but losses are principallyadriby hurricanes, earthquakes and
tornadoes. The incidence and severity of catasé®phe inherently unpredictable and may mateneliyice AIHL's profitability or produce
losses in a given period. The extent of losses faratastrophe is a function of both the total amofiinsured exposure in the affected area
and the severity of the event. Most catastropheseatricted to small geographic areas; howeveridames, earthquakes and windstorms
produce significant damage, especially in areasateaheavily populated. The geographic distributd AIHL's insurance operations subjects
it to catastrophe exposure principally from humies in Florida and the Mid-Atlantic, Northeast, @hdf coast regions, earthquakes in
California, the Pacific Northwest region and aldhg New Madrid fault line in the Midwest region dawindstorms in the Midwest and
Southern regions.

AIHL's operating units use underwriting controlslaaystems, including catastrophe modeling, in &orteto ensure that the aggregate amount
of catastrophe exposures conform to establish&daisrances and fit within the existing exposuoetiolio. In addition, RSUI relies on
reinsurance to limit its exposure to catastropAesual results may vary from the expectations deped in catastrophe modeling, and such
variances could negatively impact reinsurers of lA-bperating units and the related reinsuranceivables.

REINSURANCE. AlHL's operating units reinsure a jamtof the risks they underwrite in order to cohth®ir exposure to losses, manage
capacity, stabilize earnings and protect capitsdueces. In general, the operating units obtaimstgance on a treaty and facultative basis.
Treaty reinsurance is based on a contract betwgeimary insurer or "cedent" and a reinsurer ancec® certain class of risk specified in s
treaty. Under most treaties, the cedent is oblijsdeoffer, and the reinsurer is obligated to atcappecified portion of a class of risk
underwritten by the cedent. Alternatively, facultatreinsurance is the reinsurance of individusisj whereby a reinsurer separately rates
underwrites each risk and is free to accept octejach risk offered by the cedent. Facultatives@iance is normally purchased for risks not
otherwise covered or covered only in part by reiasae treaties, and for unusual risks. Treaty andlfative reinsurance can be written on
both a quota share or excess of loss basis. Ungieota share reinsurance treaty, the cedent ansureir share the premiums as well as the
losses and expenses of any single risk, or aneegitup of risks. Under excess of loss reinsurapogracts, a reinsurer agrees to reimburse
the cedent for all or part of any losses in exaésspredetermined amount (commonly referred tthasedent's "retention”), generally up
predetermined limit, at which point the risk of$ds assumed by another reinsurer or reverts todtient.
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RSUI utilizes reinsurance on an extensive basisder to build stable capacity and provide protectigainst the accumulation of catastro
risk. RSUI ceded 33 percent of its gross premiuiittevr for the period from July 1, 2003 through Daber 31, 2003 to reinsurers through
guota share reinsurance treaties and facultatagepients. To manage risks it retains after appicat its quota share reinsurance treaties,
RSUI uses excess of loss and facultative reinserdngyeneral, RSUI retains a maximum net expotmieof exposure of $5.0 million for
any single risk for each of its property, umbraialess, general liability, directors and officéability and professional liability coverages.
For RSUI's property line, excess of loss reinsugazmverage is in place that protects RSUI for dmasunts in excess of $5.0 million up to
$100.0 million on a per risk basis. To protect agamultiple losses due to catastrophes, RSUI miaisiexcess of loss reinsurance coverage
in an amount estimated by RSUI to be its exposuma fa one-in 250 year catastrophic event for aggeelpsses from a single event. In
addition, RSUI uses facultative reinsurance inanses when RSUI wants greater coverage than prbbigea treaty.

In general, Capitol Transamerica reinsures indi@idisks in excess of $1.25 million with variousngurers in each of its lines of business,
except that its commercial surety line is reinsdedndividual losses above $1.0 million with a @ércent participation above that limit, as
well as a 20 % quota share reinsurance agreem#éntvgliding scale ceded commission based upolo$iseratio of the commercial surety
business. In addition, Capitol Transamerica purebdacultative reinsurance coverage for risks cesg of $6.0 million on property and
casualty, $7.0 million on contract surety and $lilion on commercial surety. Business underwritbgnDarwin is generally reinsured on a
treaty basis for individual losses in excess 00%$8illion for directors and officers liability, iexcess of $0.5 million for medical malpractice
liability insurance for physicians and in exces$df0 million for medical malpractice liability fanedical facilities. The reinsurance treaties
contain swing-rated premiums that will vary, witlimange, depending upon the profitability of theerlying premium subject to the treaty.
In addition, Darwin obtains facultative reinsurafcecertain business.

The reinsurance purchased by AIHL's operating uotss not relieve them from their obligations teitlown policyholders, and therefore,
financial strength of their reinsurers is importdecluding the reinsurance receivables acquirgohatsof the acquisition of Landmark,
approximately 99 percent of AIHL's reinsurance iegigles balance at December 31, 2003 was withueange companies having financial
strength ratings of A or higher by A.M. Best Compamc. ("A.M. Best"), an independent organizattbat analyzes the insurance industry.
AIHL had no allowance for uncollectivble reinsuraraes of December 31, 2003. AIHL's Reinsurance Rizkmittee, which includes certain
Alleghany officers and the chief financial officaxteach of AIHL's operating units, meets to traakalyze and manage the use of reinsurance
by AIHL's operating units. The Reinsurance Risk @uttee considers the limits on the maximum amotintnsecured reinsurance
receivables that can be



outstanding from any particular reinsurer, thedinébusiness that can be ceded to a particulasuegr and, where applicable, the types of
collateral that should be posted by reinsurers.

AIHL OPERATING UNIT PRE-TAX RESULTS

Years Ended December 31

(in thousands, except ratios)

2003 RSUI(1) CATA(2) Darwin(3) Total
Gross premiums written $931,321(4) $162,718 $ 24,166 $ 1,118,205
Net premiums earned $ 293,830 $132,969 $ 4,115 $ 430,914
Loss and loss adjustment expenses 150,070 97,629 2,503 250,202
Underwriting expenses 51,982 56,764 4,942 113,688
Underwriting profit (loss) (5) $ 91,778 $(21,424) $(3,330) $67,024
Loss ratio (6) 51.1% 73.4% 60.8% 58.1%
Expense ratio (7) 17.7% 42.7% 120.1% 26.4%
Combined ratio (8) 68.8% 116.1% 180.9% 84.5%
2002
Gross premiums written - $ 148,506 - $ 148,506
Net premiums earned - $ 125,649 - $ 125,649
Loss and loss adjustment expenses -- 100,508 -- 100,508
Underwriting expenses -- 45,349 -- 45,349
Underwriting profit (loss) (5) - $ (20,208) - $ (20,208)
Loss ratio (6) - 80.0% - 80.0%
Expense ratio (7) - 36.1% - 36.1%
Combined ratio (8) - 116.1% - 116.1%

(1) Since July 1, 2003.
(2) Includes the results of Platte River Insura@oenpany.

(3) Since May 2003. Although Darwin is an underimgtmanager for certain subsidiaries of CATA, @sults have been separated from
CATA's results for purposes of this table.

(4) Includes $320.0 million of unearned premiumschitwere acquired with RSUI in July 2003.

(5) Represents net premiums earned less loss as@djustment expenses and underwriting experkas,determined in accordance with
generally accepted accounting principles ("GAARTd does not include income derived from investmiddhderwriting profit (loss) does
not replace net income (loss) determined in acemelavith GAAP as a measure of profitability; ratieprovides a basis for management to
evaluate the underwriting performance of its ineaeaoperating units.

(6) Loss and loss adjustment expenses divided bgreeniums earned, all as determined in accordatitbeGAAP.
(7) Underwriting expenses divided by net premiuaed, all as determined in accordance with GAAP.

(8) The sum of the loss ratio and expense rati@satletermined in accordance with GAAP, reprengritie percentage of each premium
dollar an insurance company is required to spenidsses (including loss adjustment expenses) addrumiting expenses.
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RSUI GROUP, INC.

RSUI, which includes the operations of Resurgereciijty, RIC and Landmark, underwrites specialguirance coverages in the property,
umbrella/excess, general liability, directors affiters liability and professional liability linesnd distributes its products exclusively through
over 170 wholesale insurance brokers located throuigthe United States and two managing generaltage

RSUI's 2003 gross premiums written include $320il8an of unearned premiums which were acquiredwRSUI in July 2003, as well as
$610.5 million of gross premiums written since dsijion, reflecting continued strong markets inlites of business. In addition, RSUI's
2003 results reflect aggregate pre-tax catastriysgses of approximately $16.6 million due to thetE2oast blackout in August 2003,
Hurricane Isabel in September 2003 and the Caldowildfires in October 2003. Although RSUI's 20@3ults reflect its continued ability to
achieve rate increases across its casualty linbasfess, rates have increased at a slower paaddition, rates have declined in RSUI's
property lines of business.

As discussed above, in connection with the acqoiisitf Resurgens Specialty, AIHL also acquired RiGvrite business on an admitted ba
and RIC acquired Landmark to write business onpgamaved, non-admitted basis. In order to be abierite admitted business in a state, a
company must be licensed by the state and becobjecsto the state's form and rate regulationis. dinticipated that it will take through 2C
for RIC to obtain all necessary licenses to be ablerite business on an admitted basis in mogtstavhile Landmark (which, as a non-
admitted company, is not subject to state formraiel regulations and thus has more flexibilitytgrates and coverages for specialized or
hard-to-place risks) is currently approved to whtesiness on a non-admitted basis in 48 statelsoddth R&SA agreed to provide policy
issuance services to RIC through June 2004 to dbisregulatory transition period, the major rgtagencies downgraded the ratings of
R&SA's issuing carriers in 2003 to levels that agebrokers, and insureds of RSUI may find unaatdpt As an alternative, RSUI has been
offering coverage written by Landmark on a non-atkdibasis for classes of business predominanityanron an admitted basis. This may
reduce RSUI's premium volume for those classesisiniess, including the umbrella/excess liabilitd girectors and officers liability.

RSUI's subsidiaries RIC and Landmark are rated ¥c€lent) by A.M. Best.
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CAPITOL TRANSAMERICA CORPORATION

CATA, primarily through its wholly owned subsidias Capitol Indemnity Corporation ("Capitol Indemytijtand Capitol Specialty Insurance
Company ("CSIC"), operates in 37 states with a gggalgjc concentration in the Midwestern and Platages. Capital Indemnity and CSIC
write primarily property and casualty insurancedertain types of businesses or activities, inclgdiarber and beauty shops, bowling alleys,
contractors, restaurants and taverns. Capitol Imitgraonducts its business on an admitted basts GBIC conducts its business on an
approved, non-admitted basis, through independahganeral insurance agents. As a non-admitted @aoyCSIC is not subject to state
form and rate regulations and thus has more flétitin its rates and coverages for specializetiand-to-place property and casualty risks
than Capitol Indemnity. Capitol Indemnity also wstfidelity and surety bonds and specialty inswgarmerage, including contractors'
performance and payment bonds, license/permit hditliary bonds, judicial bonds and commercidgfity bonds. Contemporaneous with
the acquisition of CATA in January 2002, AIHL acapd Platte River Insurance Company ("Platte Rivé?latte River is licensed in 50 states
and operates in conjunction with Capitol Indemn@gpitol Indemnity and Platte River are partiea fmooling agreement whereby Capitol
Indemnity is liable for 90 percent of the sharedragate insurance risks and Platte River is liédld 0 percent.

CATA's 2003 results primarily reflect $21.9 milliafi loss reserve strengthening related to assusiadurance treaties written by Capitol
Indemnity between 1969 and 1976. Such assumeduraimse treaties primarily relate to asbestos antt@rmental exposures. Promptly af
its acquisition by Alleghany in January 2002, CA3 Alanagement commenced a program to settle, diquofr commutation, Capitol
Indemnity's assumed reinsurance treaties and ngkegriate payments on a timely basis when deeraedssary. Since January 2002,
Capitol Indemnity has experienced an increase iith [pases on its assumed reinsurance, which waaslipiattributed to a change in CATA's
settlement philosophy. Upon completion in 2003mAatuarial study undertaken by management, itdetermined that the increase in paid
losses related to the treaties reflected develofsneithe underlying claims environment, particiylavith respect to asbestos related claims,
and, accordingly, CATA strengthened its reservistad to such assumed reinsurance coverages amtbant of $21.9 million.

For the year ended December 31, 2003, the aggragatess and loss adjustment expense paymenssiestos and environmental
impairment claims of CATA were $3.6 million, compdrwith $0.8 million in 2002. As of December 31030reserves of CATA totaled
approximately $24.8 million for asbestos liabiktiand approximately $3.3 million for environmeritapairment liabilities resulting in
aggregate asbestos and environmental reserve8df 8fllion. Such aggregate reserves are approeimnaf.5 times the average paid claims
for the prior three-year period..
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CATA's 2002 results primarily reflect $17.3 milliarf loss reserve strengthening for 2001 and préary following independent actuarial
reviews, and $10.0 million in pre-tax net lossesmvestment transactions resulting from the restmieg of CATA's investment portfolio.

Capitol Indemnity, CSIC and Platte River are radad(Superior) by
A.M. Best.

DARWIN PROFESSIONAL UNDERWRITERS, INC.

Darwin underwrites specialty liability insuranceveoages in the directors and officers liabilityroes and omissions liability and medical
malpractice liability areas as an underwriting nmgardor Platte River and certain subsidiaries off@Apending the establishment of a
separate insurance carrier for Darwin businesswibadlistributes its products primarily through whséle insurance brokers located
throughout the United States as well as otherlriesurance brokers. Although the significant gEr2003 was dedicated to building a strong
management team and other organizational, regylatod administrative matters, Darwin recorded gpesniums written of $24.2 million
for the period from May 2003 through year-end.

AIHL INVESTMENTS

OVERVIEW. In 2003, AIHL recorded pre-tax investmémtome of $25.7 million, compared with pre-taxeéstment income of $13.4 million
in 2002, reflecting a larger invested asset baseipally due to capital contributions by Alleghaagd the acquisition of RSUI in 2003. In
addition, AIHL realized a pre-tax net gain on inwvesnt transactions of $54.9 million in 2003, conguawith realized pre-tax net losses on
investment transactions of $10.9 million in 2002HA's 2003 pre-tax net gain on investment transactiprimarily reflects the disposition of
4.3 million shares of common stock of Burlingtonrtthern Santa Fe for aggregate cash proceeds of&dilion for the purpose of
diversifying the investment portfolios of its opting units. AIHL's 2002 pre-tax net loss on investrntransactions primarily reflects $10.0
million in realized investment loss recognized ag pf CATA's restructuring of its investment potib.

AIHL's investment strategy is to provide sufficiexash flow to meet its obligations while maximiziitg risk-adjusted, after-tax rate of return.
Securities may be sold from time to time to takeasdiage of investment opportunities created by gimgninterest rates, prepayments, tax
credit considerations or other factors. AIHL's fixmaturity portfolio has been designed to enableagament to react to such opportunitie
to circumstances that could result in a mismatdtvéen the duration of such portfolio assets andltivation of liabilities and, as such, is
classified as available for sale. AIHL's recendatstgy with respect to its fixed maturity portfolias been to focus on short- to intermediate-
term, high quality fixed maturity holdings, reflex
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management's belief that current credit spreadsraeckst rate term structure do not offer suffitieompensation for taking risk..

The following table summarizes the investments lAand its subsidiaries on a consolidated basislugling cash, as of December 31,

2003, with all investments carried at fair valuetfiousands, except for percentages):

Investments
A mortized Cost or Cost Fair Value
A mount Percentage = Amount Percen
Short-term investments...................... $ 42,342 3.6% $ 42,342
Corporate bonds 199,816 16.8 202,040
United States government and
government agency bonds................. 230,710 19.5 230,139
Mortgage- and asset-backed securities....... 67,209 5.7 67,217
Municipal bonds 396,436 33.4 401,751
Equity securities 249,539 21.0% 327,701
Total oo ,186,052 100.0% $1,271,190 1

tage
3.3%
15.9

18.1

31.6
25.8%

00.0%

AIHL continually monitors the difference betweerstand the estimated fair value of its investmentsch involves uncertainty as to

whether declines in value are temporary in natfir’lHL believes a decline in the value of a pauli&r investment is temporary, it records
decline as an unrealized loss in shareholder'syedfithe decline is believed to be "other thampsrary," it is written down to the carrying
value of the investment and a realized loss isrosmbon AIHL's statement of operations. Managemassessment of a decline in value
includes, among other things, its current judgnasnto the financial position and future prospeéthe entity that issued the investment
security. If that judgment changes in the futurtHlAmay ultimately record a realized loss after ingvoriginally concluded that the decline

value was temporary.

The following table summarizes, for all securitiegn unrealized loss position at December 31, 20@3aggregate fair value and gross
unrealized loss by length of time those securligge been continuously in an unrealized loss @os(in thousands):
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Securities in an Unrealized Loss Positio

Gross
Unrealized
Fai r Value Loss
Fixed maturities:
0-6mMoNthS......ccceeevuveevrieeiiens $ 294,861 $ 2,567
7-12mMonthS.....ccceeeeieeiiiiiiiiin, 3,851 225
Over 12 months 243 45
Total..oooeeeeeeee e $ 298,955 $ 2,837
Equities:
0-6mMoNthS.....cccceeevveeirieeiiens $ 2,272 $ 13
7-12mMonthS.....ccevvveeieiiiiiiiiinns -- --
Over 12 months.........ccccccvvveeeenee...
Total.eeeeeeeeeieeeeeeceeeee $ 2,272 $ 13

FIXED MATURITY PORTFOLIO. The following table reftds investment results for the fixed maturity politf of AIHL and its
subsidiaries, on a consolidated basis, for thesyeaded December 31, 2003 and 2002 (in thousaxcisptefor percentages):

Investment Results

Net Net Pre-Tax

Pre-Tax After-Tax  Realized After-

Average | nvestment Investment Gains  Effective Tax

Period Investments(1) Income(2) Income(3) (Losses) Yield(4) Yield(5)
Year Ended

December 31, 2003 $ 486,894 $ 13,609 $ 9877 $ (28) 2.80% 2.03%
Year Ended

December 31, 2002 $ 155857 $ 7,619 $ 5905 $ (470) 4.89% 3.79%

(1) Average of amortized cost of fixed maturitiestfolio at beginning and end of period.

(2) After investment expenses, excluding realizaithg or losses from sale of investments.

(3) Net pre-tax investment income less appropiiateme taxes.

(4) Net pre-tax investment income for the periodd#d by average investments for the same period.
(5) Net after-tax investment income for the periiddded by average investments for the same period.

The following table indicates the composition af tbng-term fixed maturity portfolio by Moody's ireg as of December 31, 2003 (in
thousands, except for percentages):
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Long-Term Fixed Maturity Portfolio by Moody's Rating

Fair Value

ABA....oiiiiiiiiii e $ 583,157
Al 106,928
A s 136,121
|27 T U 68,777
Non-rated.........cccceeeeeeeiiiiiiiiiiiines 6,164

Totaleeeveecieeeee e, $ 901,147

Percentage
64.71%
11.87%
15.11%
7.63%
0.68%

100.0%

The following table indicates the composition af tbng-term fixed maturity portfolio by years urddntractual maturity as of December 31,
2003 (in thousands, except for percentages):

Long-Term Fixed Maturity Portfolio by Years Until M aturity

Amortized Cost Fair Value Percen tage
One year or [€SS.........ocoueeeiiiiiineiieens . % 122,471 $ 122,459 13. 6%
Over one through five years.............cccceeee. 332,804 335,398 37. 2%
Over five through ten years.........cccccceeee... 194,023 195,816 21. 7%
OVEr teN YEArS.....ccevveeeeieeieiiiiieieeeees 177,664 180,257 20. 0%
Mortgage- and asset-backed securities.............. 67,209 67,217 7. 5%
Total.oeeeieeeeeeee $ 894,171 $ 901,147 100. 0%

EQUITY PORTFOLIO. As of December 31, 2003, the ggpbrtfolio of AIHL and its subsidiaries, on a cmiidated basis, was carried at a
fair value of approximately $327.7 million with aniginal cost of approximately $249.5 million. 16@3, AIHL had dividend income on its
portfolio of $7.8 million, compared with $4.4 mdk in 2002. AIHL and its operating units may, frtime to time, make significant
investments in the common stock of a public companbject to limitations imposed by applicable dagons.

REGULATION. Investments of AIHL's insurance subaits must comply with the insurance laws of tlaestin which they are domiciled
which include Wisconsin, Delaware, New HampshirklaBoma and Nebraska, as well as the insurancedauather states in which they are
licensed. These laws prescribe the kind, quality @ncentration of investments which may be madm$yrance companies. In general,
these laws permit investments, within specifiedtbnand subject to certain qualifications, in fedestate and municipal obligations, corpo
bonds, preferred and common stocks, and real estatigages.
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WORLD MINERALS INC.

World Minerals, headquartered in Santa BarbarafdZaia, conducts a worldwide industrial mineralssimess through its own operations and
those of its subsidiaries, Celite Corporation amalidrlite Corporation. Celite is believed to be wWld's largest producer of filter-aid grade
diatomite, a silica-based mineral consisting offtssilized remains of microscopic freshwater orimaplants. Diatomite is used as a filter
aid in the production of beer, fruit juice, wineatsr, sweeteners, fats and oils, pharmaceutidadsnicals, lubricants and petroleum; it is also
used as a filler, mainly in paints, and as an hiuitk agent in plastic film. Celite is also a produof calcium and magnesium silicate
products, which are used to convert liquid, senlidsand sticky ingredients into dry, free-flowingwders in the production of rubber,
sweeteners, flavorings and pesticides.

Harborlite is believed to be the world's largestducer of perlite filter aids and, as a seller edlite ore, is one of the world's largest merchant
producers of perlite ore. Perlite ore is a volcanik containing a small amount of water that cauke ore to "pop" when heated, expanding
it up to twenty times its original volume. Harbtglisells perlite ore to companies that expandritg® primarily in the manufacture of roofing
board, formed pipe insulation, acoustical ceiliig @nd filter aids. Harborlite also expands periit its own expansion plants in the United
States, Europe and Latin America. Most of this exjeal perlite is sold as a filter aid to companmethe brewing, food, wine, sweetener,
pharmaceutical, chemical and lubricant industrieasoa filler and insulating medium to companiethismconstruction industry.

World Minerals recorded pre-tax earnings of $25ilfian on revenues of $266.3 million in 2003, comgawith $23.5 million on revenues of
$251.2 million in 2002 and $19.7 million on reveawd $248.5 million in 2001. The 2003 results priityareflect the favorable impact of the
strengthening of the euro against the dollar (loaeifin exchange rates remained constant with thb2802, World Minerals' revenues wol
have been approximately flat) and a modest incripaset sales offset by lower margins due to coitipetpricing pressures and increased
labor and benefit costs. An impairment charge imeeztion with an announced closing of a plant tmited Kingdom and expenses related
to staff reductions negatively impacted resultapgroximately $2.0 million in 2003. The strengthmenof the euro against the U.S. dollar has
a positive impact on World Minerals' results aseraes from its European operations are higher wbawerted into U.S. dollars and exports
of World Minerals' U.S.-produced products to Eurape more price competitive with products produiceBurope.

World Minerals' 2002 results reflect the impacbainesses acquired in 2001 and 2002, increase= sales from World Minerals'
operations in Europe, Latin America and Asia, idahg China, higher profit margins due to net reauct of
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approximately $5.0 million in energy costs, prinhariatural gas, at U.S. and Latin American plaotst control efforts, and net reductions of
$1.7 million in interest expense and $1.7 milliareimortization expense. Such positive factors rtuae offset a decline in net sales in the
United States and in the European and Asian exparkets for World Minerals' U.S.-produced produiiig to continued sluggish demand
and competitive pressures and charges of approgiynd2.6 million, primarily reflecting impairmenharges taken with respect to United
Kingdom operations, a write-off of certain proddetvelopment costs and expenses incurred in comneetth staff reductions.

World Minerals' 2001 results reflect an increasaeéhsales, primarily from its European operati@m] an energy surcharge in place for i
of the year in the U.S., offset by high North Ancan energy costs, particularly in California, arldwer level of production in the U.S. due
the softening U.S. economy. High North Americanrgpeosts, including unprecedented increases ialeof natural gas and electricity,
and temporary shutdowns as a result of electrdigrtages experienced in California, adverselycsgftWorld Minerals' 2001 operating cc
by approximately $7.5 million, which, net of fuelrsharges on certain sales, negatively impactedagxrearnings by approximately $4.1
million.

World Minerals focuses on customer and technicalise. Its Research and Development group uses-gfaheart analytical instrumentatis
and techniques to seek ways to put the unique piep®f its industrial minerals to work in new dipgtions, as well as to refine minerals
processing methods to yield higher purity and noamesistent finished products. The Technical Ses/greup helps identify the best grade of
industrial minerals for each customer applicatiod assists in optimizing the customer's manufaogupirocess to achieve the highest pos:
value from World Minerals' products. World Mineralsnducts its business on a worldwide basis, witling or processing operations in 11
countries.

Although World Minerals believes that the interpatl scope of its operations gives it some comipet#dvantages, international operations
can be subject to additional risks, such as cuyrénctuations, changes in foreign legal requiretaemd political instability. World Minerals
seeks to minimize its exposure to these risks byety monitoring its methods of operating in eashrtry and by adopting strategies
responsive to changing economic and political emritents. World Minerals minimizes its exposurehi fisk of foreign currency
fluctuations by, among other things, requiringit;-European subsidiaries to invoice their expostamers in U.S. dollars and causing all of
its subsidiaries to declare and pay dividends whenfeasible.

18



Revenues (dollars in millions):

Pre-Tax Earnings (dollars in millions):

266.3
251.2
248.5
240.0
241.8

25.7
23.5
19.7

24.0
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HEADS & THREADS INTERNATIONAL LLC

Heads & Threads, headquartered in Bloomingdalepl8, is believed to be one of the nation's legdimporters and distributors of steel
fasteners. Alleghany's Heads & Threads divisionn@avby Alleghany since 1974) was reorganized irf1®9a wholly owned subsidiary of
Alleghany called Heads & Threads International LLC.

Heads & Threads imports and sells commercial fastennuts, bolts, screws, washers, sockets, asttbes1- for resale through distributors
and packagers serving original equipment manufacdumaintenance and repair operators and conistiuartd retail customers. Heads &
Threads' operations are divided into three buségesstock, direct from mill/stock for release, gradkaged. Through its stock business,
product is purchased by Heads & Threads in anticipaf demand, routed through its five distributicenters and warehoused in its seven
warehouse facilities throughout the United Stafrstomer purchases tend to be of relatively smalhtjties for same day or next day
delivery. The direct from mill/stock for releasesiness involves large quantities of standard ocigfig product purchased by Heads &
Threads specifically for a customer order, whickhipped directly from the manufacturer to the eosr (direct from mill) or warehoused in
a Heads & Threads facility and shipped to the qustoover time, with a definitive end date (stockrelease). The packaged business
comprises small packaged quantities sold to distimits and mill supply houses.

Results in 2003 were affected by sluggish demankérnl.S. economy, increases in the cost of madeiitaventory reserve charges and write-
offs relating to its computer system and relocatibits headquarters from Sayreville, New JerseBltmmingdale, Illinois and related
personnel costs.

ALLEGHANY PROPERTIES, INC.

Headquartered in Sacramento, California, AlleghRrgperties owns and manages properties in the iBaota region of California. Such
properties include improved and unimproved comnaétand and commercial and residential lots. Theonitg of these properties is located
in North Natomas. A considerable amount of actifligm developers has occurred in the North Natoanaa since 1998, including the
construction of more than 8,900 single family hon8$00 apartment units, office buildings and saMiily-leased regional retail shopping
centers. Participating in this growth, AlleghanyBerties has sold over 360 acres of residential éard 50 acres of commercial property.
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Selected Financial Date

Alleghany Corporation and Subsidiaries
(in thousands, except for share and per share asjoun

Years Ended December 31,

2003 2002 2001 2000 19 99
OPERATING DATA
Revenues from
continuing operations $1,018,233 $ 576,857 $ 958,851 $ 564,675 $ 41 6,149
Earnings from
continuing operations $ 162,378 $ 54,813 $ 430,563 $ 147,052 $ 5 1,658
(Losses) earnings from discontinued
operations - - (206,333) (78,195) 4 8,447
Net earnings $ 162,378 $ 54,813 $ 224,230 $ 68,857 $ 10 0,105

Basic earnings (losses) per
share of common stock:*

Continuing operations $ 21.79 $ 736 $ 5725 $ 1895 $ 6.52
Discontinued operations - - (27.44) (10.08) 6.10
Net earnings $ 21.79 $ 736 $ 2981 $ 887 $ 12.62
Average number of
shares of common stock* 7,450,625 7,448,058 7,519,032 7,757,595 7,93 4,865

Years Ended December 31,

2003 2002 2001 2000 19 99

BALANCE SHEET
Total assets $3,568,040 $2,216,035 $1,953,916 $1,694,113 $1,56 7,503
Debt $ 167,050 $ 152,507 $ 181,856 $ 228,178 $ 21 0,010
Common stockholders'

equity $1,562,822 $1,379,342 $1,390,582 $1,165,074 $1,10 7,897
Common stockholders'

equity per share of common stock* $ 208.53 $ 186.16 $ 18549 $ 15528 $ 1 39.96

Alleghany sold Underwriters Re Group in May 200&.ddrwriters Re Group has been classified as disuad operations for each of the t
years ended in 2000. Alleghany sold Alleghany Aséahagement in February 2001. Alleghany Asset Manamnt has been classified
discontinued operations for each of the three yeadgd in 2001. Alleghany sold Alleghany Undermgtin November 2001. Alleghany
Underwriting has been classified as discontinuestatons for each of the three years ended in 2001.

*Amounts reflect subsequent common stock dividends.
DIVIDENDS, MARKET PRICES AND RELATED SECURITY HOLDE R MATTERS

As of December 31, 2003, there were 1,366 holdersomrd of Alleghany common stock. The followirabte indicates quarterly high and
low prices of the common stock in 2003 and 2002henNew York Stock Exchange. Alleghany's ticker byiris Y.

21



QUARTER ENDED 2003 2002

HIGH LOW High Low
March 31 $ 175.4 $ 152.94 $ 187.43 $ 174.82
June 30 206.25 163.50 187.26 179.36
September 30 201.86 189.69 188.73 178.39
December 31 $ 224.25 $ 195.75 $ 186.98 $ 169.85

In 2004, 2003, and 2002, Alleghany's Board of Dmex declared, as Alleghany's dividend on its comistock for that year, a stock dividend
consisting of one share of Alleghany common staclef/ery fifty shares outstanding.

Alleghany's ability to pay cash dividends is reséd by the terms of its loan agreements. At Deezrh, 2003, these agreements permitted
the payment of cash dividends aggregating appraeim&274.6 million.
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FINANCIAL CONDITION

In recent years, Alleghany has followed a policyr@intaining a relatively liquid financial conditiat the parent company in the form of
cash, marketable securities, available credit lares minimal amounts of debt. This has permittdégklany to expand its operations through
internal growth at its subsidiaries and throughuggitions of, or substantial investments in, ojegatompanies. At December 31, 2003,
Alleghany held approximately $392.2 million of metéible securities and cash at the parent compahfahno debt outstanding under its
credit facilities.

On July 1, 2003, Alleghany Insurance Holdings LI'&IHL") completed the acquisition of Resurgens Spkg Underwriting, Inc.
("Resurgens Specialty"), a wholesale specialty nmdéng agency, from Royal Group, Inc., a subsigiaf Royal & Sun Alliance Insurance
Group plc ("R&SA"), for cash consideration, inclodicapitalized expenditures, of approximately $Qi6illion. Resurgens Specialty beca

a subsidiary of RSUI Group, Inc. ("RSUI"). In comwtien with the acquisition of Resurgens Speciadty June 30, 2003, RSUI acquired RSUI
Indemnity Company ("RIC"), to write admitted busssaunderwritten by Resurgens Specialty, from SRs#&\merica Holding Corporation
for consideration of approximately $19.7 millior,352 million of which represented considerationR¥C's investment portfolio. On
September 2, 2003, RIC purchased Landmark Ametfitsurance Company ("Landmark"), a non-admittedriaisce company, to write non-
admitted business underwritten by Resurgens Spgdiadm R&SA for cash consideration of $33.9 naitli $30.4 million of which
represented consideration for Landmark’s investmperifolio. RIC and Landmark were capitalized bye§ghany in an aggregate amount of
approximately $520.0 million.

On January 4, 2002, AIHL completed the acquisibbapitol Transamerica Corporation ("Capitol Tramerica"). The total purchase price
was approximately $182.0 million. Contemporaneoiik e acquisition of Capitol Transamerica, AlHurphased Platte River Insurance
Company ("Platte River"), a Nebraska-domiciled nasize company, for approximately $40.0 million. Bed#ler contractually retained all of
the loss and loss adjustment expenses liabilifi€daite River that existed at the time of the sale

The above acquisitions were funded from internahaasources.

On November 5, 2001, AIHL completed the dispositiblleghany Underwriting Holdings Ltd. ("Alleghgrinderwriting™) to Talbot
Holdings Ltd. ("Talbot"), a new Bermuda holding qoamy formed by certain principals of the Black D@ard Group and the senior
management of Alleghany Underwriting. AIHL recordmdafter-tax loss of $50.5 million on the dispiasitof this Lloyd's of London
insurance
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operation. Consideration for the sale included erava which entitled AIHL to recover a portion afyaresidual capital of Alleghany
Underwriting as determined upon the closure of2d@1 Lloyd's year of account. A nominal value wssribed to the warrant in computing
the loss on the sale of Alleghany Underwritingctmnection with the sale, AIHL provided a $25.0limil letter of credit to support business
written by a new Talbot syndicate for the 2002 Idsyyear of account while Talbot sought new capi#tL subsequently agreed that the
capital provided by its letter of credit would akgpport business written by the syndicate for2®@3 and 2004 Lloyd's years of account, in
exchange for reductions in the amount of the letfaredit to $15.0 million in January 2003 and $L@illion in December 2003 as a resul
the infusion of new capital into the syndicate.d®ant to AIHL's agreement with the syndicate, fhedgate will use its best efforts to
extinguish AIHL's commitment under the reducecdeletif credit no later than June 30, 2006.

On February 1, 2001, Alleghany's wholly owned sdiasy, Alleghany Asset Management, Inc., merged atvholly owned subsidiary of
ABN AMRO North America Holding Company. Alleghangaeived cash proceeds of $825.0 million and recbasfeafter-tax gain of about
$474.8 million, or approximately $63.14 per shaseluding certain expenses relating to the closinpe sale. In light of the merger,
Alleghany Asset Management, Inc. is no longer ac®of dividends to Alleghany.

Alleghany has declared stock dividends in lieuadtcdividends every year since 1987 except 1998 liécago Title Corporation was spun
off to Alleghany stockholders. These stock dividehdve helped to conserve Alleghany's financiehsfth and, in particular, the liquid assets
available to finance internal growth and operatingipany acquisitions and investments. On AprilZZ®)4, as its dividend on its common
stock for 2004, Alleghany will pay to stockholdefsrecord on April 1, 2004 a dividend of one shafdlleghany common stock for every 50
shares outstanding.

In addition to its liquid assets, Alleghany enteireitd a three-year credit agreement and a 364-glaglving credit agreement with a bank
syndicate in June 2002. These credit facilitiessraded in June 2003, provide commitments for remghdgredit loans in an aggregate princ
amount of $200.0 million. The 364-day revolvingditegreement expires on June 14, 2004 and the-frear credit agreement expires on
June 14, 2005. Alleghany's practice is to repaydwangs under its credit agreements promptly ireotd keep the facilities available for
future acquisitions. No borrowings were outstandinger either of Alleghany's credit agreement08B82year-end.

From time to time, Alleghany makes capital conttibs to its subsidiaries when third-party finarmcmay not be attractive or available. In
2003, Alleghany made capital contributions of apprately $636.6 million to AIHL for the purposes aquiring and capitalizing Resurgens
Specialty, RIC and Landmark, providing reserveslierneeds of Capitol Transamerica, diversifyingli&k investment portfolio and making
future acquisitions. In 2002, Alleghany made cdpita
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contributions of approximately $232.7 million tolll for, among other things, acquisition purposesifiess expansion and reserve
strengthening. Also in 2002, Alleghany made a @gibntribution of approximately $1.5 million to &i#s & Threads for the purpose of
reducing amounts outstanding under Heads & Threagdit agreement. Alleghany expects that it wolhitnue to make such capital
contributions to its subsidiaries in the future $amilar or other purposes.

Alleghany has announced that it may purchase slofiesscommon stock in open market transactioomiftime to time. In 2003, Alleghany
purchased an aggregate of 1,326 shares of its carstnok for approximately $0.3 million, at an axgga&ost of $222.24 per share. In 2002,
Allegany purchased an aggregate of 155,613 shaissammon stock for approximately $28.7 milli@i,an average cost of approximately
$184.64 per share. In 2001, Alleghany purchaseabgnegate of 66,692 shares of its common stocgdproximately $12.7 million, at an
average cost of approximately $190.01 per share.

At December 31, 2003, about $304.8 million of theity of Alleghany's subsidiaries was availabledosidends or advances to Alleghany.
that date, approximately $1.26 billion of $1.58ibii of Alleghany's equity was unavailable for dighds or advances to Alleghany from its
subsidiaries, due to limitations imposed by statated agreements with lenders to which those siabigisl are subject. In particular,
Alleghany's insurance subsidiaries are subjecatmus regulatory restrictions that limit the maxiitn amount of dividends available to be
paid to their parent without prior approval of insace regulatory authorities. A maximum of $57.9ion was available for dividends
without prior approval of the applicable insuramegulatory authorities at 2003 year-end.

These limitations have not affected Alleghany'diigttio meet its obligations.

Alleghany has certain obligations to make futurgnpents under contracts and credit-related financg&tuments and commitments. At
December 31, 2003, certain long-term aggregataacto@l obligations and credit-related financiaheoitments were as follows (in
thousands):
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(in thousands)

CONTRACTUAL OBLIGATIONS TOTAL 1YEAR 1-3 YEARS 3-5 YEARS 5 YEARS
Long-Term Debt Obligations $167,050 $11,850 $ 18,362 $136,348 $ 490
Capital Lease Obligations 2 2 - - -
Operating Lease Obligations 57,657 12,403 23,133 14,607 7,514
Purchase Obligations 3,996 2,417 884 695 -

Other Long-Term Liabilities Reflected on Alleghany
Consolidated Balance Sheet under GAAP* 45,693 3,411 6,788 8,356 27,138
TOTAL $274,398  $30,083 $ 49,167 $ 160,006 $ 35,142

*Other long-term liabilities primarily reflect peia and long-term incentive obligations.

Alleghany management believes that Alleghany amdubsidiaries have and will have adequate intigrgeherated funds, cash resources and
unused credit facilities to provide for the curteribreseeable needs of its and their businesdésghfany and its subsidiaries have no mat
commitments for capital expenditures.

Financial strength is also a high priority of Allemy's subsidiaries, whose assets stand behinditiaicial commitments to their customers
and vendors.

Alleghany Insurance Holdings LLC

The obligations and cash outflow of AIHL's insurarmaperations include claim settlements, adminisgaxpenses and purchases of
investments. In addition to premium collectionsstcanflow is obtained from interest and dividendame and maturities and sales of
investments. Because cash inflow from premiumsdeived in advance of cash outflow required tdesethims, AIHL's insurance operations
accumulate funds which they invest pending the rieeliquidity. As of December 31, 2003, investmengpresented 49 percent of AIHL's
insurance operations' assets.

As an insurance company's cash needs can be uctpt#didue to the uncertainty of the claims settietprocess, the portfolios of AIHL's
insurance operations are composed primarily oftdieom investments to ensure the availability ofds and avoid a forced sale of fixed
maturity securities.

As of December 31, 2003, AlHL's investment portddiad a fair market value of $1.3 billion and cetesil primarily of high quality fixed
maturity securities with an average maturity of ledrs and an effective duration of 3.35 yearsdfiffe duration measures a portfolio's
sensitivity to change in interest rates; a chanigleinva range of plus or minus 1 percent in interates would be expected to result in an
inverse change of approximately 3.4 percent inviiiae of the portfolio of AIHL. The overall fixed aturity portfolio quality is maintained at
a Moody's rating of Aal, with over 98 percent dfsalcurities rated investment grade by Moody'sfd3ezember 31, 2003. AIHL's investm:
portfolio also included approximately 3.0 milliohages of CIGNA common stock with a fair market watif $173.2 million as of December
31, 2003. AIHL's investment portfolio contains meéstments of a derivative nature.
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World Minerals Inc.

In March 2003, World Minerals entered into a credjteement (the "New Credit Agreement") with seMeaaks providing for a commitment
for revolving credit loans and/or letters of cradiin aggregate principal amount of $100.0 milldmich expires in 2007. World Minerals
used amounts available to it under the New Crediedment to pay all outstanding indebtedness utgifsrmer credit agreement. As of
December 31, 2003, $56.0 million of indebtednessramletters of credit were outstanding under tee/NCredit Agreement, leaving $44.0
million unused and available for borrowing andttdrs of credit. An additional $3.6 million of shterm debt and $1.3 million of long-term
debt from local foreign loans and $0.6 million efters of credit which are permitted under the Neyedit Agreement were outstanding as of
December 31, 2003.

World Minerals paid cash dividends to Alleghany$86.4 million in 2003 and $2.6 million in 2002.
Heads & Threads International LLC

On April 30, 2003, Heads & Threads entered intoealit agreement with a bank providing for up to $3@illion of revolving credit loans. #
of December 31, 2003, $18.1 million of indebtedneas outstanding under Heads & Threads' creditageat.

Alleghany Properties, Inc.

As part of Alleghany's sale of Sacramento Savingskiin 1994, Alleghany, through its wholly ownedsidiary Alleghany Properties,
purchased the real estate and real estate-relssetsaf Sacramento Savings. Alleghany Propesgigieghany's only subsidiary holding
substantial real estate investments.

As of December 31, 2003, Alleghany Properties Ipetberties having a total book value of approxinya$82.2 million, as compared with
properties having a total book value of approxiya$36.3 million as of December 31, 2002, and prtee and loans having a total book
value of approximately $90.1 million as of OctoBér 1994 (the date the assets were purchased bghEhy Properties).

On December 11, 1998, Alleghany Properties issd@d0$million aggregate principal amount of 6.83geeit senior notes due 2004. The n
are being repaid in five equal annual principal giration payments beginning on the second anréwgrsf their issuance. The proceeds f
the sale of the notes were used to pay a dividé#@@5 million to Alleghany in 1998 and to covhetexpenses of the issuance. On
December 11, 2003, Alleghany Properties made itgltigorincipal payment on the notes,
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including accrued interest thereon, in the amo@®8cb million, reducing the outstanding principai$8.0 million.

The capital needs of Alleghany Properties consistarily of various development costs relatingt®oawned properties. Adequate funds to
provide for the currently foreseeable needs dbitsiness are expected to be generated by salesiartzlirsements of tax benefits and, if
needed, capital contributions by Alleghany.

Alleghany Properties paid cash dividends to Alleghtotalling $10.0 million in 2003.
MATERIAL OFF-BALANCE SHEET ARRANGEMENTS

Alleghany did not enter into any material off-batarsheet arrangements during 2003 or 2002, nat dae any material off-balance sheet
arrangements outstanding at December 31, 20030%. 20

QUANTITATIVE AND QUALITATIVE MARKET RISK DISCLOSURE

Market risk is the risk of loss from adverse chanigemarket prices and rates, such as interes, fatesign currency exchange rates and
commodity prices. The primary market risk related\tieghany's non-trading financial instrumentshis risk of loss associated with adverse
changes in interest rates.

Alleghany and its subsidiaries invest in equityws#ies. Equity securities are subject to fluctaas in market value. Alleghany and its
subsidiaries also purchase debt securities wittdfixaturities that exposes them to risk relateatit@rse changes in interest rates.

Alleghany holds its equity securities and debt sées as available for sale. Any changes in tlievalue in these securities, net of tax, would
be reflected in Alleghany's comprehensive incoma esmponent of stockholders' equity.

The primary market risk for the long-term debt die§hany and its subsidiaries is interest rate aisthe time of refinancing. Alleghany and
its subsidiaries monitor the interest rate envireniio evaluate refinancing opportunities. For tiddal information regarding the long-term
debt of Alleghany and its subsidiaries, see "Firer€ondition."
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Other than one interest rate swap, Alleghany ctisreloes not use derivatives to manage market iateddst rate risks. In respect of the
interest rate swap, Alleghany is exposed to a trésti in the unlikely event of nonperformance hg swap counterparty.

Alleghany, through World Minerals and Heads & Thigaconducts certain business activities in foreiguntries. World Minerals minimizes
its exposure to the risk of foreign currency fluattan by, among other things, requiring its nondp@an subsidiaries to invoice their export
customers in U.S. dollars and causing its subsetiawhenever feasible, to declare and pay dividéndepatriate profits back to the U.S. in
U.S. dollars. Heads & Threads imports virtuallydlits fasteners, the costs of which are theredoitgect to fluctuations in foreign currency
and import duties. Alleghany does not believe thatoperations of World Minerals and Heads & Thsesubject Alleghany to a material risk
from foreign currency fluctuation.

The table below presents a sensitivity analysisli@ghany's debt securities and insurance compahgidiary debt that are sensitive to
changes in interest rates. Sensitivity analysitefined as the measurement of potential changatime earnings, fair values or cash flows of
market sensitive instruments resulting from onenore selected hypothetical changes in interess ater a selected time. In this sensitivity
analysis model, Alleghany uses fair values to mesgs potential change, and a +/- 200 basis paimge of change in interest rates to
measure the hypothetical change in fair value effittancial instruments included in the analysis.

The change in fair value is determined by calcnatiypothetical December 31, 2003 ending pricesdas yields adjusted to reflect a +/-
200 basis point range of change in interest rasparing such hypothetical ending prices to aauding prices, and multiplying the
difference by the par outstanding.

SENSITIVITY ANALYSIS

December 31, 2003

(in millions)
INTEREST RATE SHIFTS -200 -100 0 100 200
ASSETS
Debt securities $979. 2 $948.0 $917.3 $887.1 $857.9
Estimated change in value $ 61. 9 $307 $ - $(302) $(594)
LIABILITIES
Subsidiaries' debt fair value $167. 3 $166.7 $167.4 $168.7 $168.7
Estimated change in value $ (0. 1) $@07) $ - $ 06 $ 13

29



FORWARD -LOOKING STATEMENTS

"Management's Discussion and Analysis of Finarn€@idition and Results of Operations" and "Quartiaand Qualitative Disclosures
About Market Risk" contain disclosures which arenfard-looking statements. Forward-looking statermémtlude all statements that do not
relate solely to historical or current facts, aad be identified by the use of words such as "mayill," "expect," "project,” "estimate,"
"anticipate," "plan” or "continue." These forwambking statements are based upon Alleghany's duptens or expectations and are subject
to a number of uncertainties and risks that coigdificantly affect current plans, anticipated act and Alleghany's future financial condit
and results. These statements are not guarantéasiaf performance, and Alleghany has no spetifention to update these statements. The
uncertainties and risks include, but are not linhiie, those relating to conducting operations @opetitive environment and conducting
operations in foreign countries, effects of acdigniand disposition activities, adverse loss depelent for events insured by Alleghany's
insurance operations in either the current yearior years, general economic and political condii, including the effects of a prolonged
U.S. or global economic downturn or recession, gkann costs, including changes in labor costs,ggneosts and raw material prices,
variations in political, economic or other factsrgh as currency exchange rates, inflation ratesogssionary or expansive trends, chang
market prices of Alleghany's significant equity &@stments, tax, legal and regulatory changes, egteladbor disruptions, significant weather-
related or other natural or human-made disastepgaally with respect to their impact on losseAllghany's insurance subsidiaries, civil
unrest or other external factors over which Alleghhas no control, and changes in Alleghany's plstnategies, objectives, expectations or
intentions, which may happen at any time at Allegfediscretion. As a consequence, current plan&ipated actions and future financial
condition and results may differ from those expeess any forward-looking statements made by obemalf of Alleghany.
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CONSOLIDATED BALANCE SHEETS

Alleghany Corporation and Subsidiaries

December 31, 2003 and 2002
(in thousands, except share amounts)

ASSETS
Available for sale securities at fair value:

Equity securities (cost: 2003, $370,982;

2002, $239,669)

Debt securities (cost: 2003, $910,307; 2002, $570
Short-term investments

,973)

Cash

Notes receivable

Accounts receivable, net

Premium balances receivable

Reinsurance receivables

Ceded unearned premium reserves

Deferred acquisition costs

Property and equipment at cost,

net of accumulated depreciation and amortization
Inventory

Goodwill and other intangibles, net of amortization
Deferred tax assets

Other assets

LIABILITIES AND COMMON STOCKHOLDERS' EQUITY
Current taxes payable

Losses and loss adjustment expenses

Other liabilities

Reinsurance payable

Unearned premiums

Subsidiaries' debt

Deferred tax liabilities

Total liabilities
Preferred stock

(preferred shares authorized:

2003 and 2002 - 8,000,000;

preferred shares issued and outstanding: n
Common stockholders' equity:

(common shares authorized:

2003 and 2002 - 22,000,000;

common shares issued and outstanding

2003 - 7,494,345; 2002 - 7,409,282)

one)

See accompanying Notes to Consolidated Financa®ents.
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2003 2002
$ 620,754 $ 486,353
917,270 580,606
135,079 237,698
1,673,103 1,304,657
231,583 27,423
92,082 92,358
112,808 60,431
279,682 25,279
190,769 147,479
264,038 2,775
47,282 22,547
177,708 173,539
84,612 81,978
233,739 112,858
85,736 81,653
94,898 83,058
$3,568,040 $2,216,035
$ 49,605 $ 28,372
454,664 258,471
211,000 145,715
255,117 1,696
676,940 64,115
167,050 152,507
190,842 185,817
2,005,218 836,693
1,562,822 1,379,342
$3,568,040 $2,216,035




CONSOLIDATED STATEMENTS OF EARNINGS
Alleghany Corporation and Subsidiaries

Years ended December 31,

(in thousands, except per share amounts) 2003 2002 2001
REVENUES
Net fastener sales $ 113,277 $ 110,408 $ 119,038
Interest, dividend and other income 56,064 53,064 58,098
Net premiums earned 430,914 125,649 -
Net mineral and filtration sales 266,136 251,361 247,329
Net gain on sale of subsidiaries - - 522,422
Net gain on investment transactions 151,842 36,375 11,964
Total revenues 1,018,233 576,857 958,851
COSTS AND EXPENSES
Commissions and brokerage expenses 113,688 45,349 -
Salaries, administrative and
other operating expenses 86,473 74,504 80,197
Loss and loss adjustment expenses 250,202 100,508 -
Cost of goods sold-fasteners 88,163 82,162 96,472
Cost of mineral and filtration sales 199,148 184,685 187,022
Interest expense 5,514 6,545 13,790
Corporate administration 34,678 25,700 46,991
Total costs and expenses 777,866 519,453 424,472
Earnings from continuing operations,
before income taxes 240,367 57,404 534,379
Income taxes 77,989 2,591 103,816
Earnings from continuing operations 162,378 54,813 430,563

DISCONTINUED OPERATIONS
(Losses) from discontinued operations,

net of tax benefit - - (206,333)

Net earnings $ 162,378 $ 54813 % 224,230
BASIC EARNINGS PER SHARE OF COMMON STOCK:*

Continuing operations $ 2179 $ 736 $ 57.26

Discontinued operations - - (27.44)
Basic net earnings per share $ 2179 $ 736 $ 29.82
DILUTED EARNINGS PER SHARE OF COMMON STOCK:*

Continuing operations $ 2172 $ 730 $ 56.73

Discontinued operations - (27.19)
Diluted net earnings per share $ 2172 $ 730 $ 29.54

*Amounts reflect subsequent common stock dividends.
See accompanying Notes to Consolidated Financa¢®ents.
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CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKH OLDERS' EQUITY
Alleghany Corporation and Subsidiaries
Three Years Ended December 31, 2003

Accumulated

Other Total
Comm on Contributed Comprehensive Treasury Retained Stockholders'
(in thousands, except share amounts) Stoc k Capital Income Stock Earnings Equity
BALANCE AT DECEMBER 31, 2000 $ 7 497 $ 489,647 $ 180,481 ($ 78,210) $ 565,659 $1,165,074
(7,956,643 shares of common
stock issued;
453,464 in treasury)*
ADD (DEDUCT):
Net earnings - - - - 224,330 224,330
Other comprehensive income,
net of tax:
Translation loss - - (2,437) - - (2,437)
Minimum pension liability - - (105) - - (105)
Change in unrealized appreciation
of investments, net - - 5,777 - - 5,777
Comprehensive income - - 3,235 - 224,330 227,565
Common stock dividend - 2,479 - 26,036 (28,618) (103)
Other, net 17 3,211 - (5,182) - (1,954)
BALANCE AT DECEMBER 31, 2001 7 ,514 495,337 183,716 (57,356) 761,371 1,390,582
(7,817,199 shares of common
stock issued; 320,193 in treasury)
ADD (DEDUCT):
Net earnings - - - - 54,813 54,813
Other comprehensive loss, net of tax:
Translation gain - - 5,790 - - 5,790
Minimum pension liability - - (3,888) - - (3,888)
Change in unrealized appreciation
of investments, net - - (44,384) - - (44,384)
Comprehensive income - - (42,482) - 54,813 12,331
Common stock dividend - 238 - 26,355 (26,685) (92)
Other, net - (1,520) - (21,959) - (23,479)
BALANCE AT DECEMBER 31, 2002 7 514 494,055 141,234 (52,960) 789,499 1,379,342
(7,663,921 shares of common
stock issued; 254,639 in treasury)
ADD (DEDUCT):
Net earnings - - - - 162,378 162,378
Other comprehensive income,
net of tax:
Translation gain - - 12,679 - - 12,679
Minimum pension liability - - (108) - - (108)
Change in unrealized appreciation
of investments, net - - (628) - - (628)
Comprehensive income - - 11,943 - 162,378 174,321
Common stock dividend - (2,125) - 26,685 (24,639) (79)
Other, net - (6,366) - 15,604 - 9,238
BALANCE AT DECEMBER 31, 2003 $ 7 514 $ 485564 $ 153,177 $ (10,671) $ 927,238  $1,562,822

(7,513,648 shares of common
stock issued; 19,303 in treasury)

*Amounts reflect subsequent common stock dividends.
See accompanying Notes to Consolidated Financidt®ents.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Alleghany Corporation and Subsidiaries

(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES

Earnings from continuing operations
Adjustments to reconcile net earnings
to cash provided by (used in) operations:
Depreciation and amortization
Net gain on investment transactions
and sales of subsidiaries
Tax benefit on stock options exercised
Other changes, net
Decrease (increase) in accounts receivable
(Increase) decrease in inventories
Decrease (increase) in other assets
including goodwiill
Increase in reinsurance receivable
Increase in premiums receivable
Increase in ceded unearned premium reserves
Increase in deferred acquisition costs
Increase (decrease) in other liabilities
and current taxes
Increase in unearned premiums
Increase in losses and loss adjustment
expenses

Net adjustments
Net cash provided by operations

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments
Sales of investments
Purchases of property and equipment
Net change in short-term investments
Other, net
Acquisition of insurance companies,
net of cash acquired
Proceeds from the sale of subsidiaries,
net of cash disposed

Net cash provided by (used in)
investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Principal payments on long-term debt

Proceeds of long-term debt

Treasury stock acquisitions

Net cash provided to discontinued operations
Other, net

Net cash provided by (used in)
financing activities

Net increase in cash
Cash at beginning of year

Cash at end of year

Years Ended December 31

2003 2002
$ 162,378 $ 54,813
29,886 18,545
(151,842) (36,375)
4,267 1,188
(47,432) 21,974
1,417 (28,549)
(147) 10,809
612 (4,912)
76,264 34,727
(271,008) -
(308,843) 266
(30,601) -
100,839 (31,537)
657,406 6,141
199,987 (8,215)
263,805 (15,938)
426,183 38,875
(1,451,746) (885,410)
756,517 503,652
(13,990) (13,851)
493,321 581,315
94,189 65,811
(109,244) (221,056)
(230,953) 30,461
(49,104) (43,124)
63,943 13,775
(287) (28,731)
(5,622) 450
8,930 (57,630)
204,160 11,706
27,423 15,717
$ 231,583 $ 27,423

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash paid during the year for:
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19,742

(234,284)
816
(4,869)
12,137
31,235

7,198

(93,784)
110,303
(12,034)
(448,385)
(6,941)

529,116

(77,296)
29,723
(12,576)
(344,915)
(9,083)



Interest $ 4,408 $ 3914 $ 13,920
Income taxes $ 41,886 $ 46,529 $ 5,343

See accompanying Notes to Consolidated Financidt®ents.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Alleghany Corporation and Subsidiaries

1. SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

a. PRINCIPLES OF FINANCIAL STATEMENT PRESENTATION.

Alleghany Corporation, a Delaware corporation (&§lhany", or together with its subsidiaries, therffpany"), owns Alleghany Funding
Corporation ("Alleghany Funding"); World Mineralsd. ("World Minerals"); Alleghany Properties,InCAPI"); Alleghany Insurance
Holdings LLC ("AIHL") and Heads & Threads Intermatial LLC ("H&T"). Alleghany also owned UnderwriteRe Group, Inc.
("Underwriters Re Group") until May 10, 2000, Alleny Asset Management, Inc. ("Alleghany Asset Managnt") until February 1, 2001,
Alleghany Underwriting Holdings Ltd ("Alleghany Urdnriting") until November 5, 2001.

On May 10, 2000, Alleghany completed the sale ofiéhriters Re Group to Swiss Re America Holdingpgooation. AIHL retained
Underwriters Re Group's subsidiary Alleghany Undéimg at the time of the sale of Underwriters R @. On November 5, 2001, AIHL
completed the sale of Alleghany Underwriting tobicalHoldings Ltd. Underwriters Re Group and Allegh&nderwriting have been
classified as discontinued operations for all p#sipresented.

On February 1, 2001, Alleghany Asset Managemengeteinto a wholly owned subsidiary of ABN AMRO Normerica Holding
Company. Alleghany Asset Management has been fitabais discontinued operations for all periodspreed.

On January 4, 2002, Alleghany completed the adiprsof Capitol Transamerica Corporation ("Capifohnsamerica") for a total purchase
price of approximately $182.0 million, of which $33nillion was allocated to goodwill and $26.3 moill was allocated to intangibles.
Contemporaneous with the acquisition of CapitolnBeamerica, Alleghany purchased Platte River Insig&@ompany ("Platte River") for a
total purchase price of approximately $40.0 milliohwhich $8.3 million was allocated to intangible

On July 1, 2003, AIHL completed the acquisitiorREsurgens Specialty Underwriting, Inc. ("Resurgepscialty”), a specialty wholesale
underwriting agency, from Royal Group, Inc., a sdiasy of Royal & Sun Alliance Insurance Group PIR&SA"), for cash consideration,
including capitalized expenditures, of approximatl116.0 million. In connection with the acquisitiof Resurgens Specialty, on June 30,
2003, RSUI Group, Inc. acquired RSUI Indemnity Camp ("RIC") to write admitted business underwritnResurgens Specialty, from
Swiss Re America Holding Corporation for cash cdesation of approximately $19.7 million. On SeptemB, 2003, RIC purchased
Landmark American Insurance Company to write nomittdd business underwritten by Resurgens Specfait;n R&SA for cash
consideration of $33.9 million. As a result of taegquisitions, AIHL allocated $21.9 million to gbwill and $102.9 million to intangible
assets. AIHL's results of operations include RemusdgSpecialty's results from July 1, 2003.

In March 2003, AIHL established a new specialtpility insurance underwriting company, Darwin Pisdg®nal Underwriters, Inc.
("Darwin"). AIHL owns 80 percent of the currentlutstanding shares of common stock of Darwin. Tineaiaing 20 percent of the shares of
common stock of Darwin were awarded to membersasfiih's management under a restricted stock plan.
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The accompanying consolidated financial statemigate been prepared in accordance with accountingiples generally accepted in the
United States of America and include the accouhts@Company. All significant inter-company itetmsve been eliminated in consolidation.

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptions. &isates and assumptions affect the reported reisiofl assets and liabilities and
disclosure of contingent assets and liabilitiehatdate of the financial statements, as well aséported amounts of revenues and expenses
during the reporting period. Actual results couiifledd from those reported results to the extent thase estimates and assumptions prove to
be inaccurate.

b. INVESTMENTS.

Investment securities consist of equity securitiieht securities and short-term investments. Thagamy classifies its marketable equity
securities and debt securities as available fa. &bt securities consist of securities with atialhmaturity of more than one year. Such
securities include U.S. Treasury, Federal Natidhaitgage and Federal Home Loan Mortgage notes.t$&on investments include
commercial paper, certificates of deposit, moneyketanstruments and any fixed maturity with ariadimaturity of one year or less.

At December 31, 2003 and 2002, available for sedeisties are recorded at fair value. Unrealizedgjand losses, net of the related tax e
applicable to available-for-sale securities, ard@ed from earnings and reported in compreherian@me and reported as a separate
component of common stockholders' equity untiliveal. A decline in the fair value of an availabde $ale security below its cost that is
deemed other-than-temporary is charged to earnings.

Realized gains and losses on investments are datmiran the specific identification method.

At December 31, 2003 and 2002, the Company hadectrations of market risk in its holdings of theugy securities of the Burlington
Northern Santa Fe Corporation of $258.8 million &4d 1.8 million, respectively, and of CIGNA Corptioa of $207.4 million and $0.
million, respectively.

c. PROPERTY AND EQUIPMENT.

Depreciation of buildings and equipment and amatidn of leasehold improvements are principallycakdted using the straight-line method
over the estimated useful life of the respectivaetsor the life of the lease, whichever is less.

d. DERIVATIVE FINANCIAL INSTRUMENTS.

The Company has only limited involvement with dative financial instruments and does not use thmmtréding purposes. The Company
enters into interest rate swaps for purposes ofexbimg variable interest rate exposure to a fisetd and to match interest expense with
interest income. Interest rate swaps are accodoteats a hedge of the obligation. Interest expénsecorded using the revised interest rate.
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e. DEFERRED ACQUISITION COSTS.

Acquisition costs related to unearned premiumsyhat with, and are directly related to, the praéureof such premiums (principally
commissions, premium taxes, compensation and nartaderwriting expenses) are deferred. Deferrediaitiipn costs are amortized to
expense as the related premiums are earned. DibBgqaiisition costs are periodically reviewed ttedaine their recoverability from future
income, including investment income, and if anyhsoosts are determined to be not recoverable tteegharged to expense. Deferred
acquisition costs amortized to expense in 20032002 were $43.0 and $6.2 million, respectively.

f. PREMIUMS.

Premiums are recognized as revenue on a pro-rata tzer the term of an insurance policy. Uneaprethiums represent the portion of
premiums written which are applicable to the uneegbterms of insurance policies in force.

Premium balances receivable are reported net aflawance for estimated uncollectible premium antsuGeded premiums are charged to
income over the applicable term of the variouss@iance contracts with third party reinsurers.

g. LOSS RESERVES.

The reserves for losses and loss adjustment expesgresent management's best estimate of theatdtioost of all reported and unreported
losses incurred through the balance sheet dataahudle: (i) the accumulation of individual estiraatfor claims reported on direct business
prior to the close of an accounting period; (iliraates received from reinsurers with respect pored claims which have been reinsured;
(iii) estimates for incurred but not reported claibrased on past experience modified for currentiseand (iv) estimates of expenses for
investigating and settling claims based on paste&pce. The reserves recorded are based on estinesulting from the review process, and
differences between estimates and ultimate paynasatseflected as an expense in the statementhga in the period in which the
estimates are revised.

h. REINSURANCE.

AIHL follows the customary practice of reinsuringtlivother companies the loss exposures on busitsissurance operators have written.
This practice allows AIHL's insurance operationsliteersify their business and write larger policiehile limiting the extent of its primary
maximum net loss. Reinsuring loss exposures doeeheve AIHL's insurance operations from theitigations to policyholders. AIHL's
insurance operations remains liable to their pbladgters for the portion reinsured to the extent #mgy reinsurer does not meet the obligations
assumed under the reinsurance agreements. To r@itaiexposure to losses from a reinsurer's iibdl pay, AIHL and its insurance
operations periodically evaluate the financial gbad of their reinsurers.

In connection with the Company's acquisitions @fttel River in 2002 and Landmark in 2003, the selbemtractually retained through
reinsurance agreements the obligation to pay di®fosses and loss adjustment expenses of Rliatte and Landmark in existence at the
date of acquisition. Accordingly, AIHL recorded ha reinsurance receivable and a loss reserve
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liability in the amount of $181.3 million at therte it acquired Platte River and approximately $16illion at the time it acquired Landmark.
Such reinsurance receivables and loss reservétlegbmay change when losses are reported bugxgected to decline over time as losse
paid. Such amounts were $92.0 million for PlatteeRiand $37.3 for Landmark at December 31, 200D &dember 31, 2002 the amount for
Platte River was $142.5 million.

Reinsurance receivables (including amounts refmethims incurred but not reported) and prepaiidsigance premiums are reported as
assets. Ceded premiums are charged to incomelwapplicable terms of the various reinsuranceraotg with third party reinsurer.
Reinsurance contracts that do not result in a redse possibility that the reinsurer may realizigaificant loss from the insurance risk
assumed and that do not provide for the transfeigsifificant insurance risk generally do not méet ¢onditions for reinsurance accounting
and are accounted for as deposits.

i. INCOME TAXES.

The Company files a consolidated federal incomeatxrn with its domestic subsidiaries. Deferreddasets and liabilities are recognized for
the future tax consequences attributable to diffees between the financial statement carrying atnafuexisting assets and liabilities and
their respective tax bases and operating lossandréedit carryforwards. Deferred tax assets adulliies are measured using enacted tax
rates expected to apply to taxable income in tlaesymn which those temporary differences are exguketd be recovered or settled. The effect
on deferred tax assets and liabilities of a chandax rates is recognized in income in the pethat includes the enactment date.

j. ACCOUNTS RECEIVABLE.
Accounts receivable consist of receivables, netllofvances.
k. INVENTORY.

Inventories are stated at the lower of cost or maikost is computed using either the last int g (LIFO) method, the first in, first out
(FIFO) method or the average cost.

|. REVENUE RECOGNITION.

Revenue is recognized either upon shipment or ugogipt of goods by the customer depending uportheh¢he contractual sales terms are
Freight-on-board ("FOB") shipping point or FOB deation, respectively.

m. CASH.
For purposes of the consolidated statements offtash, cash includes only funds on deposit whihavailable for immediate withdrawal.
n. NET EARNINGS PER SHARE OF COMMON STOCK.

Net earnings per share of common stock are bas#teaverage number of shares of Alleghany comrtawk $utstanding during the yee
ended December 31, 2003, 2002, and 2001, respgctageadjusted for stock dividends. The averagebmr of shares of common stock
outstanding, as adjusted for stock dividends, w&5(625 in 2003, 7,448,058 in 2002, and 7,519i02D01.
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0. STOCK OPTION PLANS.

The Company follows Statement of Financial AccoumtStandards No. 123 (SFAS 123), "Accounting factBased Compensation
Transition and Disclosure." SFAS 123 establishesacting and reporting standards for stock-basegul@me compensation plan, and allows
companies to choose between the "fair value basgtkdad of accounting” as defined in SFAS 123 andititensic value based method of
accounting" as prescribed by Accounting Princifdeard Opinion No.

25 (APB 25), "Accounting for Stocks Issued to Enygles.” The Company has elected to continue toviollee "intrinsic value based method
of accounting" for awards granted prior to 2003 andordingly no expense is recognized on stoclonmjrants. Effective January 1, 2003,
the Company adopted the "fair value based methedafunting” of SFAS 123, using the prospectivesition method for awards granted
after January 1, 2003.

The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optidcirg model with the following weighted-
average assumptions: no cash dividend yield foyealts; expected volatility of 18 percent for ahys; risk-free interest rates ranging from
2.58 to 3.72 percent; and expected lives of seeamnsy

Had compensation cost for the Company's two sta@deth compensation plans been determined basee fairtialue at the grant date for
awards under those plans consistent with the meth&8FAS 123, the Company's net earnings and egsmiar share would have changed to
the pro forma amounts indicated as follows:

2003 2002 2001
Net earnings As reported $162,378 $54,813 $224,230
Pro forma $161,905 $53,109 $225,927
Basic earnings
per share Asreported $ 21.79 $ 7.36 $ 29.82
Proforma $ 21.73 $ 7.13 $ 30.05

p. GOODWILL AND OTHER INTANGIBLE ASSETS.

Effective January 1, 2002, the Company adopted FA&Bements of Financial Accounting Standards Ma.(BFAS 141), "Business
Combinations," and No. 142 (SFAS 142), "Goodwill @ther Intangible Assets.”" Upon adoption, the Canypstopped amortizing goodwiill
and certain intangible assets with an indefinitefuidife created by business combinations accalifdeusing the purchase method of
accounting. Instead, goodwill and intangible asdetsmed to have an indefinite useful life are stitijean annual review for impairment.
Other intangible assets that are not deemed to dravedefinite useful life will continue to be antimed over their useful lives.

g. RECLASSIFICATION.
Certain prior year amounts have been reclassifietform to the 2003 presentation.
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r. RECLAMATION COSTS.

On January 1, 2003, the Company adopted Staterh&ntancial Accounting Standards No. 143 (SFAS 148fcounting for Asset
Retirement Obligations." SFAS 143 requires thatf#tievalue of a liability for an asset retiremeniiigation be recognized in the period in
which it is incurred if a reasonable estimate af ¥alue can be made. The associated asset retitarosts are capitalized as part of the
carrying amount of the long-lived asset and amedtiaver its useful life. In addition, the retirerhebligation is discounted and accretion
expense is recognized. As such, a provision has eéstablished for the present value of estimateddicosts of site reclamation relating to
final reclamation at each site. The provision isdzhon engineering estimates of the anticipatetiodetnd extent of site reclamation required
to meet regulatory requirements. The provisiorrémtamation costs is subject to review by manageémem regular basis and is revised
periodically for changes in future estimated castd/or regulatory requirements. The provision &mlamation costs is subject to review by
management on a regular basis and is revised pealtydchanges in future estimated costs and/ouleggry requirements. The adoption of
SFAS 143 did not have a material impact on the Goms consolidated financial condition or resuftserations.

Ss. RECENTLY ADOPTED ACCOUNTING STANDARDS.

In December 2003, FASB Statement No. 132 (revis&ihployers' Disclosures about Pensions and Otbstr&tirement Benefits," was
issued. Statement 132 (revised) prescribes empdagisclosures about pension plans and other piostnent benefit plans; it does not cha
the measurement or recognition of those plans.Sthtement retains and revises the disclosure mmeints contained in the original
Statement 132. It also requires additional disalesabout the assets, obligations, cash flowsnahgeriodic benefit cost of defined benefit
pension plans and other postretirement benefitsplahe Statement generally is effective for fisadrs ending after December 15, 2003. The
Company's disclosures in note 11 incorporate thairements of Statement 132 (revised).

In December 2003, the Financial Accounting Stansl&aiard (FASB) issued Revised Interpretation No(FI8l 46R), "Consolidation of
Variable Interest Entities." FIN 46R clarifies thpplication of Accounting Research Bulletin No. B2onsolidated Financial Statements," to
certain entities in which equity investors do navé the characteristics of a controlling finanai¢rest or do not have sufficient equity at |
for the entity to finance its activities withoutditlonal subordinated financial support. FIN 46Ra@tes entities into two groups: (1) those
which voting interests are used to determine catatdbn and (2) those for which variable interests used to determine consolidation. FIN
46R clarifies how to identify a variable interestigy (VIE) and how to determine when a businegemgmise should include the assets,
liabilities, noneontrolling interests and results of activitiesad?IE in its consolidated financial statements.olnpany that absorbs a majol
of a VIE's expected losses, receives a majority GfE's expected residual returns, or both, igifmmary beneficiary and is required to
consolidate the VIE into its financial statemei 46R also requires disclosure of certain infaiorawhere the reporting company is the
primary beneficiary or holds a significant variabiéerest in a VIE (but is not the primary benefig).

FIN 46R is effective for public companies that haverests in variable interest entities (“VIEsl)pmtential VIEs (commonly referred to as
special-
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purpose entities) for periods ending after DecemBe2003. Application by public companies foraher types of entities is required for
periods ending after March 15, 2004. The Comparsychasen to adopt FIN 46R effective December 30320

The adoption of FIN 46R did not have a materialaetpn the Company's consolidated financial comwlitir results of operations as there
were no VIEs identified which required consolidatidhe Company holds interests in hedge fund imvests totaling $11.1 million that are
accounted for under the equity method of accourdimfjare included in debt securities in the codatdid balance sheet. The Company does
not have any unfunded commitments associated hétbet hedge fund investments, and its exposuressdddimited to the investment
carrying amounts reported in the consolidated lr@laheet.

Effective December 31, 2003, the Company adopté@dr E$sue 03-01 (EITF 03-01), "The Meaning of Otliaan-Temporary Impairment ai
Its Application to Certain Investments." EITF 034@HQuires that certain quantitative and qualitatliszlosures be made for debt and
marketable equity securities classified as avadldbi-sale that are impaired at the balance shaetlaut for which an other-than-temporary
impairment has not been recognized. The Companwdded the applicable disclosure information irertot

As discussed in note p (Goodwill and Other Intatgghssets), the Company adopted SFAS 142 in 2082atordingly, stopped amortizing
goodwill on January 1, 2002. Net income and easp®y share adjusted to exclude goodwill amortragixpense for the year ended
December 31, 2001 is as follows:

2001
Net earnings $224,230
Amortization of goodwill (net of tax) 6,825
Adjusted net earnings $231,055

Basic Earnings per share as reported $ 29.82
Basic Earnings per share pro forma $ 30.73
Diluted Earnings per share as reported $ 29.54
Diluted Earnings per share pro forma $ 30.44

During 2003, the Company performed the impairmeststusing the fair value approach required by SEA%S Based on these tests, there
was no impairment to goodwill or intangible assaties during 2003.

t. STATUTORY ACCOUNTING PRACTICES.

The Company's insurance subsidiaries, domicilaacjally in the States of New Hampshire, Delawaré Wisconsin, prepare statutory
financial statements in accordance with the acéogmractices prescribed or permitted by the insceadepartments of the states of domicile.
Prescribed statutory accounting practices are thosaices that are incorporated directly or berefice in state laws, regulations, and gel
administrative rules applicable to all insuranceegsrises domiciled in a particular state. Perrdigtatutory accounting practices include
practices not prescribed by the domiciliary sthte,allowed by the domiciliary state regulatoryharity. The impact of any permitted
accounting practices on statutory surplus of thenany is not material.
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u. IMPAIRMENT OF LONG-LIVED ASSETS AND LONG-LIVED ASETS TO BE DISPOSED OF.

Statement of Financial Accounting Standards No.(BHAS 144), "Impairment of Long-Lived Assets armhf-Lived Assets to be Disposed
Of" provides a single accounting model for longetivassets to be disposed of. SFAS 144 also chémgesiteria for classifying an asset as
held for sale, broadens the scope of businesdss disposed of that qualify for reporting as digoared operations and changes the timing of
recognizing losses on such operations. The Compdogted SFAS 144 on January 1, 2002. As a resthieo€ompany's analysis, certain
assets were written down by $0.9 million in 2008 &t.2 million in 2002 to their fair value.

Prior to the adoption of SFAS 144, the Company anted for longlived assets in accordance with SFAS 121, "Accawgntor Impairment o
Long-Lived Assets and for Long-Lived Assets to Befgased Of."

2. INVESTMENTS

Available for sale securities at December 31, 2888 2002 are summarized as follows (in thousands):

2003
Amortized Gross Gross
Cost Unrealized Unrealized Fair
CONSOLIDATED or Cost Gains Losses Value
Equity securities $ 370,982 $ 249,785 $ (13) $ 620,754
Debt securities 910,307 9,808 (2,845) 917,270
Short-term investments 135,079 - - 135,079
$1,416,368 $ 259,593 $ (2,858) $1,673,103
INDUSTRY SEGMENT
Property and
casualty insurance  $1,186,052 $ 87,983 $ (2,845) $1,271,190
Mining and filtration 1,234 - - 1,234
Corporate activities 229,082 171,610 (13) 400,679
$1,416,368 $ 259,593 $ (2,858) $1,673,103
2002
Amortized Gross Gross
Cost Unrealized U nrealized Fair
Consolidated or Cost Gains Losses Value

Equity securities $239,669 $ 249,328 $
Debt securities 570,973 10,468
Short-term investments 237,698 -

INDUSTRY SEGMENT
Property and

casualty insurance $ 306,715 $ 55,327 $
Mining and filtration 1,345 -
Corporate activities 740,280 204,469
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(2,644) $ 486,353
(835) 580,606
- 237,698

(3,479) $1,304,657

(3,393) $ 358,649
- 1,345
(86) 944,663

(3,479) $1,304,657




The amortized cost and estimated fair value of deburrities at December 31, 2003 by contractualiritpiare shown below (in thousands).
Expected maturities will differ from contractual tugties because borrowers may have the right icoc@repay obligations with or without
call or prepayment penalties.

Amortized F air
Cost \% alue

Short-term investments

due inone yearorless $ 135,079 $ 135,079
Mortgage-backed securities 67,209 67,217
Debt securities

due within one year 127,493 127,468

due one through five years 343,918 346,513

due five through ten years 194,023 195,816

due after ten years 177,664 180,256
Equity securities $ 370,982 620,754

$1,416,368 $1, 673,103

The proceeds from sales of available-for-sale séesivere $756.5 million, $503.7 million, and $13@nillion in 2003, 2002, and 2001,
respectively. Gross realized gains and gross eghlizsses of available-for-sale securities werd$lLBillion and $7.5 million, $48.1 million
and $11.7 million, and $14.6 million and $2.6 naitliin 2003, 2002, and 2001, respectively.

Interest, dividend and other income is comprisefbbews (in thousands):

2003 2002 2001
Interest $22,549 $24,691 $43,511
Dividends 14,522 10,944 8,968
Other 18,993 17,429 5,619

$56,064 $53,064 $58,098

During 2003, 2002, and 2001, Alleghany had avadldbt-sale securities that were trading below cbise Company determined that these
declines were other-than-temporary and, accordjnmglyorded a loss provision of approximately $0idion, $1.5 million, and $2.6 millions
respectively, for these investments.

An investment in a debt or equity security is inmpdiif its fair value falls below its book valuedathe decline is considered to be other-than-
temporary. Factors considered in determining whedhgecline is other-than-temporary include thgtbrof time and the extent to which fair
value has been below cost; the financial conditind near-term prospects of the issuer; and the @oygpability and intent to hold the
investment for a period of time sufficient to alléer any anticipated recovery. A debt securitynipaired if it is probable that the Company
will not be able to collect all amounts due undher $ecurity's contractual terms. Equity investmantsimpaired when it becomes apparent
that the Company will not recover its cost overéfpected holding period. Further, for securitiggezted to be sold, an other-th@mporan
impairment charge is recognized if the Company am¢®xpect the fair value of a security to recahercost prior to the expected date of
sale.
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The gross unrealized investment losses and refatiedalue for fixed maturities and equity secedtiat December 31, 2003 were as follows:

Fair Gross
(in millions) Value Unrealized Lo sses

Fixed maturities

US GOVERNMENT OBLIGATIONS

Less than 12 months $139,252 $ 1 ,595)
More than 12 months $ -9 -
MORTGAGE-BACKED SECURITIES-

Less than 12 months $18,938 $ (276)
More than 12 months $ -3 -
STATE MUNICIPALS AND

POLITICAL SUBDIVISIONS

Less than 12 months $103,774 $ (607)
More than 12 months $ 221 % (44)
CORPORATE BONDS AND OTHER

Less than 12 months $46,757 $ (322)
More than 12 months $ 22% (1)

TOTAL FIXED MATURITIES

Less than 12 months $308,721 $ (2 ,800)
More than 12 months $ 243 % (45)

EQUITY SECURITIES
Less than 12 months $ 2272 % (13)

More than 12 months $ -3 -
TOTAL TEMPORARILY IMPAIRED

SECURITIES

Less than 12 months $310,993 $ 2 ,813)
More than 12 months $ 243 % (45)
Total $311,236 $ 2 ,858)

At December 31, 2003, the cost of 109 investmanfixéd maturity securities exceeded fair valueerBhwere no individual securities with
material unrealized losses at December 31, 2003.

3. NOTES RECEIVABLE

Notes receivable are primarily comprised of a $9ilion note due January 2007 bearing interest r@te equal to the -day commercial
paper rate plus 0.0625 percent.

4. INVENTORY
Inventories at December 31, 2003 and 2002 are suirgdaas follows (in thousands):

2003 2002

Finished goods $65,937 $64,719
Work in process 5,509 4,638
Raw material 13,166 12,621

5. REINSURANCE

In the ordinary course of business, AIHL cedesswiance for purposes of risk diversification amdaiting maximum loss exposure to
catastrophic events. If
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the assuming reinsurers are unable to meet thgatigihs assumed under these agreements, AIHL wenidin liable. Reinsurance
receivables at December 31, 2003 and 2002 corfdis¢ dollowing (in thousands):

2003 2002
Reinsurance recoverable on paid losses $ 12,067 $ 2,713
Ceded outstanding losses
and loss adjustment expenses $178,702 $ 144,766

The following table indicates property and casuplgmiums written and earned for the years endexmber 31, 2003 and 2002 (in
thousands):

2003 Written Earned

Premiums direct $742,436 $262,045
Premiums assumed $432,091 $275,911
Premiums ceded  $402,052 $107,042

2002 Written Earned

Premiums direct $145,497 $140,340
Premiums assumed $ 3,009 $ 2,025
Premiums ceded $ 16,982 $ 16,716

The Company has geographic exposure to catasttopbes in certain areas of the country. Catastophe be caused by various natural and
manimade events including hurricanes, earthquakestanddos. The incidence and severity of catast®phe inherently unpredictable. T
extent of losses from a catastrophe is a functfdroth the total amount of insured exposure inatea affected by the event and the severity
of the event. Most catastrophes are restrictedhtlggeographic areas; however, hurricanes, eaatteg) and windstorms may produce
significant damage in heavily populated areas. Campany generally seeks to reduce its exposuratésitophes through individual risk
selection and the purchase of catastrophe reinsgiran

The Terrorism Risk Insurance Act of 2002 was sigiméal law in November 2002. This temporary legisiatremains in effect until Decemt
31, 2004, and requires insurers to offer coveragedrtain types of terrorist acts in their comniarproperty and liability insurance policies,
and establishes a federal program to reimburseerstor a portion of losses so insured.

6. LIABILITY FOR LOSSES AND LOSS ADJUSTMENT EXPENSE

Activity in the liability for losses and loss adfosent expenses in 2003 and 2002 is summarizedlas$a(in thousands):

2003 2002

Balance at January 1 $258,471 $ -
Reserves acquired 14,573 266,688
Less reinsurance receivables 159,766 179,512
Net balance 113,278 87,176
Incurred related to:

Current year 229,519 82,639

Prior years 20,683 17,869
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Total incurred 250,202 100,508

Paid related to:

Current year 40,122 28,562
Prior years 47,396 45,417
Total paid 87,518 73,979

Net balance at December 31 275,962 113,705
Plus reinsurance recoverables 178,702 144,766

Balance at December 31 $454,664 $258,471

The increase in liability for loss and loss adjusitinexpenses in 2003 was primarily due to the aiipn of Resurgens Speciality, RIC and
Landmark.

The estimated loss and loss adjustment expensetafors arising in prior years was a net unfavaratgvelopment of $20.6 million primari
due to the strengthening of Capital Transameriegsrves in connection with assumed reinsuranagyteisiness written by one of its
subsidiaries between 1969 and 1976.

7. DEBT

Total debt at December 31, 2003 and 2002 is suraehds follows (in thousands):

2003 2002
LONG-TERM DEBT
ALLEGHANY PROPERTIES
Senior notes at 6.83%, due through 2004 $ - $8,000
ALLEGHANY FUNDING
Notes payable at 2.1% to 2.8% due 2007 80,000 80,000
WORLD MINERALS
Revolving credit line at
LIBOR + 1% to 1.25% due through 2003 - 39,000
Revolving credit line at
LIBOR + 1.5% to 2.0% due through 2007 56,000 -
Other loans at 4.80% to 7.0%,
due through 2011 1,287 1,305
HEADS & THREADS
Bankers acceptance at 7.37% to 8.15%
due through 2003 - 12,253
Revolving credit line at
prime less 0.5% due 2006 18,050 -
Capital lease obligations - 8
1 55,337 140,566
SHORT-TERM DEBT
ALLEGHANY PROPERTIES
Senior notes at 6.83%, due through 2004 $ 8,000 8,000
WORLD MINERALS
Bank of China term loan at 6.37% due 2004 2,356 2,356
Other loans due through 2004 93 317
Industrial & Commercial
Bank of China 6.37% due 2004 1,262 1,268
Head & Threads
Capital lease obligations 2 -
11,713 $11,941
$1 67,050 $152,507
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Upon cancellation in June 2002 of its five-year 86d-day revolving credit agreements with a bartkred into in November 2000,
Alleghany entered into three-year and 364-day ramglcredit agreements with a bank syndicate whicivide commitments for revolving
credit loans in an aggregate principal amount &2 million. In June 2003, the 364-day revolvimgdit agreements was amended and
renewed and the three-day credit agreement wasvezhe

At Alleghany's option, borrowings under the revalyicredit agreements bear interest at a rate lmas#te prevailing rates for dollar deposits
in the London interbank market or the greater effédderal funds rate and the administrative agank's prime rate plus applicable margins.
No amounts were outstanding at 2003 and 2002 yehrlecommitment fee of 1/4 of 1 percent per anmirthe unused commitment
charged. The revolving credit agreements requiteghlany, among other things, to maintain tangileteworth not less than $1.09 billion,
limit the amount of certain other indebtedness, maghtain certain levels of unrestricted liquidetss Such agreements also contain
restrictions with respect to mortgaging or pledgamy of Alleghany's assets and the consolidatiomenger with any other corporation. At
December 31, 2003 the Company was in full compéanith these requirements and restrictions.

On December 11, 1998, Alleghany Properties issd€dnillion of 6.83 percent senior notes due throR@84. The notes are being repaid in
five equal annual principal amortization payments.

Alleghany Funding's notes are primarily secure@!$91.5 million installment note receivable. Allegly Funding has entered into a related
interest rate swap agreement with a notional amo$86.2 million for the purpose of matching irgsr expense with interest income. This
swap is pay variable, receive variable. Alleghaopding pays a variable rate equal to the one momttmercial paper rate plus 0.0625
percent and receives a variable rate equal tchtiee thonth LIBOR rate plus 0.375 percent. The savafures on January 22, 2007. Allegh
Funding is exposed to credit risk in the unlikelet of nonperformance by the swap counter-partg. Company monitors the credit rating
of the swap counter-party.

In March 1999, World Minerals entered into a cregjteement with several banks which, as amendedidad for a commitment for
revolving credit loans and/or letters of crediaimaggregate principal amount of $120 million. Saedit agreement matured in March 2003
and was replaced by a new credit agreement pray®:®0 million of credit. As of December 31, 20836.0 million of long term
indebtedness was outstanding under World Minecedslit facility. World Minerals also had $0.6 milii of letters of credit outstanding at
December 31, 2003. The aggregate available lomg4b@rrowing and letter of credit amount as of Deben81, 2002 was $80.6 million.

In December 2001, Heads & Threads entered inteditaigreement with two banks which provided al totaip to $28.0 million of revolving
credit loans. In April 2003, this credit agreemexpired and was replaced by a new credit agreewigimbne bank providing for up to $30.0
million of revolving credit loans. At December 2003, $18.1 million of revolving credit loans weratstanding. At December 31, 2002,
$12.3 million of revolving credit loans and capitedses were outstanding.

Regarding the Company's interest rate swaps, thadtof Alleghany's hedging activities has beeimt¢oease (decrease) its weighted average
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borrowing rates by ( 0.7) percent, (4.3) percend, ¢&.0) percent, and to increase (decrease) exporterest expense by $(0.5) million, $(2.1)
million, and $(1.9) million for the years ended 20Q002, and 2001, respectively.

Scheduled aggregate annual maturities of debtaon ef the next five years and thereafter are kmifs (in thousands):

2004 $ 11,852

2005 150
2006 18,210
2007 136,168
2008 180

Thereafter 490

8. INCOME TAXES
Income tax expense (benefit) from continuing openatconsists of the following (in thousands):

Federal State Foreign Total

2003
Current $77,711 $(3,017) $10,730 $ 85,424
Deferred  (5,711) (1,423) (301) (7,435)

$ 72,000 (4,440) 10,429 77,989

2002
Current $(18,229) $(3,538) $ 9,259 $(12,508)
Deferred 13,647 1,715 (263) 15,099

$(4,582) $(1,823) $8,996 $ 2,591

2001
Current $ 30,130 $50,434 $7,640 $ 88,204
Deferred 17,236 (1,421) (203) 15,612

$47,366 $49,013 $7,437 $103,816

Earnings from continuing operations, before incdanes, includes $25.6 million, $23.0 million, $2indlion from foreign operations in
2003, 2002, and 2001, respectively.

The difference between the federal income taxaatethe effective income tax rate on continuingragiens is as follows:

2003 2 002 2001
Federal income tax rate 35.0% 3 5.0% 35.0%
Goodwill amortization - - 0.1
Income subject to

dividends-received deduction 1.2) ( 4.2) (0.4)

State taxes, net of federal tax benefit (1.4) ( 1.6) 5.9
Book tax basis adjustment - - (22.0)
Adjustment of estimated tax liabilities - (2 6.8) --
Other, net - 21 04

32.4% 4 5% 19.0%
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The tax effects of temporary differences that gise to significant portions of the deferred tazets and deferred tax liabilities at December
31, 2003 and 2002 are as follows (in thousands):

DEFERRED TAX ASSETS
Net operating loss carry forward

and foreign tax credit $ 8,212 $ 9,236
Reserves for impaired assets 5,220 3,844
Expenses deducted for

tax purposes when paid 4,702 4,881
Securities valuation 507 1,144
Property and casualty

loss reserves 12,539 6,477
Unearned premium reserves 29,250 5,879
Basis difference on BNSF shares - 29,352
Performance shares 5,817 4,996
Compensation accruals 15,360 12,664
Other 6,404 5,341
Deferred tax assets 88,011 83,814
Valuation allowance (2,275) (2,161)
Total deferred tax asset 85,736 81,653
DEFERRED TAX LIABILITIES
Unrealized gain on investments 90,215 89,692
Tax over book depreciation 26,647 27,126
Deferred income on installment note 31,974 31,974
BNSF redemption 11,311 14,881
Deferred acquisition costs 19,095 10,744
Purchase accounting adjustments 7,490 10,191
Other 4,110 1,209
Total deferred tax liabilities 190,842 185,817
Net deferred tax liability $ (105,106) $(104,164)

A valuation allowance is provided when it is makely than not that some portion of the deferredassets will not be realized. At Decem
31, 2003 and 2002, the Company established a V@tuallowance of $ 2.3 million and $2.2 millionspectively, for certain deferred state
assets which it believes may not be realized.

9. STOCKHOLDERS' EQUITY

The total number of shares of all classes of chgitek which Alleghany has authority to issue @s0®0,000, of which 8,000,000 shares are
preferred stock, par value of $1.00, and 22,000€0@0es are common stock, par value of $1.00.

At December 31, 2003, $179.3 million of World Miaér stockholders' equity was restricted as to éivilpayments to Alleghany by a
borrowing agreement.

AIHL's insurance subsidiaries are subject to varimgulator restricts that limit the maximum amoaindividends available to be paid with:
prior approval of insurance regulatory authoriti@s2004, a maximum amount of $56.6 million and3®illion will be available without
prior approval or the New Hampshire and Wisconsguiance departments, respectively.
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Additionally, payments of dividends (other thancitaividends) by Alleghany to its stockholders tamdted by the terms of its revolving
credit loan agreements which provide that Allegheany pay dividends up to the sum of cumulativesaehings after December 31, 2001,
proceeds from the issuance of stock after Dece®he2001, and $50.0 million, provided that Alleghanaintains certain financial ratios as
defined in the agreements. At December 31, 200%oapnately $274.6 million of common stockholdexguity was available for dividends
by Alleghany to its stockholders.

Alleghany provides, through its 1993 Long-Term imide Plan (under which awards were granted thr®2@f)l year-end) and its 2002 Long-
Term Incentive Plan, for incentive compensatiotheftypes commonly known as restricted stock, stmtlons, stock appreciation rights,
performance shares, performance units and phantark, s well as other types of incentive compéosaAwards may include, but are not
limited to, cash and/or shares of Alleghany's comistock, rights to receive cash and/or shares mieon stock and options to purchase
shares of common stock including options intenaegualify as incentive stock options under the rimaé Revenue Code and options not
intended to qualify. The number of performance shawarded under the incentive plans to employet® Company were 26,930 in 2003,
30,659 in 2002, and 21,801 in 2001 (as adjustedttwk dividends).

Under the incentive plans, participants are etjti the end of a four-year award period, to gievialue of the number of shares of
Alleghany's common stock equal to the number ofgperance shares issued to them based on market galthe payment date and normally
payable half in cash and half in common stock, jged defined levels of performance are achievedofA3ecember 31, 2003 (for all award
periods through the award period 2003), 120,156pmaance shares were outstanding. Expense is reasghjaver the performance period on
a pro rata basis.

Alleghany also provides, through its Amended andt&ed Directors' Stock Option Plan (under whictioops were granted through May
1999) and its 2000 Directors' Stock Option Plantfie automatic grant of non-qualified stock opsido purchase 1,000 shares of common
stock in each year after 1987 to each non-empldireetor. Options to purchase 7,000 shares atie fiair market value of $170.54 were
granted in 2003. At December 31, 2003, 85,564 aptigere outstanding, of which 71,376 options wesed at an average option price of
$140.53.

No options were granted to subsidiary director8df3. At December 31, 2003, 10,826 options werstantling and fully vested to subsidi
directors at an average option price of $189.62.

Compensation cost that has been charged agaimshéefor the Company's incentive and stock-basetsphaas $7.7 million, $0.2 million,
and $8.1 million in 2003, 2002, and 2001, respetyiv

In October 1997, options outstanding under the 19@8k Option Plan of Underwriters Re Group werehaxged for Alleghany options
under the Underwriters Re Group 1997 Stock Optiam,Rvhich is still in effect. The stock optiongarot exercisable until one year from the
date of grant when 25 percent are exercisable avitadditional 25 percent becoming exercisable ch eabsequent anniversary of the grant
date. No options were issued in 2003. At DecemteRB03, 20,728 options were outstanding and vexttad average option price of
$104.17.

In connection with its purchase of Alleghany Undetiwg in October 1998, Underwriters Re Group geahflleghany options under the
Underwriters Re Group 1998 Stock Option Plan inhexge for outstanding options and warrants to

42



purchase shares of Alleghany Underwriting stock odtions were issued in 2003. At December 31, 26883 options were outstanding and
vested at an average option price of $69.50.

The Board of Directors has authorized the purcfrase time to time of additional shares of commawcktfor the treasury. During 2003,
2002 and 2001, Alleghany repurchased 1,326, 155#&1866,692 shares of its common stock at a ¢d&Banillion, $28.7 million, and
$12.7 million, respectively.

Statutory net income (loss) of the Company's insteasubsidiaries was $9.8 million and $(8.9) millfor the years ended December 31, -
and 2002, respectively. Statutory capital and sisrpf the Company's insurance subsidiaries was.@78iflion and $154.5 million at
December 31, 2003 and 2002, respectively.

10. FIXED OPTION PLANS

A summary of the status of the Company's fixedampfilans as of December 31, 2003, 2002, and 20@ttenges during the years endin
those dates is presented as follows:

2003 2002 2001
WEIGHTED Weighted Weighted
AVERAGE Average Average
SHARES GRANT  Shares Grant Shares  Grant
(000) PRICE  (000) Price  (000)  Price
FIXED OPTIONS
utstanding,
beginning 210 $ 107 240 $ 102 362 $ 120
Granted 7 171 7 183 7 193
Exercised (94) 68 (36) 92 (21) 81
Forfeited - - 1) 214  (108) 172
Outstanding, ending 123  $ 141 210 $ 107 240 $ 102
Options exercisable
at year-end 109 - 193 -- 219
Weighted-average
fair value of
options granted
during the year - $51.40 - $53.45 - $53.85
OPTIONS OUTSTANDING
WEIGHTED
AVERAGE
NUMBER Remaini ng Weighted
OUTSTANDING Contract ual  Average
AT 12/31/03 Life (ye ars) Exercise Price
Range of Exercise Prices
$ 69 to 82 25 1.0 $75
$ 109 to 213 98 5.1 156
$ 69 to 213 123 4.2 141

OPTIONS EXERCISABLE
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NUMBER Weighted

EXERCISABLE Average
AT 12/31/03  Exe rcise Price
Range of Exercise Prices
$ 69 to 82 25 $75
$109 to 213 84 152
$69to 213 109 135

11. EMPLOYEE BENEFIT PLANS

The Company has several noncontributory define@titgmension plans covering substantially all sféimployees. The defined benefits are
based on years of service and the employee's avaragial base salary over a consecutive threepgeird during the last ten years of
employment plus one half of the highest averag@alimonus over a consecutive fiyear period during the last ten years of employmmiEiné
Company's funding policy is to contribute annu#itig amount necessary to satisfy the Internal Rev&muvice's funding requirements.
Contributions are intended to provide not onlylienefits attributed to service to date but alsdtiose expected to be earned in the future.

The following tables set forth the defined benpfins' funded status at December 31, 2003 and @00&illions, except percentages):

2003 2002
CHANGE IN PROJECTED BENEFIT OBLIGATIONS
Projected benefit obligation
at beginning of year $ 609 $53.9
Service cost 3.3 2.3
Interest cost 4.1 3.7
Amendments 1.8 0.1
Actuarial (gain) loss 6.9 3.9
Benefits paid 3.3) (3.0
Projected benefit obligation at end of year $ 73.7 $60.9
CHANGE IN PLAN ASSETS
Fair value of plan assets
at beginning of year $ 407 $41.6
Actual return on plan assets 6.9 (2.8)
Company contributions 6.9 4.9
Benefits paid 3.3) (3.0
Fair value of plan assets at end of year $ 51.2 $40.7
Funded status $(22.5) $(20.2)
Unrecognized net loss 12.4 2.1
Unrecognized prior service cost 56 135
Pension liability included in other liabilitie $ (45) $(4.6)
WEIGHTED AVERAGE ASSET ALLOCATIONS
Equity securities 47% 49%
Debt securities 53% 51%
Total 100%  100%
Accumulated benefit obligation $ 63.8 $52.8
2 003 2002 2001
NET PENSION COST INCLUDED THE FOLLOWING
EXPENSE (INCOME) COMPONENTS
Service cost -- benefits earned
during the year $ 33 $24 $28
Interest cost on projected
benefit obligation 4.1 36 34
Expected return on plan 3.1) (3.1) (3.2
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Net amortization and deferral 2.6 1.7 1.9
Net periodic pension cost

included in salaries, administration

and other operating expenses $ 6.9 $46 $ 49

2003 2002 2001

ASSUMPTIONS USED IN COMPUTING THE FUNDED
STATUS OF THE PLANS ARE AS FOLLOWS

Rates for increases in compensation levels  4-5 % 4-5% 5.00%
Range of weighted average discount rates 6.00 % 6.50-6.75% 7.00%
Range of expected long-term rates of return ~ 4-8 % 4-8% 4-8%

The Company's investment policy is to provide Idagn growth combined with a steady income stredme. frget allocation of 47 percent in
equity security includes 34 percent in a low-ca&P3ndex fund, 9 percent in an aggressive growtidfaf funds and 4 percent in an
international fund of funds. The 53 percent fortdsdzurities includes 36 percent in an intermediated fund and 17 percent in a stable v
mortgage backed securities, fund. All funds arelefced periodically. This mix of investments ieimded to provide stability and an income
stream sufficient to meet current obligations withthe need to sell longer-term investments. Tharal/long-term, rate-of-return-on-assets
assumptions are based on historical investments.

Contributions of $7.3 million are expected to bega the plans during 2004.
The measurement date used to determine pensiootiaedpostretirement benefit plans is Decembe2803.

The Company provides supplemental retirement bisngsfiough deferred compensation programs andtpstediring plans for certain of its
officers and employees for which earnings were @@$4.9 million in 2003, $3.3 million in 2002, a$#&.9 million in 2001.

The Company also provides certain healthcare dmdhsurance benefits for retired employees. Ttet obthese benefits is accrued during
period that employees render service. The accrustigiirement benefit obligation was $3.4 milliordg$2.9 million at December 31, 2003
and 2002, respectively. The postretirement healéhaad life insurance costs recognized were $0libmand $0.1 million for 2003 and
2001, respectively. The Company recognized no etiment healthcare and life insurance costs @220

12. COMPREHENSIVE INCOME

Comprehensive income requires that an enterpr)sadssify items of other comprehensive incomehgjrtnature in a financial statement ¢
(b) display the accumulated balance of other cohmgmsive income separately in the equity sectiah®balance sheet. Accumulated other
comprehensive income of the Company consists ofimetalized gains on investment securities, foreighange translation adjustments and
minimum pension liability.
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Before
Tax
(000)
2003
Unrealized gains (losses)
arising during year $(152,808)

Less: reclassification adjustments
for gains realized in net income

151,842
Change in unrealized gain ~ -—--------
on investments
$ (966)
2002
Unrealized gains (losses)
arising during year $(104,658)
Less: reclassification adjustments
for gains realized in net income 36,375
Change in unrealized gain
on investments $ (68,283)
2001
Unrealized gains (losses)
arising during year $ 18,251
Less: reclassification adjustments
for gains realized in net income (9,364)
Change in unrealized loss
on investments $ 8,887

Tax  Net of Tax
Expense  Amount
(000) (000)

53,483 (99,325)

(53,145) 98,697

$36,630 $(68,028)

(12,731) 23,644

$23,899 $(44,384)

$(6,387) $ 11,864

3,277 (6,087)

$(3,110) $ 5,777

Following are the components of accumulated otbergrehensive income as of December 31, (in thow3and

Unrealized appreciation on

investments $165,978
Minimum pension liability (3,863)
Translation adjustment (8,938)

$153,177

13. EARNINGS PER SHARE

The following is a reconciliation of the income astthre data used in the basic and diluted earp@gshare computations for the years er

December 31 (in thousands, except share amounts):

Income from continuing operations $ 162,378
Discontinued operations -
Income available to

common stockholders

for basic earnings per share 162,378
Effect of dilutive securities -
Income available to

common stockholders
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2002 2001

$166,606  $210,990
(3,755) 133
(21,617)  (27,407)

$ 141,234 $183,716

2002 2001

$ 54,813 $430,563
- (206,333)

54,813 224,230



for diluted earnings per share $ 162,378 $ 54,813 $ 224,230
Weighted average shares
outstanding applicable to

basic earnings per share 7,450,625 7,448,058 7,519,032
Effect of dilutive securities:
Options 26,504 56,429 70,672

Adjusted weighted average
shares outstanding
applicable to diluted
earnings per share 7,477,129 7,504,487 7,589,704

Contingently issuable shares of 39,085, 37,755 4dnd30, were potentially available during 200302,0and 2001, respectively, but were not
included in the computation of diluted earnings §ieaire because the impact was anti-dilutive t@#raings per share calculation.

14. COMMITMENTS AND CONTINGENCIES

The Company leases certain facilities, furniturd aquipment under long-term lease agreements.diti@al, certain land, office space and
equipment are leased under noncancelable opetatings which expire at various dates through 2R&fMht expense was $10.1 million, $8.0
million, and $7.9 million, in 2003, 2002, and 200dspectively.

The aggregate minimum payments under operating$eaih initial or remaining terms of more than grar as of December 31, 2003 are
$12.4 million, $10.7 million, $9.6 million, $8.4 thon, $7.5 million, and $9.1 million in 2004, 2008006, 2007, 2008 and thereafter,
respectively.

Alleghany's subsidiaries are parties to pendingditon and claims in connection with the ordinaoyrse of their businesses. Each such
subsidiary makes provisions for estimated losséetmcurred in such litigation and claims, inchgliegal costs. In the opinion of
management, based in part on advice of counséi, mawisions are adequate.

Talbot Holdings Ltd., the new owners of Alleghangdérwriting, raised new capital in the Lloyd's iremuce market. In January 2003,
Alleghany agreed to provide a $15.0 million lettécredit to support the business written by a sgndicate of Talbot Holdings Ltd. during
2003 and 2004. Such letter of credit was reducé1 @0 million in December 2003.

AlIHL's reserve for unpaid losses and loss adjustreepenses includes $28.1 million and $7.3 millidigross and net reserves at December
31, 2003 and 2002, respectively, for various lipbdoverages related to asbestos and environmiempalirment claims that arose from
reinsurance of certain general liability and comeismultiple-peril coverages assumed by a subgidia Capitol Transamerica between
1969 and 1976. This subsidiary exited this busiime4976. Restrictive asbestos and environmentphimment exclusions were introduced in
late 1986 on both insurance and reinsurance castrsignificantly reducing these exposures fordeots occurring after 1986. Reserves for
asbestos and environmental impairment claims cdmmestimated with traditional loss reserving téghes because of uncertainties that are
greater than those associated with other typelwhs. Factors contributing to those uncertainitietude a lack of historical data, the
significant periods of time that often elapse betwéhe occurrence of an insured loss and
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the reporting of that loss to the ceding comparg/tae reinsurer, uncertainty as to the number deditity of insureds with potential exposure
to such risks, unresolved legal issues regarditigypooverage, and the extent and timing of anyhstantractual liability. Such uncertainities
are not likely to be resolved in the near futurd,aherefore, management believes it is not possibthis time to determine the ultimate lo:
for such claims or develop a meaningful range ohdosses.

For both asbestos and environmental excess ofdassurance claims, AIHL establishes case resdryegpplying reinsurance contract terms
to losses reported by ceding companies, analyzorg the first dollar of loss incurred by the primamsurer. In establishing the liability for
claims for asbestos related liability and for eamimental impairment claims, management considets tarrently known and the current
state of the law and coverage litigation. Additityyaceding companies often report potential losses precautionary basis to protect their
rights under the reinsurance arrangement, whiclergdip calls for prompt notice to the reinsurerdi®g companies, at the time they report
such potential losses, advise AIHL of the cedingnpanies' current estimate of the extent of such IAHHL's claims department reviews e

of the precautionary claims notices and, based gporent information, assesses the likelihood e ltw AIHL. Such assessment is one of the
factors used in determining the adequacy of therdsd asbestos and environmental reserves.

15. FAIR VALUE OF FINANCIAL INSTRUMENTS

The estimated fair values of the Company's findriegruments are as follows (in thousands):

2003 2003 2002 2002
CARRYING FAIR Carrying Fair
AMOUNT VALUE Amount Value
ASSETS
Investments $1,673,103 $1,673,103 $ 1,304,657 $1,304,657
Notes receivable $ 92,082 $ 92,082 $ 92,358 $ 91,536
Accounts receivable $ 112,808 $ 112,808 $ 60,431 $ 60,431
Premium balances Receivable $ 279,682 $ 279,682 $ 25279 $ 25,279
Swap-hedging purposes $ 771 $ 771 $ 990 $ 990
LIABILITIES
Other liabilities $ 211,000 $ 211,000 $ 145,715 $ 145,715
Reinsurance payable $ 255,117 $ 255,117 $ 1,696 $ 1,696
Subsidiaries' debt $ 167,050 $ 167,367 $ 152,507 $ 152,886

The following methods and assumptions were usedtimate the fair value of each class of finanicisirument for which it is practicable to
estimate fair value:

INVESTMENTS: The fair value of equity securitiesdagiebt securities is based upon quoted marketgridee fair value of short-term
investments approximates amortized cost.

NOTES RECEIVABLE: The carrying amount approximdigis value because interest rates approximate rmeakes.
ACCOUNTS RECEIVABLE: The carrying amount approximesfair value.
SWAP: The fair value of the swap is based on aatadn model.
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OTHER LIABILITIES: The carrying amount approximatisr value.

SUBSIDIARIES' DEBT: The fair value of the Compangbt is estimated based on the quoted marketspidgceghe same or similar issues or
on current rates offered to the Company for delit #ie same remaining maturities.

16. SEGMENTS OF BUSINESS

Information concerning the Company's continuingrapens by industry segment as of and for the yeaded December 31, 2003, 2002 and
2001 is summarized as follows (in thousands):

2003 2002 2001
REVENUES FROM CONTINUING OPERATIONS
Property and casualty insurance $ 511, 531 $ 128,091 $ -
Mining and filtration 266, 270 251,173 248,501
Corporate activities 240, 432 197,593 710,350
Total $ 1,018, 233 $ 576,857 $ 958,851

EARNINGS FROM CONTINUING OPERATIONS,
BEFORE INCOME TAXES

Property and casualty insurance $ 134, 794 $ (20,123) $ -
Mining and filtration 27, 494 25,428 23,373
Corporate activities 118, 271 84,344 571,787
280, 559 89,649 595,160
Interest expense 5, 514 6,545 13,790
Corporate administration 34, 678 25,700 46,991
Total $ 240, 367 $ 57,404 $ 534,379

IDENTIFIABLE ASSETS AT DECEMBER 31

Property and casualty insurance $ 2,606, 955 $ 682,693 $ -

Mining and filtration 311, 305 327,887 318,937

Corporate activities 629, 780 1,205,455 1,634,979
Total $ 3,568, 040 $2,216,035 $ 1,953,916

CAPITAL EXPENDITURES

Property and casualty insurance $ 5, 310 $ 3,252 $ -

Mining and filtration 7, 953 9,797 11,153

Corporate activities 727 802 881
Total $ 13, 990 $ 13,851 $ 12,034

DEPRECIATION AND AMORTIZATION

Property and casualty insurance $ 11, 819 $ 1680 $ -

Mining and filtration 16, 067 15,627 17,342

Corporate activities 2, 000 1,238 2,400
Total $ 29, 886 $ 18,545 $ 19,742

17. OTHER INFORMATION

a. The amount of goodwill included in the balanceets at December 31, 2003 and 2002 is as follmwhdusands):

2003 2002
AIHL $45,161 $ 23,265
World Minerals 42,134 45,116
Heads & Threads 6,144 6,144



b. The amount of other intangible assets, net afrtiration, included in the consolidated balanoeest at December 31, 2003 and 2002 is as
follows (in thousands):

2003 2002
AIHL
Agency relationships $ 13,892 $ 14,496
Licenses $ 25,121 $ 14,631
Trade name $ 35,500 $ 4,900
Brokerage and reinsurance relations $ 32,674 $ -
Renewals rights $ 21,727 $ -
Other $ 3,614 $ -
$ 132,528 $ 34,027
World Minerals $ 7,772 $ 4,306
$ 140,300 $ 38,333

The economical useful lives of intangible assetsearfollows: agency relationships (15 years) stesigrance licenses (indefinite), trade name
(indefinite), broker and reinsurance relationsi{iffs years) and renewal rights (5.5 years).

c. Other assets shown in the consolidated baldrestsinclude the following amounts at Decembe2803 and 2002 (in thousands):

2003 2002
Real estate properties $32,243 $46,1 54
Prepaid expenses 6,348 7,8 24
Reinsurance deposit premiums 15,046 -
Other 41,261 29,0 80
$94,898 $83,0 58

d. Property and equipment, net of accumulated dégiren and amortization, at December 31, 200320@2 are as follows (in thousands):

Depreciation

2003 2002 Period
Land $ 16,665 $ 15,095 -
Buildings and improvements 43,513 41,855 30-40 years
Furniture and equipment 169,954 156,960 3-20 years
Ore reserves 41,093 38,597  30years
Leasehold improvements 2,560 1,215 Various
Mining equipment 28,992 27,636 5-7 years
Other 20,314 21,427 -
323,091 302,785
Less: accumulated depreciation
and amortization (145,383) (129,246)
$177,708 $ 173,539
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e. Other liabilities shown in the consolidated batasheets include the following amounts at Decerdbg2002 and 2001 (in thousands):

2003 2002

Accounts payable $ 67,963 $ 28,474
Performance shares 17,501 15,000
Pension, retirement &

incentive plans 41,285 13,074
Minority interest ownership

in World Minerals 1,841 11,828
Accrued salaries and wages 11,050 9,844
Deferred compensation 4,544 12,723
Accrued expenses 14,197 14,356
Deferred revenue 9,810 7,919
Other 42,809 32,497

$ 211,000 $ 145,715

18. RELATED PARTY TRANSACTIONS

During 2003, the Company made an investment ta@élit0.3 million in Broadfield Capital, L.P., an estment fund formed and managed by
a limited liability company owned by Jefferson Wirl§. This fund invests in small and mid-cap puldguities, private equities and
distressed debt. Mr. Kirby was a Vice Presideral#ghany until June 30, 2003, and is a son of Kby, Chairman of the Board of
Alleghany.

19. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

Selected quarterly financial data for 2003 and 2&@2presented below (in thousands, except pee stmounts):

Qu arters ended
March 31 June 3 0 September 30 December 31

2003
Revenues $ 138,660 $ 144 ,366 $ 354,850 $ 380,357
Net earnings $ 7724 5 996 $ 74,870 $ 73,788
Basic earnings

per share of

common stock:*  $ 1.04 $ 81 $ 1002 $ 9.85
2002
Revenues $ 157,998 $ 141 774 $ 143,431 $ 133,654
Net earnings (loss) $ 25809 % 8 895 $ 21,720 $ (1,611)
Basic earnings (loss)

per share of

commonstock:* $ 344 $ 119 $ 293 $ (0.22)

* Adjusted to reflect subsequent stock dividends.
Earnings per share by quarter may not equal thaiahfor the year due to the timing of share tratisas and rounding.
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INDEPENDENT AUDITORS' REPORT
Alleghany Corporation and Subsidiaries

KPMG

Certified Public Accountants
757 Third Avenue

New York, NY 10017

THE BOARD OF DIRECTORS AND STOCKHOLDERS OF ALLEGHAN Y CORPORATION:

We have audited the accompanying consolidated balsimeets of Alleghany Corporation and subsidiasesf December 31, 2003 and 2002,
and the related consolidated statements of earnthgsnges in common stockholders' equity and dasls ffor each of the years in the three-
year period ended December 31, 2003. These coasatdidinancial statements are the responsibilithhefCompany's management. (
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgd the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of Allegh:
Corporation and subsidiaries as of December 313 20@ 2002, and the results of their operationstlagid cash flows for each of the years in
the three-year period ended December 31, 2003rifoonity with accounting principles generally apta in the United States of America.

KPMG LLP
February 25, 2004
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Exhibit 14

Alleghany Corporation
Financial Personnel Code of Ethics

Adopted by the Board of Directors on September 1&003

The following code of ethics (the "Financial Codeethics") of Alleghany Corporation (the "Companypplies to the Company's chief
executive officer, chief financial officer, chie€é@ounting officer and vice president for tax mat@he "Financial Officers") and supplements
the provisions of the Alleghany Code of Businesadimt and Ethics.

All Financial Officers shall:
a. Act ethically and honestly, avoiding actual pparent conflicts of interest between personal@moéessional relationships.

b. Report to the General Counsel of the Companypaogosed transaction or relationship that readgratuld be expected to give rise to
such a conflict.

c. Respect the confidentiality of non-public inf@tion about the Company or its subsidiaries obthorecreated in connection with one's
activities except when authorized or otherwise ireguby applicable law or regulation or legal oguatory process.

d. Provide full, fair, accurate, timely and undarstable disclosure in reports and documents teaCtmpany files with, or submits to, the
Securities and Exchange Commission and in otheligpoddmmunications made by the Company.

e. Comply with all applicable governmental lawdesuand regulations.

f. Promptly report to the General Counsel or Chainrof the Company's Audit Committee (i) any sigrafit deficiencies or material
weaknesses in the design or operation of the Coy'garternal control over financial reporting whishreasonably likely to adversely affect
the Company's ability to record, process, summamnmzkreport financial information, and (ii) anydch whether or not material, that involves
management or other employees who have a signifiodmin the Company's internal control over fio@hreporting.



g. Promptly report any possible violation of thisd&nhcial Code of Ethics to the General Counsehef@ompany or to the Chairman of the
Company's Audit Committee.

Any violation of this Financial Code of Ethics megsult in disciplinary action, up to and includitgmination of employment. Violations of
this Code of Ethics may also constitute violatiohtaw and may result in civil and criminal penegtifor the Financial Officers involved
and/or the Company.

Any questions regarding the best course of actiamparticular situation should be directed toGemeral Counsel.
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Exhibit 21
SUBSIDIARIES OF ALLEGHANY

Alleghany Capital Corporation (Delaware) Allegha@gnsulting, Inc. (Delaware) Alleghany Funding Cagimn (Delaware) Alleghany
Investment Services, Inc. (Delaware) Alleghany Rrags, Inc. (Delaware) Sacramento Properties iHgklilnc. (California) Mineral
Holdings Inc. (Delaware--98.44%) World Minerals liipelaware) Advanced Minerals Corporation (Delaayatorld Minerals International,
Inc. (Delaware) World Minerals Luxemberg (LuxemBe@glite B.V. (Luxemberg) World Minerals Espanolé SSpain) Celite Hispanica,
S.A. (Spain) World Minerals Europe, S.A. (Francedf Minerals (U.K.) Limited (United Kingdom) WM @ada Inc. (Canada) World
Minerals do Brasil Ltda. (Brazil) World Minerals ESInc. (Barbados) World Minerals Island, h.f. (kged) World Minerals Italiana, S.r.L.
(Italy) Celite Corporation (Delaware) Celite Euraperporation (Delaware) Celite France, S.A. (Frar@elite Mexico S.A. de C.V. (Mexicc
Almeria, S.A. de C.V. (Mexico) Diatomita San Nics)&.A. de C.V. (Mexico) Celite Pacific Limited (hig Kong) Celite China Inc.
(Delaware) Linjiang Celite Diatomite Company Lt@hina-- 77.33%)

Celite Shanghai International Trading Co., Ltd.

(China)

Celite Jilin, Inc. (Delaware)
Changbai Celite Diatomite Company Ltd. (China--
71.76%)
Celite Minerals China Corporation (Delaware)
Linjiang Lin-Lin Celite Diatomite Company Limited
(China--73.48%)

Celite Chile S.A. (Chile)
Sociedad Minera Celite del Peru, S.A. (Peru)
Peruco, Inc. (Delaware)
Celite Korea Ltd. (South Korea)

Harborlite Corporation (Delaware) Harborlite ChigA. (Chile)



Perlite, Inc. (Delaware) Harborlite (U.K.) Limitétdnited Kingdom) Harborlite France, S.A. (Francgjrbbrlite do Brasil Ltda. (Brazil)
Substancias y Mineralas Navajas S.A. de C.V. (M&xiuroperlite B.V. (Amsterdam, the Netherlandspdalu Perlit (Turkey) Europerlita
Espanola, S.A. (Spain-50%) Europerlite Italian@, . (Italy) Europerlita Espanola, S.A. (Spain--50Rfarborlite Aegean Endustri
Mineralleri Sanayi a.s.

(Turkey)

Bibb Steel and Supply Company (Delaware) MSL Priypioldings, Inc. (Delaware) MSL Capital Recovergr@@. (Delaware) J & E
Corporation (Tennessee) Alleghany Insurance HoklldgC (Delaware) Capitol Transamerica Corporatidfisconsin) Capitol Facilities
Corporation (Wisconsin) Capitol Indemnity Corposati(\Wisconsin) Capitol Specialty Insurance Corgorat

(Wisconsin)

Darwin Group, Inc. (Delaware) Darwin Professionalddrwriters, Inc. (Delaware--80%) Platte River Irssice Company (Nebraska) RSUI
Group, Inc. (Delaware) Resurgens Specialty Undéirvgi Inc. (Georgia) RSA Surplus Lines Insuranceviges, Inc. (Delaware) RSUI
Indemnity Company (New Hampshire) Landmark Ameriisurance Company

(Oklahoma)
Heads & Threads International LLC (Delaware) Heaad Threads (PA) LLC (Delaware)

2



Exhibit 23

CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors
Alleghany Corporation:

We consent to incorporation by reference in theif®eggion Statements Nos. 333-37237, 333-76159383d76996 on Forms S-8 and Nos.
33-55707, 33-62477, 333-09881 and 333-13971 on §&+8 of our reports dated February 25, 2004,ingjab the financial statements and
related financial statement schedules of Allegh@oyporation and subsidiaries, which appear inyeiirrcorporated by reference in this
Annual Report on Form 10-K of Alleghany Corporatfonthe fiscal year ended December 31, 2003. We @bnsent to the reference to our
Firm in Registration Statement Nos. 333-37237, 38859 and 333-76996 and under the heading "ExperRe&gistration Statement Nos. 33-
55707, 33-62477, 333-09881 and 333-13971.

/sl KPMG LLP

New Yor k, New Yor k
February 25, 2004



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, John J. Burns, Jr., certify that:
1. | have reviewed this annual report on Form 16fKlleghany Corporation (the "Registrant”);

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dactmit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andti@ periods presented in this annual report;

4. The Registrant's other certifying officer arate responsible for establishing and maintainisgldsure controls and procedures (as definec
in Exchange Act Rules 13a-15(e) and 15d-15(e)jHerRegistrant and we have:

a. designed such disclosure controls and proceduresiused such disclosure controls and procedoides designed under our supervisions,
to ensure that material information relating to Registrant, including its consolidated subsid&®rie made known to us by others within
those entities, particularly during the period ihigh this annual report is being prepared;

b. evaluated the effectiveness of the Registrdrgtdosure controls and procedures and presentisisiannual report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyatinual report based on such evaluation;
and

c. disclosed in this report any change in the Remgifs internal control over financial reportitgit occurred during the Registrant's fourth
fiscal quarter that has materially affected, aeissonably likely to materially affect, the Regdasit's internal control over financial reporting;
and

5. The Registrant's other certifying officer arftive disclosed, based on our most recent evaluatimorernal control over financial reportir
to the Registrant's



auditors and the audit committee of Registrant&dof directors (or persons performing the eqeantfunctions):

a. all significant deficiencies and material weases in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the Regidtsaability to record, process, summarize and riefimancial information; and

b. any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the Registrant's internal
control over financial reporting.

Dat e: February 25, 2004
/'s/ John J. Burns, Jr.

John. J. Burns, Jr.
Presi dent and chi ef executive officer



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, David B. Cuming, certify that:
1. | have reviewed this annual report on Form 16fKlleghany Corporation (the "Registrant”);

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dactmit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andti@ periods presented in this annual report;

4. The Registrant's other certifying officer arate responsible for establishing and maintainisgldsure controls and procedures (as definec
in Exchange Act Rules 13a-15(e) and 15d-15(e)jHerRegistrant and we have:

a. designed such disclosure controls and proceduresiused such disclosure controls and procedoides designed under our supervisions,
to ensure that material information relating to Registrant, including its consolidated subsid&®rie made known to us by others within
those entities, particularly during the period ihigh this annual report is being prepared;

b. evaluated the effectiveness of the Registrdrgtdosure controls and procedures and presentisisiannual report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyatinual report based on such evaluation;
and

c. disclosed in this report any change in the Remgifs internal control over financial reportitgit occurred during the Registrant's fourth
fiscal quarter that has materially affected, aeissonably likely to materially affect, the Regdasit's internal control over financial reporting;
and



5. The Registrant's other certifying officer arftive disclosed, based on our most recent evaluatimorernal control over financial reportir
to the Registrant's auditors and the audit commitfeRegistrant's board of directors (or persomfopming the equivalent functions):

a. all significant deficiencies and material weadses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the Regidtsaability to record, process, summarize and riefpmancial information; and

b. any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the Registrant's internal
control over financial reporting.

Dat e: February 25, 2004
/sl David B. Cum ng
David B. Cuming
Seni or Vice President and chief financial officer



EXHIBIT 32.1
ALLEGHANY CORPORATION
CERTIFICATION

In connection with the annual report of Alleghanyr@oration (the "Company") on Form 10-K for the yeaded December 31, 2003, as filed
with the Securities and Exchange Commission (thepd®"™), I, John J. Burns, Jr., President and atxetcutive officer of the Company,
hereby certify as of the date hereof, solely famppsges of Title 18, Chapter 63, Section 1350 ofth#ed States Code, that:

(1) the Report fully complies with the requiremeotsSection 13(a) of the Securities Exchange Ad@384, and

(2) the information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of the
Company at the dates and for the periods indicated.

This Certification, which accompanies the Repaas hot been, and shall not be deemed, "filed" thighSecurities and Exchange
Commission.

Date: February 25, 2004 By: /s/ John J. Burns, Jr.

John J. Burns, Jr.
Presi dent and chi ef executive officer



EXHIBIT 32.2
ALLEGHANY CORPORATION
CERTIFICATION

In connection with the annual report of Alleghanyr@oration (the "Company") on Form 10-K for theipdrended December 31, 2003, as
filed with the Securities and Exchange Commisstbe (Report™), I, David B. Cuming, Senior Vice Hdent and chief financial officer of tt
Company, hereby certify as of the date hereof |w&be purposes of Title 18, Chapter 63, Sectiob8f the United States Code, that:

(1) the Report fully complies with the requiremeotsSection 13(a) of the Securities Exchange Ad@384, and

(2) the information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of the
Company at the dates and for the periods indicated.

This Certification, which accompanies the Repaas hot been, and shall not be deemed, "filed" thighSecurities and Exchange
Commission.

Date: February 25, 2004 By: David B. Cu ming

David B. Cuming .
Senior Vice Pre sident
and chief fi nancial officer



