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The Ocean Marine Insurance Company Limited
Registered in England and Wales No. 27204

Directors' report
For the year ended 31 December 2011

The directors present their annual report and financial statements for the Company for the year ended 31 December
200

Directors

I'he names of the current directors of the Company appear on page 1

Those 1n office since 1 January 2011 have been as follows

C J Abrahams and DD J R McMillan served as directors throughout the pertod
S Egan resigned as a director on 24 February 2012

D I Clayden was appornted as a director on 24 February 2012

Principal activity

The principal activity of the Company during the year continued to be the run-off of general insurance claims The
Company ceased to accept business in the London Market 1n 1995 However, under an insurance business transfer on 14
November 2011 described on page 3, the Company's claims have increased durning the year by £355 million  All bustness
15 wholly resnsured through remnsurance agreements entered into with National Indemnity Company 1n 2000

On completion of the msurance business transfer detailed above, the Company completed an Adverse Reserve
Deterioration {* ARD™) Agreement with 1ts parent company, Aviva Insurance Limited This agreement provides an extra
£1 billion of reinsurance cover to protect against circumstances 1n which the remsurance with National Indemmnity
Company 1s exhausted or otherwise fails to satisfy claims Together these arrangements provide substantial protection in
excess of current gross liabilities

Business review
Basis of preparation

I'is business review 15 addressed to, and written for, the members of the Company with the aim of providing a fair
review of the business development, performance during the financial peniod and position both at the end of the financial
penod and at the current ime In providing this review, the aim 1s to present a view that 1s both balanced and
comprehensive and 15 consistent with the size and complexity of the business

Objectives and future developments

T'he strategy of the Group 15 determined by the board of Aviva plc, and a summary of these are shown n its financial
statements The directors expect that the nature of the Company's principal activity of general insurance busmess run-off
will continue unchanged into the foreseeable future

Financial position and performance

The financial position of the Company at 31 December 2011 is shown 1n the statement of financial position on page 15,
with the resulis shown in the income statement on page 14 and the statement of cash flows on page 17

In the Iight of the principal activity detailed above, the directors do not consider 1t appropriate to detail key performance
indicators

I'he Company made a loss before tax of £69 mutlion (2010 £mil) during the year which relates to a reinsurance premium
of £69 mullion, as described overleaf within the "major events”
2




The Ocean Marine Insurance Company Limited

Directors' report (continued)
Business review (continued)
Principal nsks and uncertainties

A description of the principal risks and uncertainties facing the Company and the Company's risk management
policies are set out m notes 14 and 16 to the financial statements

Major events

On 14 November 2011, assets and habilities relating to business written mn the London Market, including reinsurance
through a remsurance agreement entered into with National Indemmty Company, were transferred to the Company at
carrying value by the way of an msurance business transfer under Part VII of the Financial Services and Markets Act
2000, from certain Group companies The carrying value of the net assets and liabilities transferred to the Company
was £28 million See note 19 to the finangal statements for further details

On 14 November 2011, the Company was acquired by Aviva Insurance Lumted as a consequence of the insurance
business transfer described above

On completion of the insurance business transfer detailed above, the Company completed an Adverse Reserve
Deterioration (“ARD”) Agreement with 1ts parent company, Aviva Insurance Limited This agreement provides an
extra £1 billion of reinsurance cover to protect against circumstances i which the remsurance with National
Indemnity Company 1s exhausted or otherwise fails to satisfy claims In consideration of Aviva Insurance Limited
entering into the ARD agreement, the Company paid a one-off premium of £69 million, which was settled through the
intercompany account

Changes in share capital

On 14 November 2011, the Company settled the intercompany account with Aviva Insurance Limited with funds
raised from the 155uance of 2,760,000 ordinary shares of £25 each to 1ts parent company, Aviva Insurance Limited

Going concern

After making enquiries, the directors have a reasonable expectation that the Company has adequate resources to
continue 1 operational existence for the foreseeable future For this reason, they continue to adopt the going concemn
basis m preparing the financral statements

Financial instruments
The business of the Company includes the use of financial instruments Details of the Company's risk management

objectives and policies and exposures to risk relating to financial mstruments are set out 1n note 16 to the financial
statements




The Ocean Marine Insurance Company Limited

Directors' report (continued)

Dividends

No mterim dividend for the year was paid (201¢ £ ml} The directors do not recommend the payment of a final
dividend for the year (2010 £ nil)

Overseas branches
The Company had a branch office 1n France which was opened and closed duning the year
Employees

All staff are employed by a fellow subsidiary undertaking of Aviva plc, Aviva Employment Services Limited
Disclosures relating to employees may be found in the annual report and financial statements of Aviva Employment
Services Limited

Auditor

Following a competitive tender process by the Company’s ultimate parent company, Aviva plc,
PricewaterhouseCoopers LLP are to be appointed as auditor to the Company Ernst & Young LLP will resign as
auditor with effect from the signing of the Company’s annual report and financial statements for the year ended 31
December 2011, and the directors will appont PricewaterhouseCoopers LLP as auditor to the Company 1n
accordance with the provisions of the Companies Act 2006

Directors' liabilities

Aviva ple, the Company’s ultimate parent, has granted an indemnity to the directors against liability in respect of
proceedings brought by third partres, subject to the conditions set out m the Companies Act 1985, which continue to
apply n relation to any provision made before i October 2007

This indemnity was granted 1n 2004 and the provisions in the Company’s articles of association constitute "qualifying
third party indemnities” for the purposes of sections 309A to 309C of the Companies Act 1985 These quahfyng third
party indemnity provisions remain 1 force as at the date of approving the Directors’ Report by virtue of paragraph 15,
Schedule 3 of The Companies Act 2006 (Commencement No 3, Consequenttal Amendments, Transitional Provisions
and Savings) Order 2007

Disclosure of information to the auditor

Each person who was a director of the Company on the date that this report was approved confirms that, so far as the
director is aware, there 1s no relevant audit information, being information needed by the auditor in connection with
preparing his report, of which the auditor 1s unaware Each director has taken all the steps that he ought to have taken
as a director 1n crder to make himself aware of any relevant audit information and to establish that the auditor 1s aware
of that information




The Ocean Marine Insurance Company Limited

Directors’ report (continued)

Statement of directors’ responsibilities

The drrectors are required to prepare financial statements for each accounting period that comply with
the relevant provisions of the Companies Act 2006 and International Financial Reporting Standards
("IFRS") as adopted by the European Umon ("EU"), and which present fairly the financial position,
financial performance and cash flows of the Company at the end of the accounting period A fair
presentatton of the financial statements 1n accordance with IFRS requires the directors to

s select smitable accounting polictes and verify they are applied consistently in preparing the
financial statements on the going concern basis, unless 1t 13 inappropnate to presume that the
Company will continue 1n business,

¢ present information, including accounting policies, 1 a manner that provides relevant, rehabile,
comparable and understandable mformation,

e provide additional disclosures when compliance with the specific requirements in IFRS 1s
msufficient to enable users to understand the impact of particular transactions, other events and
conditions on the Company's financial position and financial performance, and

e state that the Company has complied with applicable IFRS, subject to any material departures
disclosed and explained 1n the financial statements

The directors are responsible for maintaining adequate accounting records which are mtended to disclose
with reasonable accuracy, at any time, the financial position of the Company at that time They are also

ultimately responsible for the systems of internal controi mamtained for safegnarding the assets of the
Company and for the prevention and detection of fraud and other wregularities

Byorder ofthe Board 22 MmecH 2012

Lo

Company Secretary




The Ocean Marine Insurance Company Limited

Independent auditor's report
To the members of The Ocean Marine Insurance Company Limited

We have audited the financial statements of The Ocean Marine Insurance Company Limited for the year ended
31 December 2011, which comprise the Income Statement, the Statement of Financial Position, the Statement of
Changes 1n Equity, the Statement of Cash Flows and the related notes 1 to 19 The financral reporting framework
that has been applied 1n their preparation 1s apphicable law and International Financial Reporting Standards
(IFRSs) as adopted by the European Union

Thus report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the Company's members
those matters we are required to state to them i an auditor’s report and for no other purpose To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the Company and the
Company's members as a body, for our audit work, for this report, or for the opmtons we have formed

Respective responsibilities of directors and auditor

As explaned more fully n the Statement of Directors’ Responsibilities set out on page 5, the directors are
responsible for the preparation of the financiat statements and for being satisfied that they give a true and fair
vVIEW

Our responsibility 15 to audit and express an opinion on the financial statements m accordance with applicable
law and International Standards on Auditing (UK and Ireland) Those standards require us to comply with the
Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit nvolves obtaining evidence about the amounts and disclosures 1n the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error This includes an assessment of whether the accounting policies are appropriate to the Company's
circumstances and have been consistently appled and adequately disclosed, the reasonableness of sigmificant
accounting estimates made by the directors, and the overall presentation of the financial statements In addition,
we read all the financial and non-financial mformation n the Directors' report to 1dentify material inconsistencies
with the audited financial statements If we become aware of any apparent material misstaterents or
incensistencies we consider the implications for our report

Opinion on financial statements

In our opinion the financial statements
* give a true and far view of the state of the Company’s affairs as at 31 December 2011 and of its loss for
the year then ended,

= have been properly prepared 1n accordance with IFRSs as adopted by the European Union, and
» have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given 1n the Directors’ Report for the financial year for which the financial
statements are prepared 15 consistent with the financial statements
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. . |
Independent auditor's report (continued) |
To the members of The Ocean Marine Insurance Company Limited l

Matters on which we are required to report by exception

We have nothing to report n respect of the following matters where the Companzes Act 2006 requires us to
report to you if, 1t our opinion

* adequate accounting records have not been kept, or returns adequate for our audit have not been
recelved from branches not visited by us, or

» the financial statements are not 1n agreement with the accounting records and returns, or

« certain disclosures of directors’ remuneration specified by law are not made, or

* we have not recerved all the mformation and explanations we require for our audit

E/uq/"(“—;w’

Chifford Houghton (Senior statutory auditor)
for and on behalf of Emnst & Young LLP - Statutory Auditor
London

27 Mc-r'dr\ 2012




The Ocean Marine Insurancé Company Limited

Accounting policies

The Company 1s a imited hiabihity company incorporated and domiciled i Great Britain, and transacted
msurance and reinsurance business 1n the London Market until 1995 Since that date the business has been 1n
run-off and m 2000 all business was remsured with National Indemnity Company In 2011, assets and hiabtlities
relating to business written in the London Market, including remsurance through a remnsurance agreement
entered into with National Indemnity Company, were transferred to the Company at carrying value by the way
of an msurance business transfer under Part VII of the Financal Services and Markets Act 2000, from certain
Group companies

The principal accounting policies adopted 1n the preparation of these financial statements are set out below
(A) Basis of presentation

The financial statements have been prepared in accordance with IFRS and International Accounting Standards
("IAS") as endorsed by the EU, apphcable at 31 December 2011

There are no recently 1ssued pronouncements effective for the 2011 financial statements that materially impact
the Company's financial reporting

IFRS 9 Frnancial Instruments 1s effective in future years and awaiting endorsement The Company 1s currently
reviewing the potential impact on the financial statements

IFRS 10 Consolidated Financial Statements , IFRS 11 Joint Arrangements , IFRS 12 Disclosure of Interests in
Other Entitres , IFRS 13 Fair Value Measurement , and amendments to LAS 27 Separate Financial Statements ,
IAS 28 investments in Assoctates and Joint Ventures , and 1AS 19 Employee Benefits were 1ssued in May 2011
and are effective from 1 January 2013 and awaiting endorsement Amendments to LAS 1 Presentation of
Financial Statements was 1ssued n June 2011 and 1s effective from 1 July 2012 and awaiting endorsement
The Company has not early adopted any of the above new standards, amendments to existing standards and
mterpretations, and 1s currently reviewing their potential impact on the financial statements

Other external reporting developments continue to be proactively monitored

In accordance with IFRS 4, Insurance Contracts , the Cornpany has applied existing accounting practices for
mnsurance contracts, modified as appropriate to comply with the IFRS framework and apphcable standards
Further details are given in policy E below

The financial statements are stated 1n pounds sterling, which 1s the Company's functional and presentation
currency Unless otherwise noted, the amounts shown 1n these financial statements are 1 millions of pounds
sterhng ("£m")

The Company is exempt from preparing group accounts by virtue of Section 400 of the Companies Act 2006,
as 1t1s a subsidiary of an EU parent (note 18(¢c)) The financial statements present information about the
Company as an individual company and not about 1ts group

(B) Use of estimates

The preparation of financial statements requires the Company to make estimates and assumptions that affect
items reported 1n the statement of financial position and income statement and the disclosure of contingent
assets and liabilities at the date of the financial statements This 1s particularly so 1n the estimation of amounts
for nsurance habilities, for which further details are given 1n policy G overleaf and in note 9 to these financial
statements Although these estimates are based on management's best knowledge of current facts,
crrcumstances and, to some extent, future events and actions, actual results may ultimately differ from those
estimates, possibly significantly

8




The Ocean Marine Insurance Company Limited

Accounting policies (continued)

{(C) Subsidiaries

Subsidianies are those entities (including Special Purpose Entrties) in which the Company, directly or indirectly,
has power to exercise control over financial and operating pehcies 1n order to gain economic benefits

In the statement of financial position, subsidiaries are stated at thewr fair values These investments are classified
as available for sale ("AFS") financial assets, with changes 1n their fair value being recognised in other
comprehensive income and recorded 1n a separate investment revaluation reserve within equity Where the
cumulative changes recogmised 1n equity represent an unrealised loss, the investments are reviewed to test
whether an impairment exists Where there 1s objective evidence that such an asset 1s impaired, such as the
financial dafficulty of the subsidiary or a prolonged decline m their fair value below cost, the unrealised loss
recorded n equity 1s reclassified and charged to the income statement Any subsequent ncrease 1n fair value of
the impaired investment 15 recogmsed 1n other comprehensive income and recorded n the nvestment revaluation
reserve

(D) Foreign currency translation

Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the transactions
Gains and losses resulting from the settlement of such transactions, and from the translation of monetary assets
and habiliies denominated 1n foreign currencies, are recogmised as net investment income 1n the income
staternent

(E) Product classification

Insurance contracts are defined as those contaning significant insurance risk 1f, and only if, an insured event
could cause an nsurer to make significant additional payments 1n any scenario, excluding scenanos that lack
commercial substance, at the inception of the contract Such contracts remain msurance contracts until all nghts
and obligations are extinguished or expire Contracts can be reclassified as msurance contracts after inception 1f
insurance risk becomes significant Any contracts not considered to be msurance coniracts under IFRS are
classified as investment or service contracts

Accounting for insurance contracts, under IFRS 4, 1s determined in accordance with the Statement of
Recommended Practice 1ssued by the Association of British Insurers, the most recent version of which was
1ssued m December 2005 and amended in December 2006

{F) Net mvestment income

Investment income consists of dividends, interest receivable and foreign exchange gains and losses for the year
Interest income 1s recognised as 1t accrues, taking into account the effective yield on the investment

A gam or loss on a financial mvestment 15 only realised on disposal or transfer, and 1s the difference between the
proceeds recerved, net of transaction costs, and 1ts original cost or amortised cost as appropnate Unrealised
gains and losses, anising on financial investments which have not been derecognised as a result of disposal or
transfer, represent the difference between the carrying value at the year end and the carrywing value at the
previous year end or purchase value during the year, less the reversal of previously recognised unrealised gains
and losses in respect of disposals made during the year




The Ocean Marine Insurance Company Limited
Accounting policies (continued)

(G) Insurance contract liabilities

Claims

Insurance claims mncurred include all losses occurring during the year, whether reported or not, loss adjustment
expenses, a reduction for the value of salvage and other recoveries, and any adjustments to claims incurred in
Previous years

Loss adjustment expenses mclude internal and external costs incurred in connection with the negotiation and
seftlement of claims Internal costs include all direct expenses of the claims handling department and any part of
the general administrative costs directly attmbutable to the loss adjustment function

Qutstanding claims provisions

Insurance outstanding claims provisions are based on the estimated ultimate cost of all claims mcurred but not
settled at the statement of financial position date, whether reported or not, together with reiated loss adjustment
expenses Significant delays are expenienced 1n the notification and settlement of certain types of general
msurance claims, particularly 1n respect of hability business, including asbestos and environmental pollution
exposures, the ulimate cost of which cannot be known with certainty at the statement of financial position date
Any estimate represents 2 determination within a range of possible outcomes Further details of estimation
techniques are given 1n note %(c)

Provisions for latent claims are discounted, using rates based on the relevant swap curve, n the relevant currency
at the reporting date, having regard to the expected settlement dates of the claims. The discount rate 1s set at the
start of the accounting period with any change 1n rates between the start and end of the accounting period being
reflected as an economic assumption change within claims Unwind of discount 1s shown as a finance cost The
range of discount rates used 15 described 1n note 9(b)

Outstanding claims provisions are valued net of an allowance for expected future recoveries Recoveries include

non-insurance assets that have been acquired by exercising rights to salvage and subrogation under the terms of
msurance contracts

10




The Ocean Marine Insurance Company Limited

Accounting policies (continued)

(H) Rewnsurance

The Company cedes reinsurance 1n the normal course of business The cost of reinsurance 1s earned over the risk
profile underlying reinsured policies, using assumptions consistent with those used to account for these policies
Where insurance liabihities are discounted, any correspending reinsurance assets are also discounted using
consistent assumptions

Reinsurance assets primarily include balances due from remnsurance companies for ceded insurance habihities
Amounts recoverable from reinsurers are estimated n a manner consistent with the outstanding claims provisions or
settled claims associated with the remsured policies and 1n accordance with the relevant reinsurance contract

If a rewnsurance asset 1s impaired, the Company reduces the carrying amount accordingly and recognises that
impairment loss 1n the income statement A remsurance asset 1s imparred 1f there 1s objective evidence, as a result of
an event that occurred after imtial recognition of the reinsurance asset, that the Company may not receive all
amounts due to it under the terms of the contract, and the event has an impact that can be rehably measured on the
amounts that the Company will receive from the remsurer

(I) Derecognition and offset of financial assets and financial habihities

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) 1s
derecognised where

(1}  the nights to receive cash flows from the asset have expired,

(1) the Company retains the right to receive cash flows from the asset, but has assumed an obltgation to pay them
in full without material delay to a third party under a "pass-through" arrangement, or

(i) the Company has transferred its nights to receive cash flows from the asset and eather

(a) has transferred substantially all the nisks and rewards of the asset, or
(b) has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the asset

A financial habihty 15 derecogmised when the obligation under the Liability 1s discharged, cancelled or expires
Financial assets and hiabilities are offset and the net amount reported 1n the statement of financial posttion when
there 1s a legally enforceable right to set off the recognised amounts and there 1s an intention to settle on a net basis,
or realise the asset and settle the hability simultaneously
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Accounting policies (continued)

(J)  Cash and cash equivalents

Cash and cash equivalents consist of cash at banks and in hand, deposits held at call with banks, treasury bills
and other short-term highly hiquid mvestments that are readily convertible to known amcunts of cash and
which are subject to an insignificant risk of change in value Such mvestments are those with less than three
months' maturity from the date of acquisition, or which are redeemable on demand with only an insignificant
change i their fair values

(K) Financial guarantee contracts

Financial guarantees are recoghised intially at their farr value They are subsequently measured at the igher
of the expected recervable or habihity under the guarantee and the amount iitially recogmsed less any
accumulated amortisation A hability 1s recognised for amounts payable under the guarantee 1f it 1s more hkely
than not that the guarantee will be called upon and a recervable 1s recognised if it 1s virtually certain

(L) Contingent habilities

Contingent habnlities are disclosed if there 1s a possible future obligation as a result of a past event, or 1f there
1s a present obligation as a result of a past event but either a payment 1s not probable yet still possible or the
amount cannot be reliably estimated

(M) Income taxes

The current tax expense 15 based on the taxable profits for the year, after any adjustments n respect of prior
years Tax, including tax rehef for losses if applicable, 1s allocated over profits before taxation and amounts
charged or credited to reserves as appropriate

Provision 1s made for deferred tax Liabiiities, or credit taken for deferred tax assets, using the hiability method,
on all material temporary differences between the tax bases of assets and habilities and their cairying amounts
1n the financial statements The rates enacted or substantively enacted at the statement of financial position
date are used to determine the deferred tax

Deferred tax assets are recognised to the extent that it 15 probable that future taxable profit will be available
against which the temporary differences can be utilised

12




The Ocean Marine Insurance Company Limited

Accounting policies (continued)

(N) Share capital and dividends
Equity instruments

An equity instrument 15 a contract that evidences a residual interest 1n the assets of an entity after deducting all
of its liabilities Accordingly, a financial instrument 1s treated as equaty if

) there 15 no contractual obligation to deliver cash or other financial assets or to exchange financial assets

or liabilities on terms that may be unfavourable, and

(n)}  the instrument will not be settled by delivery of a variable number of shares or is a derivative that can
be settled other than for a fixed amount of cash, shares or other financial assets

Dwvidends

Interim dividends on ordinary shares are recognmised 1n equity tn the period m which they are paid Fmal
dividends on these shares are recognised when they have been approved by shareholders

{O®) Insurance business transfers

Where an insurance business transfer 1s carried out under Part VII of the Financial Services and Markets Act
2000 between entities that are under common control, assets and habilities are transferred at carrying value,
for no consideration Transfers from a parent company to a subsidiary company are accounted for as a capital
contribution, with the excess of assets over habilities recogmised in a capital reserve Transfers from a
subsidiary company to its parent company are accounted for as a distribution The income statement of the
transferee company includes the results of the msurance business transferred from the effective date of the
transfer, the transferor company excludes the results of the insurance busmess transferred from the effective
date of the transfer Corresponding amounts for the previous year are not restated

13




The Ocean Marine Insurance Company Limited

Income statement

For the year ended 31 December 2011

Income
Premiums ceded to remnsurers

Net investment mncome - dividend mncome, arising
from nsurance business transfer

Expenses
Claims pad, net of retnsurance
Change n claims provisions, net of remnsurance

Impamrment of investments 1 subsidiary

Loss before tax

Tax credit

Loss for the year

Note

6(b)

6(b)

2011

£m

(69}
11

an

2010
£m

(69)
18

(51

The Company has no recognised income and expenses other than that icluded n the results above and

therefore a statement of comprehensive income has not been presented

The accounting pohcies on pages 8 to 13 and the notes on pages 18 to 37 form an integral part of these

financial statements

14
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Statement of financial position

As at 31 December 2011

ASSETS

Investment m subsidiary
Reinsurance assets
Receivables

Current tax asset

Cash and cash equivalents

Total assets

LIABILITIES

Insurance Liabilities
Payables and other financial iabihities
Total habilities

Net assets

EQUITY

Ordinary share capital
Capital reserve
Retained earnings

Total equity

Note

10
15 (b)

11

12

2011 2010
£m £m
628 314
53 41
18 -
41 23
740 378
628 314
2 -
630 314
110 64
128 59
28 -
(46) 5
11¢ 64

The accounting policies on pages 8 to 13 and the notes on pages 18 to 37 form an integral part of these

financial statements

Approved by the Boardon 23 MARCH 2012

C 3.

C J Abrahams
Director
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Statement of changes in equity
For the year ended 31 December 2011

Ordinary

share Capital Retained Total

capital reserve earnings equity

£m £m £m £m
Balance at 1 January 2010 59 - 5 64
Total comprehensive income for the year - - - -
Total movements 1 the year - - - -
Balance at 31 December 2010 59 - 5 64

Total comprehensive income for the year - - (51) (51
Issue of share capital 69 - - 69
Capital reserve, arising from nsurance - 28 - 28

business transfer

Total movements m the year 69 28 (51) 46
Balance at 31 December 2011 128 28 {46) 110

The accounting policies on pages 8 to 13 and the notes on pages 18 to 37 form an integral part of these financial

statements

16
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Statement of cash flows
For the year ended 31 December 2011

Note

Cash flows from operating activities

Net cash outflow to operating activities 15(a)

Net cash used in operating activities

Cash flows from mvesting activities

Cash acquired from msurance business transfer 19
Net cash from investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at | January

Cash and cash equivalents at 31 December 15(b)

2011

2010

£m

(16)

im

(16)

34

34

23

23

41

23

The accounting policies on pages 8 to 13 and the notes on pages 18 to 37 form an integral part of these financial

statements

17




The Ocean Marine Insurance Company Limited

Notes to the financial statements

1. Details of expenses \

2011 2010 |
Claims paid, net of remsurance £m £m
Clamms paid to policyholders 28 20
Less Claims recoveries from reinsurers (28) (20)
Change n claims provisions, net of reinsurance
Change m gross claims provisions (76) 29)
Change 1n reinsurance asset for claims provisions 76 29

2. Employee information

All staff are employed by a fellow subsidiary undertaking of Aviva ple, Aviva Employment Services Limited
Disclosures relating to employees may be found 1n the annual report and financial statements of Aviva
Employment Services Limited

3. Directors

All directors of the Company are remunerated as employees by Aviva Employment Services Limited This ‘
remuneration 1s recharged to all operating divisions of the Group under management service agreements
However, no cost 1s borne by the Company for the services of the directors n their capacity as directors

4, Auditor's remuneration

The total remunération payable by the Company, excluding VAT, to 1ts auditor, Emst & Young LLP, in respect
of the audit of these financial statements, 1s shown below The Company 1s exempt from disclosing other fees
payable to its audstor in respect of other work, by virtue of regulation 5(1}(b) of The Companies {Disclosure of
Auditor Remuneration and Liability Limitation Agreements) Regulations 2008, as 1t 1s disclosed within the
Annual Report and Accounts of Aviva plc , the Company's ultimate controlling entity (note 18(c))

2011 2010
£000 £000
Audit services
Statutory audit of the Company's financial statements 70 35

Audit fees are paid by Aviva Central Services UK Limited, a fellow Group company, and recharged as
appropriate to the Company and fellow Group companies

18




The Ocean Marine Insurance Company Limited

Notes to the financial statements (continued)

5. Tax
(a) Tax credited to the income statement

The total tax credit comprises 2011 2010
£m £m

Current tax:

For the current year 18 -

Total tax credited to income statement 18 -

(b) Tax reconcihiation

The tax on the Company's loss before tax 1s the same as the theoretical amount that would arise using the tax
rate i the United Kingdom ("UK") as follows

2011 2010

£m £m
Loss before tax (69) -
Tax calculated at standard UK corporation tax rate of 26 5% (2010 28 %) 18 -
Non-assessable dividends 3 -
Impairment of subsidiary 3) -
Tax credited for the period (note 5(a)) 18 -

A reduction 1n the UK corporation tax rate from 28% to 26% was substantively enacted in March 2011 and 15
effective from 1 Apnl 2011 A further reduction from 26% to 25% was substantively enacted in July 2011 and
will be effective from 1 April 2012 Accordingly, these rates have been applied in the measurement of the
Company's deferred tax assets and liabihties as at 31 December 2011

In addition, a further 1% reduction i the UK corporation tax rate to 24%, effecuve from 1 Apnl 2012, was
announced m the 2012 Budget on 21 March 2012 On the same day 1t was announced that the UK corporation
tax rate would reduce to 23% from 1 April 2013 and to 22% from 1 April 2014 There 15 no impact to the
Company’s net assets from the reduction m the rate as the Company has no net deferred tax asset or hability
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The Ocean Marine Insurance Company Limited

Notes to the financial statements (continued)

6. Investment in subsidiary

(a) The investment in shares n its subsidiary, which is registered n England and Wales, compnises

Company Type of business Class of share Proportion held

The World Auxiliary Insurance Non-trading Ordinary 100%
Corporation Limited

{b) Movement 1n the Company’s investment n its subsidiary

2011
£m

Fair value
At 1 January -
Additions 11
Impairtnent ({n

At 31 December

On 14 November 2011, as part of the insurance business transfer under Part VII of the Financial Services and
Markets Act 2000, the Company acquured The World Aux:ihary Insurance Corporation Limited As part of the
transfer, The World Auxiliary Insurance Corporation Limited transferred its net assets and habihties of £11 million
to the Company, which The Company accounted for as dividend income As a consequence, the Company has fully
impaired the fair value of 1ts investment 1n the subsidhary

7. Reinsurance assets

(a) Carrying amounts

The following 1s a summary of the retnsurance assets and related insurance provisions as at 31 December

2011 2010
Gross Gross
insurance Reinsuranc imsurance Remnsuranc
habilities e assets Net  habilities ¢ assets Net
im £m £m £m £m £m
Qutstanding claims provisions 414 414 - 234 234 -
Provisions for claims incurred but not 214 214 - 80 80 -
reported
Total 628 628 - 314 314 -

Of the above total, £555 mllion (2010 £296 million) of the reinsurance assets 1s expected to be recovered 1n more
than one year after the statement of financial position date

The reinsurers' share of outstanding claims provisions and provisions for claims incurred but not reported 15 reduced
by £118 milhien (2010 £75 mulhion) as a result of the discounting of latent claims
(b)  Assumptions

The assumptions, ncluding discount rates, used for remsurance contracts foliow those used for insurance contracts
shown in note 9(b) and %(c)

Reinsurance assets are valued net of any provisions for their recoverability
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The Ocean Marine Insurance Company Limited

Notes to the financial statements (continued)
7. Reinsurance assets (continued)
(c) Movements

Remsurers' share of claims provisions

Carrying amount at I January

Insurance business transfer (note 19)

Impact of changes in discount rate assumnptions

Reinsurers' share of claims losses and expenses mcurred mn prior years
Remsurers' share of mcurred claims losses and expenses

Less

Reinsurance recovenies received on claims mcurred n prior years
Unwind of discount

Change 1n retnsurance asset

Foreign exchange rate movements

Carrying amount at 31 December

On 14 November 2011, assets and habilities relating to business mn the London Market were transferred to the
Company at carrying value by way of an insurance business transfer under Part V1I of the Financial Services and
Markets Act 2000 from certain Group companies The carrying value of remnsurance assets transferred to the

Company was £355 million

Reinsurance assets held in Umited States dollars have been revalued at the year end rate as described m note 9(d)
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2011 2010
£m £m
314 322
355 -
27 -
(48) &)
(@1) ®)
(28) (20)
8 8
1) 2zn
- 13
628 314




The Ocean Marine Insurance Company Limited

Notes to the financial statements (continued)

8. Receivables

2011 2010
£m £m
Amounts due from reimnsurers 9 -
Amount due from related parties (note 18(a)(11)) 44 41
Total 53 4]
Expected to be recovered 1n less than one year - -
Expected to be recovered in more than one year 53 41
All recervables are cammed at amortised cost, which approximates to fair value
9. Insurance liabilities
(a) Carrymg amount
Gross insurance habilities at 31 December comprise
2011 2010
£m £m
Provisions for outstanding claims 414 234
Provisions for claims mncurred but not reported 214 80
Total 628 314

{(b) Provisions for outstanding claims

Delays occur 1n the notification and settlement of claims and a substanttal measure of experience and
Judgement 1s invelved 1n assessing outstanding habilities, the ultimate cost of which cannot be known with
certainty at the statement of financial position date The reserves are based on information currently available
However, 1t 1s inherent in the nature of the business written that the ultimate liabilities may vary as a result of
subsequent developments

Provisions for cutstanding claims are established to cover the outstanding expected ultimate hability for losses
and loss adjustment expenses ("LAE") in respect of all claims that have already occurred The prowisions
established cover reported claims and associated LAE, as well as claimns incurred but not yet reported and
associated LAE

Outstanding claims provisions are based on undiscounted estimates of future claims payments, except for the
following class of business for which discounted provisions are held*

Discount rate Mean term of habilities
2011 2010 2011 2010
Latent claims 324%t0 0 68% 4 43%t0 0 44% 12 years 11 years
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Notes to the financial statements (continued)

9. Insurance liabilities (continued)

(b) Provision for outstanding claims (continued)

The gross outstanding claims provistons before discounting are £746 million (2010 £389 million) The period of
time which will elapse before the habihities are settled has been estimated by modelhing the settlement patterns of the
underlying claims

Loss reserves are only established for losses that have already occurred

(c) Assumptions

Qutstanding claims provisions are estimated based on known facts at the date of estimation Case estunates are
generally set by skilled claims technicians applying their experience and knowledge to the circumstances of
mdividual claims, taking into account all available information and correspondence regarding the circumstances of
the claim, such as medical reports, nvestigations and mspections Claims technicians set case estimates according to
documented claims department policies and specialise in setting estimates for certain hines of busmess or types of
clam Claims above certain limits are referred to senior claims handlers for authorisation

No adjustments are made to the claims technicians' case estimates included in booked claims provisions, except for
rare occasions when the estimated ultimate cost of a large or unusual clayim may be adjusted, subject to internal
reserve committee approval, to allow for uncertainty regarding, for example, the outcome of a court case The
ultimate cost of outstanding claims 1s then estimated by using a range of standard actuanal claims projection
techmques, such as the Chain Ladder and Bornhuetter-Ferguson methods along with other actuarial methods to deal
with the umique attributes of latent claims The main assumption underlying these techniques 1s that the Company’s
past claims development experience can be used to project future claims development and hence ultimate claims
costs As such, these methods extrapolate the development of paid and incurred losses, average costs per claun and
claims numbers based on the observed development of earher years and expected loss ratios

Historical claims development 1s mamly analysed by accident period, although underwriting or notification period 1s
also used where th1s 1s considered appropriate Claims development 1s separately analysed for each line of business
Certam hnes of busmess are also further analysed by claims type or type of coverage In addition, large claims are
usually separately assessed, either by being reserved at the face value of loss adjuster estimates, or separately
projected m order to reflect their future development

In most cases no explicit assumptions are made regarding future rates of claims inflation or loss ratios Instead, the
assumptions used are those mmplicit in the historic claims development data on which the projections are based
Additional qualitative judgement 1s used to assess the extent to which past trends may not apply n the future, for
example, to reflect one-off occurrences, changes in external or market factors such as public attitudes to claiming,
economic conditions, levels of claims inflation, judicial decisions and legislation, as well as internal factors such as
portfolio mix, policy conditions and loss adjustment procedures, in order to arrive at the estimated ultimate cost of
clamms, that represent the most hkely outcome, from the range of possible outcomes, taking account of all the
uncertainties involved The range of possible outcomes does not, however, result in the quantification of a reserve
range

Where discount rate assumptions are based on current market yields on fixed interest securities, allowance 1s made
for default risk implicit 1n the yields on the underlying assets




The Ocean Marine Insurance Company Limited

Notes to the financial statements (continued)

9. Insurance liabilities (continued)

{c)  Assumptions (continued)

The level of uncertainty associated with latent claims 1s considerable due to the relatively small number of claims

and the long-tail nature of the liabilities Mesothelioma claims account for a large proportion of the Company's
latent claims The key assumptions underlying the estimation of these claims include claims numbers, the base

average cost per claim, future inflation m the average cost of claims, legal fees and the life expectancy of potential

sufferers However, in 2000 all the Company's business was remsured as the Company 1s party to a remsurance
agreement entered into with the National Indemnity Company

On completion of the msurance business transfer on 14th November 2011, the Company completed an Adverse
Reserve Detenoration (“ARD”) agreement with 1ts parent company, Aviva Insurance Limited This agreement
provides an extra £1 billion of remsurance cover to protect against circumstances m which the remsurance with
National Indemnity Company 1s exhausted or otherwise fails to satisfy claims

(d) Movements

The following changes have occurred in the claims provisions during the year

Carrying amount at 1 January

Insurance business transfer (note 19)

Impact of changes in discount rate assumptions
Clamms losses and expenses incurred in prior years
Incurred claims losses and expenses

Less

Payments made on claims mcurred in prior years
Unwind of discount

Changes n gross claims

Foreign exchange rate movements

Carrymg amount at 31 December

On 14 November 2011, assets and habihntes relating t0 business in the London Market were transferred to the

2011 2010
£m £m
314 322
355 -
27 -
(48) )
(21) ®
(28) 20)
8 8
41) n
- 13
628 314

Company at carrymg value by way of an msurance business transfer under Part Vil of the Financial Services and

Markets Act 2000 from certain Group Compames The carrying value of insurance habilities transferred to the

company was £335 million

Discount rate

The discount rate that has been applied to latent clauns reserves 1s based on the relevant swap rate, in the relevant
currency, having regard to the expected settlement dates of the claims The range of discount rates used depends on

the duration of the claims and 1s given 1n the table n section (b) p 22 The duration of the clauns spans over 20

years, with the average duration 12 years (2010 11 years) Any change 1n discount rates between the start and the

end of the accounting pertod 1s reflected as an economic assumption change

Exchange rates

Assets and habilities denommated 1 Umited States dollars have been translated at the year end rate of £1 = US$

155(2010 £1=US$157)




The Ocean Marine Insurance Company Limited

Notes to the financial statements (continued)

9. Insurance liabilities (continued)

(d) Movements (continued)

Effect of changes 1 estimates in the year

During the year, gross prior years' claims provisions of £48 million, £n1l net of remnsurance (2010 £9 mithon, £nil net of

reinsurance) were released to the income statement This movement 1s mainly due to the release of claims prowisions n the
Umited States for asbestos and environmental pellution and the UK for marine business,

(e} Loss development tables

The Company ceased to write business in the London Market in 1995  In 2000, all business was wholly reinsured with the
National Indemnity Company

Gross Net of remsurance
Prior Prior
years 2002 Total years 2002 Tatal
£m £m £m £m £m £m
Outstanding claims provisions (undiscounted) 310 - 310 - - -
Effect of discounting 37 - 37 - - -
Acquired claims, at acquisition and at year end
Outstanding claims provisions {undiscounted) 434 2 436 - - -
Effect of discounting (81) - (81) - - -
Present value recogmsed in the statement of
626 2 628 - - -

financial position

On 14 November 2011, assets and liabilities relating to business in the London Market, including remnsurance through a
remnsurance agreement entered into with National Indemnity Company, were transferred to the Company at carrying value
by the way of an insurance business transfer under Part VII of the Financial Services and Markets Act 2000 from certain
Group Compames The carrymg value of insurance abihities transferred to the Company was approxamately £355
mithon, before reinsurance recoveries of £355m

The table above includes information on asbestos and environmental poilution claims provisions The total gross claims

provisions 1n respect of this business are £355 mullion at 31 December 2011 (2010 £176 million) The net claims
provisions 1n this respect are £nm1l (2010 £ml)
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Notes to the financial statements (continued)

10. Tax assets and liabilities

Current tax

2011 2010
Tax asset £m £m
Expected to be recoverable n more than one year 18 -
Tax asset recognised n statement of financtal position 18 -
11. Payables and other financial liabilities
2011 2010
£fm £m
Other financial labihitres 2 -
Expected to be settled in less than one year 2 -

All payables and other financial habilities are carried at amortised cost, which approximates to fair value

12. Ordinary share capital

Details of the Company's ordinary share caprtal are as follows

2011 2010
£m £m

Allotted, called up and fully paid
5,140,000 (2010 2,380,000) Ordinary shares of £25 each 128 59

The Companies Act 2006 abolished the requirement for a company to have an authorised share capital and
the articles of association adopted by the Company on 22 June 2010 reflect this Drectors will sttll be limited
as to the number of shares they can at any time allot as the allotment authority continues to be required under
the Act, save 1n respect of employee share schemes Ordinary shares 1n 1ssue 1n the Company rank par passu
All the ordinary shares 1n 1ssue carry the same right to receive all dividends and other distributions declared,
made or paid by the Company
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Notes to the financial statements (continued)

13. Financial guarantees and options

With the approval of the FSA, Aviva International Insurance Limited, a Group company, and certain of 1ts
UK 1nsurance subsidiaries transacting general msurance business, of which the Company 15 one, have
mutually agreed to discharge all habilities attaching to their respective policies The guarantee enables a
company, 1f it 1s unable to pay policyholder clamms, to seek financial support from one or more of the
guarantors The guarantors are not obliged to make the payment if 1n so doing they would breach their own
solvency requirement If any payments are made under the guarantee, the guarantors are also entitled to seek
repayment from the company benefiting from the guarantee The guarantee cannot be relied upon by any
other person, including without Iimitatton the holder of any contracts of insurance 1ssued by a party to the
guaranice There 15 no maximum amount the Company would have to pay under the guarantee but, mn the
opinion of the directors, the fair value of the guarantee above 15 not matenal and no matenal loss would arise
therefrom

14, Contingent liabilities and other risk factors

Uncertaraty over claims provisions

Note 9(c) gives details of the estimation techmques used 1n determining the outstanding claims provisions
which are designed to allow for prudence These are estimated to give a result within the normal range of

outcomes To the extent that the ultimate cost falls outside this range, for exampie where future claims
inflation differs from that expected, there s uncertainty in respect of this hiability

Levy schemes
The Company pays contnbutions mto levy schemes 1n the UK 1n which 1t operates Given the economic
environment, there 15 a heightened risk that the levy contributions will need to be increased te protect

policyholders 1f an insurance company falls into financial difficulties The directors continue to monitor the
situation but are not aware of any need to make provisions at the statement of financial position date

15. Statement of cash flows

(a) The reconcihation of loss before tax to the net cash outflow to

operating activities 1s; 2011 2010
£m £m
Loss before tax (69) -
Changes 1n working capital
(Increase) / decrease n remsurance assets 41 8
(Increase) / decrease in receivables and other financial assets 66 10
Increase / (decrease) n msurance habilities (41) (3)
Increase / (decrease) in payables and other financial habilities (13) (10)
Net cash outflow to operating activities (16} -

“Increase/(decrease) in recervables” 15 stated after eliminating £69 mallion (2010 £nil) of remsurance
premium settled by the 1ssuance of 2,760,000 ordinary shares of £25 each to 1ts parent company, Aviva
Insurance Limited
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Notes to the financial statements (continued)

15. Statement of cash flows (continued)

(b) Cash and cash equivalents in the statement of cash flows at

31 December comprise: 2011 2010
£m £m

Cash at bank and 1n hand 1 -

Cash equivalents 40 23
4] 23

{(c) Cash flows 0 respect of insurance business transfer

2011 2010
£m £m
Cash and cash equivalents acquired from nsurance business transfer 34 -

{note 19)

16. Risk management

The ultimate parent company, Aviva ple, and its subsidiaries, joint ventures and associates, (collectively
known as "the Group"), operate a nsk management framework ("RMF™), which is the collection of
processes and tools that have been put in place to ensure that the risks to which 1t 15 exposed are
identified, measured, managed, monitored and reported on a continuous basis The RMF 15 designed to
facilitate a common approach to, and language regarding, the management of risk across the Group The
key mstruments of the RMF nclude the nsk management policies, risk reports, nsk models, the
governance and oversight infrastructure and the risk appetite framework The RMF has been adopted in
the UK. Aviva busmesses ("the UK Region") including the Aviva businesses collectively referred to as
"UKGI" (including this Company and the UK general insurance business carried out within Aviva
Insurance Limited and Aviva International Insurance Limited)

Risks usually grouped by risk type market, credit, general insurance, liquidity and operational nisk Risk
faling within these types may affect a number of key metrics mcluding those relating to strength within
the statemnent of financial position, liquidity and profit They may also affect the performance of the
products that the Company delivers to customers and the service to customers and distributors, which
can be categorised as risks to the Company’s franchise value

The Group has a set of formal risk polictes that facilitate a consistent approach to the management of all
the Group’s nisks across all busmnesses and locations m which the Group operates These risk policies
define the Group's appetite for different, specific nisk types and set out risk management and contro!
standards for the Group's worldwide operations

UKGI sets limits to manage matenal risks to ensure the risks stay within nsk appetite (the amount of nsk
UKGI 15 wiliing to accept) UKGI assesses the size and scale of a nisk by considering how likely 1t 1s that
the risk will materialise and the potential impact the risk could have on its business, customers and other
stakeholders Where risks are outside of appetite, actions are agreed to mitigate the exposure Impact
assessments are considered against financial, operational and reputational criteria and take into account
underlying factors such as economic conditions, for example, UK economic growth and mflation
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Notes to the financial statements (continued)

16. Risk management (continued)
The UK Region has an established governance framework, which has the following key elements

+ defined terms of reference for the legal entity Boards and the associated executive management and
other commuttees across the UK Region including the UK Region Board, UK Region Risk Commuttee
and UK Regron Audit Commuttee,

= aclear organisational structure with documented delegated authorities and responsibilities from the
legal entity Boards to executive management commuittees and senior management, and

« adoption of the Group risk management framework that defines nisk appetite measures and sets out
risk management and control standards for the Group’s worldwide operations The risk management
framework also set out the roles and responsibilities of businesses, regions, policy owners and risk
oversight commuittees

UKGI operates a three lines of defence risk management model Primary responsibility for nsk 1dentification
and management Lies with business management (the first line of defence) Support for and challenge on the
completeness and accuracy of risk assessment, nsk reporting and adequacy of mitigation plans are performed
by specialist nisk functions {the second hne of defence) Independent and objective assurance on the
robustness of the risk management framework and the appropriateness and effectiveness of internal control 1s
provided by Group Audit (the third line of defence)

Risk models are an important tool in UKGI's measurement of risk and are used to support the monitormg and
reporting of the risk profile and n the evaluation of alternative rnisk management actions UKGI carries out a
range of stress (where one risk factor 1s assumed to vary) and scenano (where combinations of risk factors
are assumed to vary) tests to evaluate their impact on the business and the management actions available to
respond to the conditions envisaged Monthly assessments are made of the economic capital available within
the business and the economic capital required to cover the current risk profile of the business and these
assessments are mcluded wn the regular reporting to the risk commuttees

In addition to monitoring regulatory Solvency under applicable FSA regulations, the FSA also requires
UKGI to assess 1ts economic capital requirements to ensure that 1t adequately reflects the risks facing the
busmess

UKGI has developed economic capital models that support the measurement, compartson and further
understanding of its risks The results of the modelling are mcorporated into key strategic planning and
decision-making processes These models show the relative impact to economic capital from the risks faced
In turn this supports the assessment of appropriate and effective mitigating strategies where risks are outside
of agreed risk hirmts

29




The Ocean Marine Insurance Company Limited

Notes to the financial statements (continued)

16. Risk management (continued)

(a) Financial risk management
(1) Market nisk

Market nisk 15 the risk of adverse financial impact due to changes in fair values or future cash flows of financial
instruments due to fluctuations mn iterest rates, equuty prices, property prices, and foreign currency exchange rates
Market nsk arises due to credit spread widening and fluctuations 1n both the value of habilities and the value of
investments held

UKGI manages market risk locally within 1ts market risk framework, within local regulatory constraints and n line with
established Group policy, mcluding munimum principles for matching liabihties with appropriate assets UKGI's market
risk appetite 15 set by the UKGI Asset and Liabihity Commuttee

The Company has assets and claims habihties m foreign currency, principally Umted States dollars, and so has exposure
to foreign exchange rates However, there 1s no material net exposure to exchange rate fluctuations due to the
reinsurance that has been put 1n place

On 10 June 2011, the Board approved the transfer of The World Auxiliary Insurance Corporation Limited by the
Company as part of the insurance busmess transfer camed out during the yvear. The acquisition was effective on 14
November 2011 The fair value of the Company's investment 1n subsidiary at 31 December 2011 1s £ml

Derivatives are used withm pohicy gmidelines agreed by the Aviva plc Board of Directors Derivatives are only used for |
efficient portfoho management or risk hedging purposes The Company did not have any derivatives during the year or
at the year-end

The management of market risk 1s overseen by the UKGI Asset and Liability Commuttee
(1) Credit nisk

Credit nisk 15 the nisk of loss n the value of financial assets due to counterparties failing to meet all or part of their
obligations

UKGI's management of credit risk 1s carried out mn accordance with Group credit risk processes, which include setting
exposure limits and montoning exposures 1n accordance with ratings set by credit ratings agencies such as Standard &
Poor's Exposure levels are reported to, and reviewed by, the UKGI Asset and Liability Commttee

Fnancial assets are graded according, to current credit ratings issued. AAA 1s the highest possible rating  lnvestment
grade financial assets are classified within the range of AAA to BBB ratings Financial assets which fall outside this
range are classified as speculative grade Credit lumuts for each counterparty are set based on default probabilities that
are n turn based on the rating of the counterparty and the type of exposure
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16. Risk management (continued)
(a) Financial risk management (continued)
(1) Credat nsk (continued)

The following table provides mnformation regarding the aggregated credit risk exposure of the Company "Non-
rated” assets captures assets not rated by external ratings agencies:

Credit rating

Carrying
value in the
statement of

Speculative financial

31 December 2011 AAA AA A BBB grade  Non-rated position

£m £m £m £m £m £fm £m

Reinsurance assets - 628 - - - - 628

Amounts due from reinsurers - 9 - - - - 9

Cash and cash equivalents - 27 14 - - - 41
Credit rating

Carrying

value in the

statement of

Speculative financial

31 December 2010 AAA AA A BBB grade Non-rated position

£m £m £m £m £m £m £m

Remsurance assets - 314 - - - - 314

Cash and cash equivalents - 10 13 - - - 23

Of the Company's receivables of £53 milhon (2010 £41million), £44 million (2010 £41 million) 1s due from other
Group companies and details are set out m note 18

At 31 December 2011 and 31 December 2010, no financial assets were impaired or overdue

The Company also has a sigmificant exposure to the National Indemmity Company amounting to £628 millior: (2010
£314 mullion) in respect of reinsurance arrangements

The management of credit risk 15 overseen by the UKGI Asset and Liability Committee
(i) Generat insurance risk

The Company 1s in run-off and considers insurance risk within 1ts general insurance activity to be the management
of claims and the adequacy of reserving

UKGI has developed mechanisms that identify, quantify and manage accumulated exposures to contan them within
the limits of the appetite of UKGI UKGI has 1n place various developments to manage effectively exposures ansing
from specific perils
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16. Risk management (continued)

(a) Financial risk management (continued)

(1) General insurance risk {(continued)

The adequacy of UKGI's general insurance claims provistons 1s overseen by the UKGI Reserve Comruttee Actuarial
claims reserving 1s conducted by the UKGI's actuaries, with periodic independent external reviews by consulling actuaries

Risk-based capital models are being used to support the quantification of sk under the Individual Capital Assessment
("ICA") framework UKGI undertakes a quarterly review of insurance nisks, the output from which 1s a key mput 1nto the
ICA and nsk-based capital assessments

All business 15 remsured as the Company 15 party to a reinsurance agreement entered into with National Indemmty Company
n 2000, which provides substantial protection 1 excess of current gross liabilities

On completion of the insurance business transfer on 14 November 2011, the Company completed an Adverse Reserve
Detenoration agreement with 1ts parent company, Aviva Insurance Lamited This agreement provides an extra £1 bithion of
reinsurance cover to protect against circumstances 1n which the reinsurance with National indemnity Company 1s exhausted
or otherwise fails to satisfy claims .

The management of msurance risk is overseen by specific UKGI sentor management commrttees, namely the Underwriting
and Pricing Groups, the Reserve Commiuttee and the Projections Committee

{wv) Ligmidity risk
Liquidity risk 15 the risk than an entity will encounter difficulty i meeting obligations as they fall due

UKGI has set 1ts investment strategy to ensure 1t has sufficient hiquid funds to meet 1ts expected obligations on an expected
basis and under adverse circumstances In extreme circumstances, the Company would approach the Group for additional
short-term borrowing whilst the Company liquidated other assets [he Group maintams significant commutted borrowing
tacilittes from a range of lughly rated banks to mitigate thus risk further

The following table provides an analysis, by maturity date of the principal, of the carrying value of financial and reinsurance
assets which are avarlable to fund the repayment of habilities as they crystallise

Within 1 1to5 Stol5s Over 15 No fixed Total

31 December 2011 year years years years terms
£m £m £m £m £m £m
Reinsurance assets 73 196 220 139 - 628
Receivables - - o - 44 53
Current tax asset - 18 - - - 18
Cash and cash equivalents 41 - - - - 41
114 214 229 139 44 740
Within 1 1to5 5te15 Over 15 No fixed Total

31 December 2010 year years years years terms
£m £m £m £m £m £m
Reinsurance assets 18 63 118 115 - 314
Receivables - - - - 4 41
Cash and cash equivalents 23 - - - - 23
41 63 118 115 41 378

For reinsurance assets, the analysis above 15 based on the estimated timing of future cash flows The other assets above are
analysed 1n accordance with the earliest possible redemption date of the instrument at the initiation of the Company
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16. Risk management (continued)

(a) Financial risk management (continued)

(1v) Ligmdity risk (continued)

The following table shows the Company's financial Liabilities

Within 1 1t05 5te 15 Over 15 No fixed Total

31 December 2011 year years years years terms
£fm £m £m £m £m £m
Insurance habilities 73 196 220 139 - 628
Payables and other financial habilities 2 - - - - 2
75 196 220 139 - 630
Withm 1 1to5S 5to 15 Over 15 No fixed Total

31 December 2010 year years years years terms
im £m £m fm £m £m
Insurance liabihties 18 63 118 115 - 314

For insurance contracts, the analysis of habilities above 1s based on the estimated timing of future cash flows

The management of hiquidity risk 15 overseen by the UKGI Asset and Liabihity Commuttee

(b) Strategic risks

UKGI 1s exposed to a number of strategic nisks UKGI's strategy supports 1ts vision, purpose and objectives and 15
responsive to both the external and internal environment, for example, changes in the competitive landscape ansing from
economic condittons, customer demands and competitor activity, regulatory changes, merger and acquisition opportunities

and emerging trends (such as chmate change and pandemic events)

Strategic risk 1s explicitly considered throughout UKGI's strategic review and planning process Developments are
assessed during the quarterly performance management process where all aspects of the nisk profile are considered

UKGI actively engages with external bodies to share the benefit of 1ts expertise in supporting responses to emerging risks,
as well as challenging developments that could be damaging to the business and the industry as a whole

(c) Operational risk management

Operational nisk 1s the nisk of loss, resulting from inadequate or failed internal processes, people and systems or from
external events Operational nsks include taxation, reputation and regulatory nisks, such as comphance Only financial
mstrument risk requires quantification under IFRS and consequently no quantification of this nisk 1s provided

Operational risk 15 managed 1n accordance wath control standards set out in Group nsk management framework

The management of operational risk 15 overseen by the UKGI Operational Risk Commuttee
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16. Risk management (continued)
(d) Risk and capital management

UKGI uses a number of risk management tools to understand the volatility of its capital requirements, and to
manage uts capital mare efficiently Primantly, risk-based capital models and ICA are used. Sensitivities to
economtc and operating experience are regularly produced on all of UKGI'’s financal performance
measurements to wform the UKGI's decision-making and planning processes, and as part of the framework
for wdentifymg and quantifying the nsks to which UKGI 15 exposed

General insurance claims liabihties are estimated by using standard actuarial claims projection techniques
These methods extrapolate the claims development for each accident year based on the observed development
of earlier years In most cases, no explicit assumptions are made as projections are based on assumptions
imphiett 1n the historie claims development on which the projections are based As such, the sensitivity of
general msurance claims hiabilities 1s primanly based on the financial impact of changes to the reported loss
ratio

The Company's activities are the run-off of general msurance business, which 1s fully reinsured and the
Company has no material interest rate risk  As such, no sensitivity analysis 15 presented

17. Capital structure
The Company maintains an efficient capital structure from equity sharcholder's funds, consistent with the

Company's overall nsk profile and the regulatory and market requirements of the busmess This note
describes the way the Company manages capital and shows where this 15 employed

(a) General

IFRS underpins the Company's capital structure and accordingly, the capital structure 1s analysed on this
basts UKGI uses nsk management tools to assess 1ts internal economic capital requirements

The Company as a regulated company 1s requured to hold sufficient capital to meet acceptable solvency levels
based on applicable FSA regulations The Company's ability to declare dividends from distnbutable profits to
its parent company 1s therefore restricted to the extent that these amounts form part of UK regulatory capital
{b)} Capital management

In managing 1ts capital, the Company seeks to

§)] match the expected cash mflows from 1ts assets with the expected cash outflows from the
Company's insurance hiabilities as they fall due,

(un) mamntam financial strength to satisfy the requirements of its policyholders and regulators,

(n1) retain financial flexibility by maintaining strong hiquidity, and

(v) allocate capital efficiently and repatnate excess capital where appropriate

The Company considers not only the tradittonal sources of capital funding but the alternative sources of
capital including remnsurance, as appropriate, when assessing its deployment and usage of capital
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17. Capital structure (continued)
(c) Different measures of capital
The Company measures 1ts capital on a number of different bases These include measures which comply

with the regulatory regime within which the Company operates and those which the directors consider
appropriate for the management of the business The measures which the Company uses are |

) Accounting basis

The Company 1s required to report its results on an IFRS basis

{n}  Regulatory bases

Relevant capital and solvency regulations are used to measure and report the Company’s financial strength
These measures are based on the FSA's current regulatory requirements under Solvency I and the ICA
regime The regulatory capital tests verify that the Company retains an excess of solvency capital above the
required minimun level calculated using a series of prudent assumptions about the type of busmess that 1s
underwritten

The Company fully complied with these regulatory requirements during the year

(m) Economic bases

Notwithstanding the required levels of capital laid out by the FSA, UKGI also measures its capital using
various risk-based management tools that take into account a more realistic set of financial and non-financial

assumptions Note 16, Risk management, gives further details

(d) Capital structure

IFRS IFRS

net assets net assets

2011 2010

£m £m

General insurance 110 64

Total capital employed 110 64
Fianced by :

Equity shareholder's funds 110 64
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18. Related party transactions

(a) The Company had the following related party transactions in 2011 and 2010

(1) losurance business transfer

On 14 November 2011, assets and hiabilities relating to business 1in the London Market were transferred to the
Company at carrymng value by way of an insurance business transfer under Part VII of the Financial Services and
Markets Act 2000 from certain Group companies The carrying value of the net assets and Liabiliies transferred to

the Company was £28 milhon See note 19 for further details

(1) Services provided to related parties

2011 2010
Income Income

earned 1n Receirvable earned 1n Recervable

year at year end year at year end

£m £m £m £fm
Parent - 44 - 39
Fellow subsidiary - - - 2
- 44 - 41

The related parties’ receivables are not secured and no guarantees were received 1n respect thereof
(m) Services provided by related parties

On completion of the insurance business transfer on 14 November 2011, the Company completed an Adverse
Reserve Deterioratton (*ARD”) agreement with its parent company, Aviva Insurance Limited This agreement
provides an extra £1 billion of remsurance cover to protect agamst circumstances in which the remsurance with
National Indemnity Company 1s exhausted or otherwise fails to satisfy claims  In consideration of Aviva
Insurance Limited entering into the ARD agreement, the Company paid a one-off premium of £6% mullion, which
was settled by intercompany account

On 14 November 2011, the Company settled the intercompany account with Aviva Insurance Limited with funds

raised from the 1ssuance of 2,760,000 ordinary shares of £25 each to 1ts parent company, Aviva Insurance
Limited
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18. Related party transactions (continued)

(1¥) Key management compensation

The directors and key management of the Company are considered to be the same as for Aviva Insurance
Limited, the immediate parent company Information on key management compensation may be found in the
related party transactions note 1n the financial statements of Aviva Insurance Limited

(b) Immediate parent company

On 14 November 2011, Aviva Insurance UK Limited transferred 1ts entire shareholding in the ssued share
capital of the Company to Aviva Insurance Limited, a fellow Group undertaking Aviva Insurance Ltd 1s
registered 1in Scotland

{¢) Ultimate controlling entity

The ultimate controlling entity 15 Aviva plc Its Annual Report and Accounts are available on application to
the Group Company Secretary, Aviva ple, St Helen's, 1 Undershaft, London EC3P 3DQ

19. Insurance business transfer

On 10 June 2011, the Board approved the transfer of insurance business to the Company from certain Group
compames The transfer was effective from 14 November 2011 Assets and habilities relating to business in
the London Market were transferred at carrying value by way of an insurance business transfer under Part
VII of the Financial Services and Markets Act 2000 from the following Group companies.

Net assets/
(habilities }
transferred
£m
London and Edinburgh Insurance Company Limited 3
Aviva Insurance Limited (186)
Aviva International Insurance Limited 206
The World Auxihary Insurance Corporation Lirnited 11
28
The total assets and habihties transferred were as follows:
£m
Assets
Remsurance assets 355
Receivables 9
Cash and cash equivalents 34
Total assets 398
Liabihties
Insurance habilities (355)
Payables and other financial habihities (net) (14
Other liabilities )]
Total habihtes 370)
Total assets less habilities 28

All assets and habilities were transferred at carrying value for £ml consideration
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