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ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Directors’ report
for the year ended 31 December 2010

The directors present their annual report on the affairs of the Company and the audited financial statements for the year ended 31 December 2010
Business review and princtpal activities

The pnncipal actwity of the Company s te provide a setflement function for the msurance actwities camed out by RSA Insurance Group plc (the
Group) offices and Global Network partners From 20 December 2007, the Company assumed reinsurance liabihty for manne and property treattes
with tha Group n operatons in China, Hong Kong and Singapore

The Company held a share in an investment pool dunng the year

The results for the Company show a profit on ordinary activities before tax of £1,288,000 (2009 £3,200,000) for the year and gross premiums
wniten of £314,084,000 (2009 £312,848,000) The shareholder funds of the Company were £112,733,000 as at 31 December 2010 (31 December
2009 £112,248,000)

Future outlook

There is not expected to be any change to the business in the foreseeable future

Dividends

The directors do not recommend payment of a dividend in respect of the year ended 31 December 2010 (2009 £}

Principal nsks and uncertainties

From the perspective of the Company, the pancipal nsks and uncertanties are integrated withun the pnncipal nsks of the Group and are not
managed separately The pnncipal risks and uncertainties of the Group, which include those of the UK business, and hence the Company, are set
out in the estmation techmques, nsks, uncertainties and contingencies on pages 86 to 88, and in the nsk framework on pages 28 to 31 of the
Annual Report and Accounts of the Group {(which do not form part of this report)

A discussion on the management of financial nsk 1s set out below

Financial isk management

The Company 1s a subsidiary of RSA Insurance Group ple and its management of nsk 1s set at Group level The Group's approach to financial nsk,
through its management of credit, market and liquidity nsks, i1s set out below

Credit risk

The primary sources of credit nsk within the Group are nwvestment and treasury activities and reinsurance counterparty nsk Within the investment
management and treasury activiies, a range of bank counterparty concentration and credit quaity kmits together with other controls are in place to
ensure that exposure 1s managed within the Group nsk appetite New reinsurance cover 1s placed with remnsurers that are authonsed as Approved
Reinsurance Counterparties recommended by the Group Reinsurance Credit Committee under ¢ntena approved by the Board Risk Committee

Market risk

Market nsk anses from the Group's investment portfolios  The Global Asset Management Committee 1s the management committee that oversees
the Group's investment strategy under the oversight of the Investment Committee and operating within nsk imits set by the Board Risk Committee

Liquidity nisk

Liguidity nsk 1s considered to be a low nsk category Group hiquidity 1s managed by Group Treasury and each operatton 15 required to maintam a
minimum level of cash or cash equivalents or highly iquid assets that can be hiquidated wittun a maximum stated penod of tme  Contingency
funding plans are prepared and monitored to ensure that these minimum levels are met even in stross condiions

Key performance indicators

The directors of RSA Insurance Group plc manage the Group's operations on a divisional basis For this reason the Company's direclors believe
that analysis using key performance indicators (KPIs) for the UK business in aggregate 1s relevant to the Company Financial KPls are detalled in
the Annual Report and Accounts of the Group (which do not form part of this report) within the Group CEO review on pages 10 to 13 and the
regional business reviews on pages 18 1o 23 The Annual Report and Accounts of the Group also includes non-financial KPIs which are detailed in
the ragional business reviews on pages 18 to 23, the corporate responsibility report on pages 32 to 35 and the directors' report on pages 42 to 53

Articles of association

The Companies Act 2006 which became effective on 1 October 2009, abolishes the requirement for a company to have an authonsed share capital
through the repeal of section 2(5){a} of the Companies Act 1985

Accordingly, by wnitten resoluticn passed on 1 Apnl 2010, the Company amended its articles of association (the “Cld Articles™ by deleting all the
provisions of the Company’s memarandum of association which, by virtue of section 28 of the Companies Act 2006, were treated with effect from 1
October 2009 as provisions of the Old Articles At the same time the Company adopted new Articles of Association (the “New Articles”) The New
Articles do not contain restnctions on the share capital of the Company and consequently, the Company no langer has an authonsed share capital




ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Directors’ report (continued)
for the year ended 31 December 2010

Directors

The names of the current directors, all of whom served throughout the year, are hsted on page 1 P L Miles resigned as a director on 30 June 2010
W R B McDonneil was appointed as a director on 16 June 2011

Auditor
Each of the persons who 1s a director at the date of approval of this report confirms that
¢ 50 far as the director s aware, there is no relevant audit information of which the Company's auditor 1s unaware, and

s the director has taken all steps that he or she ought to have taken as a director in order to make himself or herself aware of any relevant audit
information, and to establish that the Company’s auditor 1s aware of that informaton

This confirmation 1s given and should be interpreted in accordance with the provistons of s418 of the Comparues Act 2006

Deloitte LLP have confirned their willingness to be reappointed for another term and appropriate arrangements have been put in place for them to
be deemed to be reappointed as auditors in the absence of an Annua! General Meeting

Going concern

In considenng the appropnateness of the going concern basis the Board have reviewed the key nsks and uncertainties to which they believe the
Company 1s exposed, the Company’s ongoing financial commitments and the continuing availability of sufficient Group resources for the next twelve
months and beyond As a result of this, the directers have a reasonable expectation that the Company has adequate resources to continue in
operational existence for the foreseeable future and have satstied themselves that it 1s appropnate to prepare these financial statements on a going
concern basis

By order of the Board

< Body

K A Baily

For and on behalf of
Roysun Limited
Secratary

L‘\ September 2011




ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Directors’ responsibilities statement

The directors are responsible for preparing the Annual Report and the financial statements in accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the directors have elected to prepare the
hnancial statements in accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards and
applicable law) Under company law the directors must not approve the financial statements unless they are satisfied that they give a true and fair
view of the state of affairs of the corporation and of the prolit or loss of the corporation for that penod  In prepanng these financtal stalements, the
directors are required to

select sutable accounting policies and then apply them consistently,
make judgements and estimates that are reasonable and prudent,

state whether applicable UK Accounting Standards have been followed, subject to any matenal departures disclosed and explained in the
financial statements, and

prepare the financial statements on the going concern basis unless it is Inappropnate lo presume that the company will continue in business

The directars are responsible for keeping adequate accounting records that are sufficient to show and explain the company’s transactions and
disclose with reasonable accuracy at any time the financial position of the company and enable them to ensure that the financial statements comply
with the Companies Act 2006 They are also responsible for safeguarding the assets of the company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregulanties




Independent auditor’s report to the member of Royal & Sun Alliance Reinsurance Limited

Wa have audited the financial statements of Royal & Sun Alhance Rensurance Limited for the year ended 31 December 2010 which compnse the
profit and loss account, the balance sheet and the related notes 1 to 19 The financial reporting framework that has been applied in their preparation
1s applicable law and United Kingdom Accounting Standards (United Kingdomn Generally Accepted Accounting Practics)

This raport 1s made solely to the Company's member, in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Qur audit work has been
undertaken so that we might state to the Company's member those matiers we are required to state to them in 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
member, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ responsibiliies statement, the directors are responsible for the preparation of the hinancial statements and
for beng satisfied that they give a true and fair view Our responsibility 1s to audit and express an opinion on the financial statements in accordance
with applicable law and international Standards on Auditing (UK and Ireland) Those standards require us to comply with the Audibing Practices
Board’s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves cbtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial statements are fres from matenal misstatement, whether caused by fraud or error This includes an assessment of whether the accounting
policies arg appropnate to the Company's circumstances and have been consistently applied and adequately disclosed, the reasonableness of
significant accounting estmates made by the directors, and the overall presentation of the financial statements

Opinion on financial statements

In cur opinion the financial statements

* give atrue and fair view of the state of the Company's affairs as at 31 December 2010 and of its profit for the year then ended,
* havae been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and

* have been prepared in accordance with the requirements of the Companes Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimion the information given in the Directors’ report for the financial year for which the financial statements are prepared 15 consistent with
the financial statements

Matters on which we are required to report by exception
We have nothing to report In respect of the following matters where the Compantes Act 2006 requires us to report to you If, In our opinion

adequate accounting records have not been kept, or retumns adequate for our audit have not been recewved from branches not visited by us, or
the financial statements are not in agreement with the accounting records and returns, or

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

we have not recewed all the information and explanations we require for our audit

V-

Alexander Arterton BSc ACA (Senior Statutory Auditor)
For and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditor
London, United Kingdom
2G September 2011




ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Profit and loss account
for the year ended 31 December 2010

Technical account — general business

2010 2009
Note £000 £000
Gross premiums wntten 4 314,084 312,848
Outward reinsurance premiums {314,084) (312,848)
Premiums written, net of reinsurance - -
Change n the gross prowision for uneamed premiums 5,813 {9,553)
Change in the provision for unearned premiums, reinsurers’ share (5,813) 9,553
Earned premiums, net of reinsurance - -

Claims paid ’
Gross amount (144,842) (176,462)
Reinsurers’ share 144,842 176,440
- (22)

Change In the prowvision for claims

Gross amount (68,401) 23,778
Reinsurers’ share 68,401 {22,839)
- 939
Ciaims incurred, net of reinsurance - 917
Acquisifion costs (14,713) {12,814)
Remnsurance commissions and profit participation 15,016 12,814
Net operating expenses 303 R
Balance on the technical account for general business 303 917

The notes on pages 10 to 16 form an integral part of these accounts




ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Profit and loss account (continued)
for the year ended 31 December 2010

Non-technical account

2010 2009

Notes £000 £000

Balance on the technical account for general business 303 917
Investment income 9 2,982 2,216
Unrealised losses on investments (1,188) (273)
Investment expenses and charges @) (2)
Other {expenses)/incoma (807) 342
Profit on ordinary activities before tax 1,288 3,200
Taxaton on profit on ordinary activittes 10 {803) {1,521)
Profit for the financial year 485 1,679

All igures relate to continuing operations

There have been no recogmsed gains or losses tn either reporling year other than those recorded in the profit and loss account Accordingly, no
statement of total recognised gamns and losses s presented

The notes on pages 10 to 16 form an integral part of these accounts




Registered Number: 00100097

ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Balance sheet
as at 31 December 2010

Assets 2010 2009
Notes £000 £000
Investments
Other financial investments 1 60,913 59,121
Reinsurers’ share of technical provisions
Provision for unearnad premiums 102,010 108,805
Claims outstanding 351,972 284,233
453,982 393,038
Debtors
Debtors ansing out of reinsurance operations 11,352 15,235
Amounts owed by group undertakings 54,777 59,385
Other debtors 12 4 4
66,133 74,624
Total assets 581,028 526,783

The noles on pages 10 to 16 form an integral part of these accounts




Registered Number: 00100097

ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Balance sheet (continued)
as at 31 December 2010

Liabilities 2010 2009
Notes £000 £000

Capital and reserves
Called up share capital 14 70,000 70,000
Share premium account 156 §7,373 57,373
Profit and loss account 15 (14,640} (15,125}
Shareholder funds 15 112,733 112,248

Technical provisions
Provision for uneamed premiums 102,010 108,805
Claims outstanding 351,972 284,233
453,982 393,038

Creditors

Creditors ansing out of direct insurance operations - 225
Creditors ansing out of reinsurance operations 13,522 19,739
Other creditors including taxation and social security 16 791 1,533
14,313 21,497
Total habilities 581,028 526,783

The notes on pages 10 to 16 form an integral part of these accounts

The hnancial statements were approved by the Board of Directors and are signed on its behalf by

W R B McDonnell
Director
24 September 2011




ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Notes to the accounts

1 Financial Statements

The financial statements are prepared In accordance with applicable UK accounting standards and in compliance with the Companies Act 2006,
including schedute 3 of the accounting regutations 1ssued under the Act and the Statement of Recommended Practice (SORP) on Accounting for
Insurance Busingss 1ssued by the Associaton of Bntish Insurers tn December 2005 (as amended in December 2006) The financial statements
have been prepared under the current value rules, as permitted by Schedule 3 of the accounting regulations, on the going concern basis

In considenng the appropnateness of the going concern basis the Beard have reviewed the key nisks and uncertainties to which they believe the
Company is exposed, the Company’s ongoing financial commitments and the continuing avallability of sufficient Group resources for the next
twelve months and beyond As a result of this, the directors have a reasonable expectation that the Company has adequate resources to continue
in operational existence for the foreseeable future and have satshed themselves that it 1s appropnate to prepare these financial statements on a
going concern basis

A summary of the major accounting policies, which have been applied consistently throughout the year and the preceding year is sel out below

a) General insurance business
[ Underwniting results

The underwnting result 1s accounted for on an annual basis whereby the incurred cost of claims, commussion and related expenses are
charged against the earned proportion of premiums, net of reinsurance Premiums wntten are accounted for in the year in which the contract
1s entered into and include estmates where the amounts are not determined at the balance sheet date Premiums written exclude taxes and
duties levied on premiums Commission and other acquisition costs incurred in wniting the business are deferred and amortised over the
period in which the related premiums are earned

Claims paid represent all payments made dunng the penod whather ansing from events dunng that or earlier penods
1" Technical provisions

The provision for unearned premiums represents the proportion of premums wntten relating to pencds of insurance subsequent to the
balance shaet datg, calculated pnncipally on a quartery pro rata basis

The prowision for claims outstanding, whether reported or not, compnses the esbmated cost of claims incurred but not settled at the balance
sheet date It includes related expenses and a deduction for the expected value of salvage and other recovenes The provision is determined
using the best information available of claims settlement patterns, forecast inflation and settlement of claims

Differences between the estimated cost and subsequent settlement of claims are dealt with in the technical account for the year in which the
claims are settled or in which the provisions for claims outstanding are re-estimated

Provision 1s made, based on information avaifable at the balance shest date, for any estimated future underwniting losses relating to
unexprred nsks after taking into account future investment income that 1s expecled to be earned from the assets backing the prowvision for
unearned premiums {nat of deferred acquisiion costs) The unexpired nsk provision 1s assessed in aggregate for business classes which, in
the epimion of the directors, are managed tegether When considenng any requirement for a provision for unexpired nsks, no account I1s taken
of any new claims evenis occurnng after the balance sheet date other than those that can be expected dunng the unexpired penod of nsk at
the balance sheet date

Provisions are calculated gross of any reinsurance recovenes A separate estimate 1s made of the amounts that will be recoverable from
rensurers based upon gross provisions and having due regard to collectability

m  Reminsurance recoveries
Rensurance recovenes in respect of estimated claims mcurred but not reperted are assumed to be consistent with the histoncal pattern of
such recovenes, adjusted to reflect changes in the nature and extent of the Company's reinsurance programme over time  An assessment 1s
also made of the recoverability of remsurance recovenes having regard to the market data on the financtal strength of each of the reinsurance
companies and taking into account any disputes on, and defects in, contract wordings

b)  Translation of foreign currenctes
Monetary assets and habihties denominated in foreign currencies are translated into sterling at rates ruling at the balance sheet date

Transactions denominated n foreign currencies are transfated into sterling using the cumulative average rate for the financial year The
resulling exchange differences are included withen the profit and loss account

10




ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Notes to the accounts (continued)

1 Financial Statements (continued)
¢} Investment return

income from investments 15 included in the non-technical account on an accruals basis Investment return compnses all investment income,
realised investment gains and losses and movements in unrealised gans and losses, net of investment expenses Dividends on equity
investments are recognised on the date at which the investment is priced ‘ex divdend’

Realised gains and losses on investments are calculated as the diference between net sales proceeds and purchase pnce

Mavements in unrealised gains and losses on investments represent the difference between therr carrying value at the balance sheet date
and thewr purchase pnce or ther carnang value at the last balance sheet date, together wath the reversal of unrealised gains and losses
recogrused n earlier accounting penods m respect of investment disposals in the current penod

d) Taxation

Current 1ax, based on profits and income for the year, ncluding UK corporaticn tax and foreigh tax, 1s provided at amounts expected to be
paid {or recovered) using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date

Deferred tax I1s recogmsed in respect of all timing differences (except as set out below) that have onginated but not reversed at the balance
sheet date where transactions or events that result In an obhgation to pay more tax in the future or a nght to pay less tax in the future have
occurred at the balance sheet date  Timing differences are differences between the Company's taxable profits and its results as slated in the
financial statements that anse from the inclusion of gans and losses in tax assessments in pencds different from those in which they are
recognised in the financial staterments

A net deferred tax asset )s ragarded as recoverable and therefore recognised only to the extent that, on the basis of all avallable evidence, it
can be regarded as more likely than not that there will be sutable taxable profits from which the future reversal of the underlying timing
differences can be deducted A deferred tax asset I1s recogrused for relief for trading losses or other losses only to the extent that the directors
anticipate that suitable profits will absorb such losses in the future

Deferred tax I1s recognised in respect of the retained eamings of overseas subsidianes and assoctates only to the extent that, at the balance
sheet date, dividends have been accrued as recaivable or a binding agreement to distnbute past eamings in future has been entered nto by
the subsidiary or associate

Deferrad tax 1s measured at the tax rates that are expected to apply in the perods in which the timing differences are expected to reverse,
based on tax ratas and laws that have been enacted or substantively enacted by the balance sheet date Deferred tax 1s measured on a non-
discounted basis

e) Investments

The beneficial interest in the mvestment pool 15 stated at the Company's share of the value of the underlying assets Movements tn carrying
value, together wath profits and losses ansing on disposal of any part of the beneficial interest, are taken to the non-technical account

Within the investment pool, investments are valued at market values compnsing stock exchange values for listed securties and dwectors'
valuations for other investments

2 Estimation Technigues, Risks, Uncertainties and Contingencies
Introduction

One of the purposes of insurance Is to enable policyholders to protect themselves aganst uncertamn future events  Insurance companies accept the
transfer of uncertainty from policyholders and seek to add value through the aggregation and management of these nsks

The uncertainty inherent in insurance 1s inevitably reflected in the financial statements of insurance companies The uncertainty in the financral
statements pnncipally anses in respect of the insurance liabilities of the company

The nsurance habiites of an insurance company include the prowvision for unearned premiums and unexpired nsks and the provision for
outstanding clams Unearned premiums and unexpired nsks represent the amount of income set aside by the company to cover the cost of claims
that may anse dunng the unexpired penod of nsk of insurance policies i force at the bafance sheet dale Outstanding clams represents the
company's estimate of the cost of setilement of claims that have occurred by the balance sheet date but have not yet been tinally settled

in addition to the inherent uncertainty of having to make prowvision for future avents, there is also considerable uncertainty as regards the eventual
outcome of the claims that have occurred by the balance sheet date but remain unsettled This includes claims that may have occurred but have
not yet been nohhed to the company and those that are not yet apparent to the insured As a consequence of this uncertainty, the insurance
company needs to apply sophisticated estimation techniques to determine the appropnate provisions

Estmation techmiques
Claims and unexpired nsks provisions are determined based upon previous claims expenence, knowledge of events and the terms and conditons
of the relevant policies and on interpretation of circumstances Particularly relevant i1s expenence with stmilar cases and historical elaims payment

trends The approach also includes the consideration of the development of loss payment trends, the potential longer term significance of large
events, the levels of unpaid clams, legistative changes, judicial decisions and economic and political conditions
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ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Notes to the accounts (continued)

2 Estimation Techniques, Risks, Uncertamties and Contingencies (continued)

Where possible the Company adopts multiple techmiques to estimats the required level of prowisions  This assisls in giving greater understanding
of the trends inherent In the data being projected The Company's estimates of losses and loss expenses are reached after a review of several
commonly accepted actuanal projactton methodologies and a number of different bases to determine these prowisions Thase include methods
based upon the following

+ the development of previously settled claims, where payments to date are extrapolated for each prior year,

» estmates based upon a projectien of claims numbers and average cost,

« nobtied clams development, where notified claims to date for each year are extrapolated based upon observed development of earhier years,
and

. expected loss ratios

In addition, the Company uses other methods such as the Bornhuetier-Ferguson method, which combines features of the above methods The
Company also uses bespoke methods for specialist classes of business  In selecting its best estimats, the Company considers the appropnateness
of the methods and bases to the individual circumstances of the provision class and underwniting year The process I1s designed 1o select the most
appropnate best astmate

Large claims impacting each relevant business class are generally assessed separately, being measured either at the face value of the loss
adjusters' estimates or projected separately in order to allow for the future development of large claims

Prowvisions are calculated gross of any reinsurance recovenes A separate estimate 1s made of the amounts that will be recoverable from reinsurers
based upon the gross provisions and having due regard to collectabity

The claims provisions are subject to close scrutiny both wathin the Company's business units and at Group Corporate Centre  In addition, for major
classes where the nsks and uncertainties inherent in the provisions are greatest, regular and ad hoc detaled reviews are undertaken by advisers
who are able to draw upon their specialist expertise and a broader knowledge of current industry trends in clams development As an example, the
Company's exposure to ashestos and enwvironmental poliution 1s examined on this basis The results of these reviews are considered when
establishing the appropnate levels of prowisions for outstanding claims and unexpired penods of risk

1t should be emphasised that the estimation techniques for the determination of insurance habiliies invalve abtaiming corroborative evidence from
as wide a range of sources as possible and combining these to form the overall estmate  This techmgue means that the estimate is inevitably
determinmistic rather than stochastic

Uncertainties and contingencies

The uncertainty ansing under insurance contracts may be charactensed under a number of specific headings, such as
uncertainty as to whether an event has occurred which would give nse to a policyholder suffering an insured loss,
uncertainty as to the extent of policy coverage and mits applicable,

uncertainty as to the amount of insured loss suftered by a policyholder as a result of the event occurnng, and
uncertainty over the timing of a settlement to a policyholder for a loss suffered

The degree of uncertainty will vary by policy class according to the charactenstics of the insured nsks and the cost of a clam will be determined by
the actual loss sufiered by the policyholder

There may be sigrificant reporting lags between the occurrence of the insured event and the tme 1t 1s actually reported to the Company Following
the identification and notification of an insured loss, there may still be uncertainty as to the magnitude and timing of the settlement of the claim
There are many factors that will determine the lavel of uncertanty such as inflation, inconsistent judicial interpretations and court jJudgments that
broaden policy coverage beyond the intent of the onginal insurance, legislative changes and claims handling procedures

The estabhshment of insurance habiities 1s an inherently uncertain process and, as a consequence of this uncertainty, the eventual cost of
settlement of outstanding claims and unexpired nisks can vary substantially from the mihal esitmates, particulary for the Company's long tail ines of
business The Company seeks to provide appropnate levels of claims provision and provision for unexpired nsks taking the known facis and
expertence into account

The Company has exposures to nsks in each class of business within each operating segment that may develop and that could have a matenal
impact upon the Company's inancial position  The nsurance nsk diversity within the Company's portfolic of 1ssued insurance policies make 1t not
possible to predict whether matenal development will occur and, if it does occur, the location and the timing of such an occurrence The estimation
of iInsurance liabilities involves the use of judgments and assumptions that are specific to the insurance nsks within each terntory and the particular
type of insurance nsk covered The diversity of the iInsurance nsks results in it not being possible to identify individual judgments and assumptions
that are more likely than others to have a matenal impact on the future development of the insurance labihities

The sections below entify a number of specific nsks relating to asbestos and environmental claims There may be other classes of nsk which
could develop mn the future and that could have a matenal impact on the Company's financial position

The Company evaluates the concentration of exposuras to individual and cumulative insurance nsk and establishes its reinsurance policy 1o reduce
such exposure to levels acceptable to the Company

Litrgation, disputes and investigations

The Company, in common with the insurance industry in general, 1s subject to liigation, mediation and arbitration, and regulatory, governmental
and other sectoral inquines in the normal course of its business The directors do not beheve that any current mediation, arbitration, regulatory,
governmental or sectoral inquines and pending or threatened higation or dispute, as outlined elsewhere in this note, will have a matenal adverse
effect on the Company's financial position, althcugh there can be no assurance that losses resulting from any pending mediation, arbitration,
regulatory, govemmental or sectoral inquines and investgations and threatened igation or dispute will not matenally atfect the Company's
financial position or cash flows for any penod
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ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Notes to the accounts (continued)

2 Estimation Technmiques, Risks, Uncertainties and Contingencies (continued)
Reinsurance

The Company ts exposed to disputes on, and defects in, contracts with its rensurers and the possibility of default by its remsurers The Company 1s
also exposed to the credit nsk assumed In fronting arrangements and to potential reinsurance capacity constraints  In selecting the reinsurers with
whom we do business, our strategy Is to seek reinsurers with the best combination of financial strength, pnce and capacity We publish internally a
hst of authonsed reinsurers who pass our selechion process and which our operations may use for new transactions

The Company moniters the financial strength of its reinsurers, including those to whom nsks are no longer ceded Allowance 1s made in the
financial posihion for non recoverability due to remnsurer default by providing, in line with Group standards, having regard to companies on the
Group's 'Watch List The ‘Watch List' 1s the list of companies whom the RSA Group's directors believe will not be able to pay amounts due in full

Invesiment risk

The Company 15 exposed to market nsk and credit nsk on s invested assets Market nsk includes the nsk of potential losses from adverse
movements in market rates and pnces including interest rates, equity prices, property pnces and foreign currency exchange rates The Company's
exposure to market risks is controlled by the setting of investment imits in line with the RSA Insurance Group's nsk appehte From time to time the
Company also makes use of denvative financial instruments to reduce exposure ta adverse fluctuations in interest rates, foreign exchange rates
and equity markets The Company has stnct controls over the use of denvative instruments

Credit nsk includes the non performance of contractual payment obhigations on invested assets and adverse changes i the crediiworthiness of
invested assels including exposures to 1ssuers or counterparties for bonds, equities, deposits and denvatives Limits are set at both a pertfolio and
counterparty level based on likelihood of default to manage the RSA Insurance Group's overall credit profile and speaific concentrations within nsk
appetite

Our insurance investmant portfolios are concentrated in listed secunties with very low levels of exposure 1o assets without quoted market prices
We use model based analysis to venfy asset values when market values are not readily available

Changes in foreign exchange rates may impact our resuils

Wae publish our financial statements in pounds sterling Therefore, fluctuations in exchange rates used to transtate cther currencies, parlicularly
other European currencies and tha US dollar, into pounds sterling wall impact our reported financial condition, results of operatiens and cash flows
from penod to penod These fluctuations In exchange rates will also impact the pound sterling value of our investments and the return on our
investments

Income and expenses for each Profit and Loss Account item are translated at average exchange rates Balance sheet assets and liabilities are
translated at the closing exchange rates at the balance sheet date

Rating environment

The ability of the Company to wnte certain types of insurance business 1s dependent on the maintenance of the appropriate credit ratings from the
rating agencies The RSA Insurance Group has the objective of maintaming single ‘A’ ratings At the present time the ratings are ‘A’ (positive
outlook) from S&P, improved from 'A’ (stable outlook) in December 2010, ‘A’ (stable outlcok) from AM Best and ‘A2’ (stable outlook) from Moody’s
Any worsening in the ratings could have an adverse impact on the ability of the RSA Insurance Group and the Company to wnie certain types of
general insurance business

In assessing credit nsk in relation to remsurance and investments, the RSA insurance Group takes into account a vanety of factors, including credit
rating, It any such rating changes, or 1s otherwise reassessed, this has potental implications for the related exposures

Regulatory environment

The legal, regulatory and accounting environment 1s subject to significant change 1in many of the junsdictions in which we operate  We continue to
monitor the developments and react accordingly

The new solvency framework for insurers being developed by the EU, referred to as 'Solvency I, i1s intended in the medium term to achieve greater
harmonisation of approach across EU member states to assessing capital resources and requirements There will be continued uncertainty until all
the rules are finalised and the Group 15 actively participating in shaping the outcome through our involvement with Eurgpean and UK regulators and
industry bodies The Group 1s actively progressing its implementation plans and the directors are confident that the Group will continue to meet all
future regulatory capital requirements

3 Exchange rates

The rates of exchange used in these accounts in respect of the 2010 2009 2010 2009
major overseas currencies are Cumulative Cumulative End of End of

Average Average Period Penod
Euro 117 112 117 113
Singapore Dollar 210 227 2Mm 227
US Dollar 155 157 157 161

Other income n the non-technical account includes net fosses of £813,000 (2009 net gans of £342,000) on the retranslation of foreign currency
iterns
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ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Notes to the accounts (continued)

4 Segmental information
a) by class of business

In the Company's capacity as a global network service provider, gross premiums earned of £285,086,000 (2009 £290,054,000), and gross claims
incurred of £143,237,000 (2009 £146,249,000) do not result in a significant transfer of insurance nsk to the Company All business wntten 1s within
the reinsurance class

b) by geographical segment
2010 2009
£000 £000
Gross premiums written
UK 67,777 66,235
Europe 210,376 222,642
Far East and Australasia 25,005 17,050
Other 10,926 6,921
314,084 312,848
Profit on ordinary actwities before taxation
UK 1,018 2,283
Europe 133 -
Far East and Australasia a7 817
Other 100 -
1,288 3,200
Net assets as at 31 December
UK 102,768 102,553
Europe 133 -
Far East and Australasia 9,732 9,695
Other 100 -
112,733 112,248

Gross premiums are disclosed by ongin There 1s no matenat difference between the amounts shown and those by reference to destination (1 e
location of nsk} All business wntten s within the reinsurance class

5 Movement in prior year’s provision for claims outstanding

There was no matenal movement in incurred claims ansing from the difference between the claims provision at the beginning of the year, and
subsequent payments and the provision at the end of the year

6 Auditor’s remuneration

Fees payable to Deloite LLP for the audit of the Company’s annual accounts were £6,600 (2009 £6,600) which were bome by a parent company,
Royal & Sun Alhance Insurance plc Details of non-audit fees payable to Deloitte LLP are disclosed in the RSA Insurance Group plc 2010 Annual
Report and Accounts

7 Directors’ emoluments

None of the directors received any emoluments from the Company dunng the year (2009 £n4) All the directors receive remuneration from Royal &
Sun Aliance Insurance plc as employees of thal company, and it 1s not appropnate, bacause of the non-executive nature of therr services, to make
an apportionment of their emoluments in respect of the Company

8 Employees and staft costs

The Company did not employ anyone dunng the year (2009 none) All adminsstrative duties are performed by employees of Royal & Sun Alllance
Insurance plc at no cost to the Company {2009 £n)

9 Investment income, expenses and charges

2010 2009
£000 £000
Income from other investments 2,981 2,207
Gains on the realisation of investments 1 9
2,982 2,216
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ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Notes to the accounts (continued)

10 Taxation

The charge for taxation in the profit and loss account compnses

2010 2009
£000 £000
Current tax
UK corporation tax 793 1,533
Adjustments in respect of prior penods
- UK corporation tax 10 (12)
Tetal current tax 803 1,621
Deferred tax
Adjustments In respect of pnor penods - -
Total deferred tax (see note 13) - -
Tax charge 803 1,521

The UK corporation tax for the current year I1s based on a rate of 28% (2009 28%)
Factors affecting the current tax charge

The current tax charge for the year 1s more than 28% (2002 more than 28%) due to the items set out in the reconciiaton below

2010 2009
£000 £000
Profit on ordinary activities before tax 1,288 3,200
Tax at 28 % (2009 28%) 360 896
Factors affecting charge
Fiscal adjustments 433 637
Adjustments to tax charge in respect of previous penods 10 (12)
Current tax charge for the year 803 1,521
11 Investments
Other financial invesiments
2009 2008
£000 £000
Participation in iInvestment pool 60,913 59,121
Listed investments included in the above are as follows
Debt secunties and other fixed iIncome securities 58,800 57,851

The composition of the investment pool 1s 69% (2009 73%) Bntish government stocks, 29% (2009 26%) other government and corporate
bonds and 2% (2009 1%) deposits with credit instituhions

The historical cost of other financial investments 1s £58,635,000 {2009 £55,692,000}
12 Other debtors

Other debtors includes £4,109 (2009 £4,267) relating to deferred tax (see note 13)
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ROYAL & SUN ALLIANCE REINSURANCE LIMITED

Notes to the accounts (continued)

13  Deferred tax

Deferred tax for the current year 1s based on a rate of 27% (2009 28%)

2010 2009
£000 £000
Accelerated capital allowances 4 4
Deferred tax asset 4 4
2010 2009
£000 £000
Deferred tax asset at 1 January 4 4
Credit for the year - -
Deferred tax asset at 31 December 4 4
14 Share capitai
2010 2009
£000 £000
Allotted, 1ssued and fully paid up
70,000,000 (2009 70,000,000} ordinary shares of £1 each 70,000 70,000
70,000 70,000
15 Movements in shareholder funds
Share Profitand loss
Share capital premium account 2010 2009
£000 £000 £000 £000 £000
Shareholder funds at 1 January 70,000 57,373 {15,125} 112,248 110,569
Profit for the financial year - - 485 485 1,679
Shareholder funds at 31 December 70,000 57,373 {14,640) 112,733 112,248

16  Other creditors

Other creditors including taxation and social secunty Includes £791,000 (2009 £1,533,000) 1n respect of corporation tax payable

17  Cash flow statement

The Company 15 a wholly-owned subsidiary of RSA Insurance Group plc and the cash flows of the Company are included in the consolidated cash
flow statement of RSA Insurance Group plc  The Company has thus taken advantage of the exemption permitted by FRS 1 (revised 1996) ‘Cash
flow Statements' and has elected not to prepare its own cash flow statement

18 Related party transactions

Advantage has been taken of the examption provided in FRS 8 ‘Related Parly Disclosures' from disclosing detaills of transactions with RSA
Insurance Group plc and its subsidianes and associated undertakings

19  Parent companies
The Company's immediate parent company 1s Royal & Sun Alliance Insurance ple, which is registered i England and Wales
The Company’s ultimate parent company and controlling party 1s RSA Insurance Group ple, which 15 registered in England and Wales and 1s the

parent company of the smallest and largest group to consolidate these financial statements A copy of that company’s accounts can be cbtained
from 9™ Floor, One Plantation place, 30 Fenchurch Street, London EC3M 38D
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