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Directors’ Report

Principal Activities

The principal activity of the Company is the transaction of Personal Accident insurance business and
management of the run off of its broker and intermediary business.

Review of Business

Following the sale on the 31st December 2002 of the broker and intermediary business to The National
Insurance and Guarantee Corporation Limited, hoth the level of continuing business and the year end
financial position remain satistactory. Net written premiums for the year amounted 1o £14.3m and net
earmed premiums amounted to £481.1m. Ner claims incurred were £32.9m. After taking into account
investment income from the Non-Technical Account and making provision for expenses, unearned
premiums, less deferred acquisiion costs, a surplus of £27.1m. has been transferred from the Technical
Account. After adding the balance of investment income, less expenses, the profit before taxation was
£41.1m. The profit after tax was £30.2m, and after paying a dividend of £100.0m and providing for a further
proposed dividend of £10.0m, the balance to be transferred from reserves amounts to a loss of £79.8m.

Directors

The Board records its sincere appreciation of the service of Mr R. J. Carter, who retired from the Board in June
2003 having served as director for 5 years.

The directors appointed Mr 1. 1. Grant as a director on 16th June 2003, His appointment will be submitted to
members for confirmation at the Annual General meeting, In accordance with the Articles of Association, Sir
Don Curry retires, and being eligible, offers himself for re-election.

Statement of Directors’ Responsibilities

Company law requires the directors to prepare financial statements for each financial year which give a true
and fair view of the state of affairs of the Company as at the end of the financial year and of the profit for
that period. In preparing those financial statements the directors confirny:-

 suitable accounting policies have been selected and applied consistently;

» judgements and estimates made are reasonable and prudent;

» applicable accounting standards have been followed, subject to any material departures
disclosed and explained in the financial statements; and

» the financial statements are prepared on the going concern hasis.

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Compuny and to enable them to ensure that the financial
statements comply with the Companies Act 1985. 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
irregularities.

Corporate Governance

Corporate governance matters are dealt with at Group level and are reported in detail in the parent
company’s Annual Report.

Introduction of the euro
The Company does not conduct business in countries participating in the euro, but is affected by the

requirement to record investments held in euro. Tt is currently undertaking a project wo consider the impact
of the introduction of the euro.
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Shareholder Engagement and Voting Policy

The Shareholder Engagement and Voting Policy of the invesument department of the Group takes account of
the Institutional Shareholders’ Committee* principles. These principles set out best practice for institutional
shareholders in relation to their responsibilities in respect of investee companies. The investment managers
of the Group are encouraged to engage with investee companies where this may secure or enhance value in
a cost effective way. A statement of the policy on shareholder engagement and voting is available on
request.

(*Institutional Shareholders’ Committee members are: the Association of British Insurers; the Association of
Investment Trust Companies; the National Association of Pension Funds; and the Investment Management
Association.)

Auditors

A resolution to re-appoint PricewaterhouseCoopers LLP as auditors to the company will be proposed at the
annual general meeting.

Sir Don Curry L 8. Geden
Chairman Managing Director

Stratford-upon-Avon, 24th March 2004



Profit & Loss Account
Technical Account — General Business

tor the year ended 31st December, 2003 2003 &m 2002 £m

Crross premiyms written {nofe 2)

Continuing operations 45.5 419
Discontinued operations 1.4 149.5
469 1914
Ontroards reinsierence (32.6) (30.8)
Net premitons writfen 14.3 160.6
Decrease/Increase) in the gross provision for unearned premiims 609 (13.8)
(Decrease)Increase in the provision for tinedaried preminms, reinsurers’ share (0.1) 0.1
Decrease/tTncrease) in the net provision for unearned premiums 66.8 (13.7}
Earned premiums, net of reinsurance 811 146.9
Allocated investiment refurn transferved from the non-techmical acconnt 746 121
Gther technical ircome 0.5 09
Total techunical income §9.2 1599
Gross claims paled 64.0 88.6
Reinsurers’ sheare (36) (6.8)
Net claims peiid 604 81.8
(DecreaselIncrease in the gross provision for claims (25.2) 4.9
{Increase) in reinsurers’ share 2.3 (G.0)
(Decreaseyncrease in the net provision for claims (27.%) 4.3
Claims incurved, net of reinsurance 329 20,1
Changes in otber technical provisions, net of reinsurance (0.1) 0.1
Net operating expenses (note 5} 29.6 44.0
Otber technical charges - 05
(Decreasei/fncrease in the equalisation provision {0.3) 2.1
Yotal Technical Charges 62.1 1326
Surpius on the technical account - general business 27.1 27.3
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Profit & Loss Account
Non-Technical Account

for the year ended 31st December, 2003 2003 &m 2002 £m
Surplus on the techpical acconunt - general business 271 27.3
[nvestrent income (note 6 65.3 238
Inpestment expenses and charges (note 6) (.1 @D
Lnrealised losses on investments (nofe G} (45.7) (43.8)

Allocated investwment return trangferred to the general business

techniced! accont (note 7) (7.6) (12.1)
Other income | 3] -
Other charges 0.2} 0.1
Continuing operations { nofe 3) 136 13.2
Discontinued operations (nofe 3} 273 {18.2)
Total aperating profit/loss) 40.3 (3.0
Prafit an sale of premivm renewal rights (note 8) 0.8 1.2
Profit/(Lossi on ordinary activities before tax (note 10} 41.1 3.4y
Taxation on profits/losses) on ordinary activities {note 11) (10.9) 1.6
Profiti{Lasst on ordinary activities after laxation 30.2 (2.2)
Proposed and paid dividend (note 12) (2110.0) -
Retained (foss) for the financial year (note 15) (70.8) (2.2)

2003 &m 2002 &£m

Statement of Total Recognised Gains and losses

Retained (loss) for the financial year (79.8} (2.2)
Revaluation of subsidiary 1.0 15
Total recognised losses relating to the year (78.8) ©.7)
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Balance Sheet

SIX

As ar 31st December, 2003 2003 £m 2002 &m
Assets
Investments
Land and buildings (note 13a) - 15.7
Shares in subsidiaries {note 13b) 237 22.8
Listed British Government and local authority seciirities 925 93.6
Listed fixed interest stocks 70.6 738
Listed oredinary sheares - 1227
Mortgages, loans and deposits 81.2 523
Otber financial investutents (note 13c) 244.3 3424
268.0 380.9
Reinsurers’ share of technical provisions
Prowision for wiearned preniting 1.0 1.1
Claims outstanding 32.2 299
Other techwical provisions - provisions for unexpired risks 0.5 0.6
337 31.6
Debtors
Due from policybolders 1.4 19.2
Duse from intermeciaries - 211
Debtors arising out of direct insurance operations 1.4 40.3
Debtors arising oul of reinsurance operalions G.6 0.8
Due from Paremwt Society 0.9 -
Otber debtors 1.1 4.4
40 455
Other assets
Cash at bank and in band 0.8 2.2
Prepayments and accrued income
Accrued interest and remnt 29 3.0
Deferred acquisition costs - 14.5
2.9 18.1
Total assets 0.4 478.3




Balance Sheet

As at 3ist December, 2003 2003 &m 2002 £m
Liabilities

Called up share caprital (note 14) 20.0 20.0

Profit and loss account (note 15) 86.1 1659

Revaluation Reserve (note 16} 11.8 10.8

Shareholders’ funds attributable to equity interests (note 17) 1179 196.7
Fechmical provisions

Pravision for unecirned premivums 1.6 8.5

Clairns ovtstanding 146.% 171.3

Claims equalisation provision (nofe 184 49 5.2

Other techuiced provisions - provision for unexpired risk 0.9 1.1

153.5 246.1

Provision for other risks and charges (note 20) 0.8 134
Creditors

Creditors arising out of divect insurance ofierations 29 8.3

Creditors arising out of reinsurance operations 1.8 4.1

Due to parent Society - 2.5

Due to Group 1ndertaling 55 -

Comporation tax 13.9 5.2

Cther 2.7 0.1

Other texation 0.4 i9

Proposed dividend 10.0 -

Other creditors 27.0 7.2

38.0 335

Total labilities 309.4 478.3

\\/LM,,]

Sir Don Cugey
Chairmean

Stratford-upon-Avon, 24th March 2004

L. 8. Geden
Manging Director

These financial statements were approved by the directors at a meeting on 24th March, 2004 and were signed on their behalf by:-

e
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Cash Flow Statement

for the year ended 31st December, 2003 2003 &£m 2002 &m
Net cash (outflow)/inflow from continuing operating activities (4.3) 40.4
(note 23)
Taxation paid (14.7) 9.7
Disposil of renewet rights - (1.8}
Equity dividends paid (160.0} -
Net cash (Outflow) /Tnflow (119.00 289

Cash flows were invested/(applied) as follows:

(Decrease) in cash boldings (note 23) (1.4) (1.1}
Net portfolio investment

Ordinary sharves {note 23) (130.4) {12.4}

Fixed Income securities (note 23) - 19.4
Investment propertics (note 23) (16.1) (7.1)

Deposits with credit institutions (note 23) 28.9 30.1

{117.6) 30.0

Net (Applcation)/Investment of cash flows (119.00 289
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Notes to Financial Statements

Accounting Policies

The financial statements have heen prepared in accordance with Section 255 and 2554 of, and Schedule 9A to, the Companies Act 1983
(as amended) and applicable accounting standards in the United Kingdom and with the Statement Of Recommended Practice (SORP)
on accounting for nsurance business issued by the Association of British Insurers in December 1998, Compliance with Statement of
Standard Accounting Practice (SSAP) 19 “Accounting for investment properties’ requires depanture from the requirements of the
Companies Act 1985 (as amended) relating to depreciation and an explanation of the departure is given in the accounting policy
relating to investments.

The more important accounting policies, which unless otherwise stazed have been applied consistently, e set out below.

a) Translation and Conversion of Foreign Currencies

Foreign currency transactions have been converted into srerling at rates of exchange nuling during the year. Assets and liabilities in
foreign cusrencies have heen transfated at the rates of exchange ruling at the end of the year. Exchange differences are taken to the
profit and loss zccount.

b) General Insurance Business

The resuls for personal accident, motor, accident and health, thicd pacty lability, fice and ather damage 10 property are determined on an
annual basis whereby the incurred cost of claims, commission and refated expenses are charged ugainst the earned proportion of
premiums, net of reinsurance as follows;

The balance on the Technical Account - General Business is determined after making provision for unearned premiums, unexpired risks
and ousstancding claims.

Premiums written relate to business incepted during the year, together with any differences between booked premiums for prior years
and those previously sccrued, and include estimates of premium due but not vet receivable or notified o the company, less an
atfowance for cancellations.

Provision for unearned premiums is caleutated on a 365th inception basis.

Provision for unexpired risks is maintained, when required, o cover the estimated excess of Habilities over the associated unearned
premium, net of associated acquisition costs after taking into account future investment return on the investments supporting the
unearned premilans provision.

Claims provision is made at the year end for the estimated cost of claims incurred but not settled ar the balance sheet date, including the
cost of claims incurred but not yet reported t the company. The provision caleukated rakes account of handling costs, salvage and
other know recoveries, anticipated inflation, legal costs and trends in settement.

The cost of notitied but not settled claims are estimated on an individual case by case basis by claims handlers using their experience of
past settiements and known and expected legislative changes.

The estimation of claims incurred but not reported (IBNR) is generally subject to a greater degree of uncertainty. Classes of business,
such us employers’ Hability, where the IBNR proportion of the total reserve is high will typically display greater variations between
initial estimates and final outcomes because of the greater degree of difficulty of estimating these reserves,

IBNR claims are estimated using statistical techniques, which use past trends o forecast anticipated foss ratios by year of accident.
Sepante atlowance is made for large claims. An allowance is made for expected changes in future trends, such as changes in company
processes, changes in the legal environment, changes in mix of business and changes in expected claims inflation. In addition,
exposure based technigues are adopted to estimate reserves required for new sources of loss not significantly evident in historic data.

Equalisation provisions have been established in accordance with the requirements of the Insurance Companies (Reserves) Act 1995 1o
mitigate exceptional high loss ratios for classes of business displaying 2 high degree of claims volatfity.

Acqutisition costs are deferred over the period of which the refated premiums are earned.

c) Investment Return

Account is taken of dividend income when the related invesiment goes ‘ex-dividend' and other investment income is included on an
sccruats basis.

Gains and losses on realisation of investrents are included within investment income or investment expenses in the Non-Technical
Account. Allocations © and from the Non-Technical Account are macke to the technical account of the longer tem investment return on
investments supposting the general insurance technical provisions,

Realised gains and losses on investments camied ot market value are calculated as the difference between net sales proceeds and
purchase price, Movement in unrealised gains and losses on investments represent the difference berween the valuation ar the balance
sheet date and their purchase price o, if they have been previously valued, their valuation at the last batance sheet dates together with
the reversal of unrealised gains and fosses recognised in earlier accounting periods in respect of invesunent disposals in the current
petiod.

Movements in unreatised gains and losses in investments are included in the Non-Technical Account other than those in respect of the
investment in subsidiaries which ure taken o a revaluation reserve.

d) Taxation

United Kingdom and overseas taxation charged in the Non-Technical Account is based on profits and income including realised gains
and losses on all investments for the year as determined in accordance with the relevant tax legislation. together with adjustments in
respect of earlier vears. Deferred taxation is caleulated on the Bability method and consists of the estimated taxation, or retief from
taxation, which is expected 1o arise in the foreseeuable furure from material timing differences, including unrealised appreciation of
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investments. Deferred X is not discounted and is calculated at the rates at which it is expected that the tax wilf arise to ke into
account the likely timing of payments and the pattern of the expected realisation of investments. Movements in this taxation provisicn
are charged o the Non-Technical Account.

€) Investiments
lnvestments are shown at market value. Unlisted investments (including Investments in subsidiaries) are included at directors’ vatuation.

f) Retirement Benefits Scheme

Eraployees have the opportunity to become members of the NFU Mutal Insurance Society Retitement Benefit Scheme, a defined
benefit scheme, Details of this fund and its latest actuaria] valuation are given in the Annual Accounts of Nazionat Farmers Union Mutual
Insurance Society Limited.

On 2 triennial basis, a formal valwertion of the NFU Mutuad Insurance Society Retirement Benefit Scheme is undertaken by an
independent actuary. The most recent full valuation of the Fund was performed as at 31 December 2002. There were no contributions
to the NFU Mutual Insurance Society Retirement Benefit Scheme in the year (2002: &nil}); they are based on the assumptions of the
Group as a whole which are determined in accordance with the advice of the independent actuary and are agreed with the Scheme
Trustees.

The wansitional provisions of FRS 17, Retirement Benefits, are in¢luded in the accounts of NFU Mutual Insurance Society. The NFU
Murual Insurance Society Retirement Benefit Scheme had a net pension surplus for FRS 17 purposes at 31 December 2003 of £81.2m,
having taken into account a related deferred tax lability of £34.8m. Since the company is unable to identify its share of the underdying
assets and liabilities of the Scheme. under FRS 17, conuibutions to the Scheme are accounted for as if they wese contributions o a
detined contribution scheme.



Segmental Information
a) Gross Preminms Written

The gross premium income for the year by major class of business was as follows:-

Continuing operations
Personal

Discontinued operations
Fire and Accident

Motor

Personal
Reinsurance Accepted

b) Gross Premiums Earned

Continuing operations
Personcl

Discontinued operations
Fire and Accident

Motor

Personal
Reinsurance Accepted

¢) Gross Claims Incarred

Continuing operations
Personal

Discontinued operations
Fire and Accident

Motor

Personal
Reinsurance Accepled

2003 &m 2002 &gm
45.5 41.9

1.0 756

1.8 24.2

(1.4) 443

- 5.4

1.4 149.5

46.9 191.4
2003 &m 2002 &m
45.5 419

349 69.9

12.3 24.3

168 365

4.3 5.0

68.3 135.7
113.8 177.6
2003 &m 2002 &m
6.1 45

10.3 326.4

11.4 237

11.1 25.3
0.1) 3.6

327 89.0

388 935
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d) Gross Operating Expenses

Continuing operations
Personal

Discoatinued operations
Fire and Accident

Mator

Personcd
Reinsurance Accepled

¢} Reinsurance Balance

Continuing operations
Personal

Discontinued operations
Fire and Accident

Maotor

Personal
Reinsurance Accepted

The reinsusance balance represents the charge 10 the technical account from the
£) Analysis by geographic area

Gross Written prepiums

United Kingdom

Continuing operations
Discontinued operations

Profit/(Loss) before taxation and minority interests

United Kingdom

Continuing operations
Discontinued operations

Overseas

Net Assets

United Kingdom

Continuing operations
Discontinued aperations

TWELVE Overseas

2003 &m 2002 &m
13.0 7.9

10.5 21.1

2.5 5.7

47 9.4

- 0.9

17.7 37.1

307 45.0
2003 £m 2002 £m
14.9 15.1

4.3 9.9
1.0 (5.6)

1.0 25

4.4 0.4

10.7 7.2

256 223

aggregate of afl tems relating to reinsurance ouswarkls

2003 &m 2002 &m
45.5 419

14 149.5

469 191.4
2003 &m 2002 4m
13.0 13.2

28.1 {16.9)

- .1

41.1 (38)
2003 &m 2002 &m
19.1 19.2

93.6 177.3

0.2 0.2

1179 196.7




3 Analysis of Profit and Loss Account items

i ol i) M3 Lk 2 A
Contipuing Erscontinnd Tosad Contnuing Discontinged Total
Lm AR Lm Em A im
Earned premitms, net of reinsurance 27.2 53.9 81.1 24.4 122.5 146.9
Orber technical incone - 6.5 053 - 0.9 09
Alfocated frrvestent refurn
hengferrad from the non-technicad acconnt 0.3 7.5 7.6 6.2 11.9 121
Claims incurred, net of reinsirance (3.3) (29.6) (32.9 (2.5} (83.0) {86.1)
Changes in other fechirical propisions a1 - 0.1 a1 - 0.1
Net operating expenses (12.3} (17.3) {20.6) {7.5) (36:5) (4403
Other technical charyes - - - - 0.5 (0.5}
Chenge in eqrialisation provisioi - 0.3 0.3 - (2.13 2.0
Balance on the technical account for general business 12.0 151 271 14.7 12,6 273
Investment incone 4.3 61.0 65.3 1.6 22.2 23.8
Investment expenses and charges - (0.1} (6.1) - €0.1) 0.1}
Unrealised losses on nvestments (3.0) (42.7) (43.7) (2.9) (40.9) {43.8)
Alloceited Investment relurn ransferved
to the genered business techrical accotint (G.3) 73 7.6) (0.2) a1, (12.1)
Other income - 1.5 1.5 - - -
Other charges - (0.2 {6.2) - 0.1} .0
Total aperating profit/tios) 130 273 40.3 13.2 (18.2) 3.0

4 Movement in prior year's provisions for claims ouistanding

Negative min off deviations of £1.8m. (2002 - positive £3.3m.) for Motor, positive £7 3m. (2002 — positive £5 1m.) for Liability and pos-
itive £3.2m., (2002 — positive £5.4m.) for Property were experienced for the year.

5 Net Operating Expenses

Acquisition costs

Decrease/(increase) in deferred acquisition costs
Administration expenses

Reinsurance comnrissions and profit participation

2003 £m 2002 £m
9.9 373

14.5 3.00

63 10.7

(1.1) (1.0)

29.6 44.0

Total commission for direct insurance accounted for during the year amounted to £3.5m. (2002 - £30.9m.).
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6 Investment Return

Incorne from land and buildings
Income from other Investments
Net gains ou the realisation of investments

[nvestinent income

Investment expenses and charges
Movement in unrealised investiment (losses)

Investorent return for the yeear

7 General Business Longer Term Investment Return

Analysed betieen:

Allocated investment retirn transferred to the
Techrical Account — General Business
Net investment return inchided in the Non-Technical Acconnt

2003 £m 2002 &m
0.7 0.6

15.1 17.0

49.3 6.2

65.3 238
(0.1} ©.1)
(45.7) (43.8)
195 2o
2003 &m 2002 &m
7.6 12.1

119 (32.2)

19.5 {20.1)

The longer tenm rate of investment return is an estimate of the Jongterm wend investment zeturn having regard to past performance over the

last forty years, curent trends and furire expectations.

Equities

Properties

Longer term rates of

investment return
2003 % 2002 %
70 7.5
7.0 7.0

The longer term return credited to the operating results is based on the investments supporting the technical reserves of the General Business,
There is no material difference between the actual reium attribuzable to investments supporting the technical reserves and the longer term

return creclited to opeating results.

8 Profit on sale of premivm renewal rights

On the 31st December 2002 the right o invite renewal of Avon Insumance’s broker and Intermediary business was sold to another party. The
consideration for this imnsaction being comruission payvments based on the renewed Gross Premium Written in the following 12 months, and
a share of any trading profit acheived in the 2 vears following 31st December 2002 based on acheived Gross Loss Ratios.

The profit on disposal shown in the Profit and Loss account in 2002 rerpresenss the guasanteed minimum consideration net of the costs of
disposal. In 2003 an amaount of £0.8m has been recognised as being additional considemtion receivabile in respect of gross written premiums

in 2003. Any contingent consideration will be recognised in the period the qualifying conditions are met,
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9 Directors and Employee Information

The aggregate emoluments of the Company’s direcrors were £74,688 (2002 — £59,500) all of which was in respect of fees for service as
non-executive directors.

2003 & 2002 &

Sir Don Curry 39,000 19,900
LD .Grant 20,688 -

R. [ Carter 13,000 39,600
74,688 59,500

No pension contributions were made in respect of serving directors. Pensions © former directors amounted to £38,992 (2002 —£27,761).

The employees of the Company do not have contracts of service with Avon Insurance ple but with the ultimate parent company, The
National Faners Union Mutual Insurance Saciety Limited,

The number of persons involved is :

2003 2002
Administration and finance 57 169
Undlerwriting i 151
Claims 4 66
62 386

A recharge is made from the parent Company for the services of the above employees. This amounted to £1.2m. (2002 - £8.6m.).

10 Profit for the year

Profit for the year is stated after charging:-
2003 &m 2002 &m

Auditors” fees for:
Audit .1 0.1
Nomn etudit - .2
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11 Taxation

United Kingdom Taxation
Corporation tax

Deferred tax

Total United Kingdom Taxation

Factors affecting the tax charge for the period
Profii/(loss) on ordinary activities before tax

Profitfiloss) on ordinary activities multiplied by standard rate
of corporate tax in the UK of 304 (2002 30%,)

Investment Income (equiities)

Unrealised gains on equities

Claims reserves

Capital allowances in excess of depreciation
Adjustiment to tax charge in respect of previous periods

Current tax charge for the period

Inclucled in the tax charge for the pedod i an amount of £0.2m. (2002 — £0.4m.) in respect of the disposal of renewsl rights.

12 Dividends

Equity Shares

Dividend perid of S00p per share (2002 — nif)
Proposed dividend of 50p per share (2002 — nil)

2003 &m 2002 &m
234 7.9
(12.5) 9.5)
10.9 (1.6)
2003 &m 2002 &m
41.1 (3.8}
3123 (L.1)
(1.1} (1.3)
12.4 14.5
0.4 0.3
- 0.1
(0.6) (4.4)
234 79
2003 &m 2002 £m
100.0 -
10.0 -
110.0 -

SIXTEEN




13 Investments:

a) Land and Buildings

Valuation

Balance at 1st January

Adelitions

Shortfall on disposal

Lisposals

Net book value at 31st December, 2003

Net book value at 31st December, 2002

Puschase price of land and buildings £nil. (2002 — £16.3m.)
b) Shares in subsidiaries

Purchase price of Investments $12.0m. (2002 - £12.0m.)

Freeluld
Investment
properties
2003 £m

15.7

0.6

(16.3)

15.7

The Company owns the whole of the issued share capital of Tiddington Invesiments Limitedt whose principal zctivity is s non dealing
Investment Company, which is incorponited in Great Britain and registered in England and Wales. The Company is exempt under
Section 228 of the Companies Act 1985 from the requirement to prepare consolidated financial starements as it and its subsidiary
undenakings are included by full consolidation in the consolidated financial statements of its parent, The National Farmers Union
Mutual Insurance Saciety Limited, a company incorporated in England and Wales. The value of the Company's interest in its

subsidiaries is not less than the amount at which the isterest is stated in the halance sheet.

<€) Other financial investments

Purchase price of other financial investments - Listed British Goverrment and Locel
Authority securities

- Listed fixed interest stocks
- Listed ordinary shares

~ Mortgages, loans and deposits

14 Share Capital

2003 £m 2002 &m

922 89.8
67.1 689
- 813
81.2 52.3
240.5 292.3

The authorised capital at 31st December, 2003 was £100.0m. (2002 ~ £100.0m.) divided into shares of £1 each, of which twenty million

(2002 — rwenty miltion) were issued and fully paid.

15 Profit and Loss Account

Balance at 1st January
Trangfer from Now-Technical Account

Balance at 31st December

SEVENTEEN

2003 £m 2002 &m

1659 168.1
79.8) (2.2y
86.1 165.9




16 Revaluation Reserve

17

18

19

2003 &m

Balance at ist January 10.8
Revaluation Movement 1.0
Balance at 31st December 11.8

Movements In Shareholders’ Funds

2003 &m 2002 &m

Balarnce at 1st January 196.7 197.4

Profit and loss account (note 15) (79.8) (2.2)
Revaluation reserves 1.0 15
Balance at 31st Decerber 117.9 196.7

Claims Equalisation Provision

Equalisation provisions are established in accordance with the requirements of the Interim Pradential Source book for Insurers,
These provisions, which are in addition w0 the provisions required o meet the anticipated ultimate cost of settlement of outstanding
claims at the batance sheet date, are required by Schedule 9A to the Companies Act 1985 to be included within technical provisions
in the balance sheet notwithstanding that they do not represent liabifities at the bakance sheet date. This has had the effect of
inereasing profit on ordinary activities before taxation by £0.3m (2002 - reduction of £2.1m.) in the financial statements.

Retirement Benefit Schemes

The Group’s Retirement Benefits Schemes are defined benetit schemes and cover all material obligations to provide pensions to
retired and current employees. The Group operates tunded pension schemes with the assets of the schemes held separately from those
of the companies. Contributions to the schemes are charged o the technical accounts so as to spread the cost af pensions over
employees’ working lives with the companies. The charge for the year was £nil, (2002 — anih)

The coniributions for the schemes are determined by an independent qualified actuary on the basis of tsiennial valuations using the
Projected Unit Method, The most recent valuation was at 31st December, 2002, At this date the market value of the investments of the
schemes was £461m. The assets of these schemes were 31% in excess of the amount required to cover the benefits that had acerued w
members after allowing for furure increases in eamings. The assumptions which have the most significant effect on the results of the
valuation are those relating to the rate of return on investments and the rates of increases in salaries and pensions, It was assumed that
the returns on new investments would be 3.5% per annum, sulary increases would average 4.5% per annum and present and future
pensions wonld increase at the tate of 2,5% pec anauam, At 31st December, 2003 the peasion prepayment held on the Group's balance
sheet is £21m. (2002 - £21m.)

h is not possible to identity the employers’ underying share of the assets and lizbilities of the scheme and as such the tansitional

disclosure requirements of FRS 17 are not given in these financial statements. The disclosures in respect of its entire schesme are shown
in the Group's consolidated financial statements,
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20 Provision for other risks and charges

a) Deferred Taxation

Balance at 1st January
Charge for the year

Balance at 31st December

The provision for deferred taxation comprised:

Unrealised gains on investments
Other short term timing differences

There is no unprovided Deferred Taxation.

b) Motor Insurer’s Bureau

The company is a member of the Motor Insurer's Burean snd

Balance at ist fanuary
Layments
Charge to Technical Accouont

Balance at 31st December

<) Financial Services Compensation Scheme

2003 &m 2002 &n

126 221
(12.5) (9.5)
0.1 12,6

2003 &m 2002 &m

0.1 126
0.1 126

as such has provided for its proportion of the proposed levy forecast.

2003 &m

0.8
(0.5)

03

i is currently anticipated that u levy will be raised in respect uf 2003 and a provision of 0.8% of Gross Premiums Written has been

macle.

Balance at st January
Payments
Charge to Technical Acconnt

Befance at 371st December

21 Contingent Liabilities

There are no contingent liabilities.

22 Capital Expenditure

2003 &m

There were no capital commitments at 31st Decernber, 2003 not provided for in these financial statements (2002 &ail).
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23 Cash Flow Statement

a) Reconciliation of Profit Before Tax to Net Cash Inflow from Operating Activities 2003 &m 2002 Sm
Profit/(Loss) before lax 40.3 5.0
DecreuaseffIncrease) in deblors, prepayments and acerued income 43.0 S.4)
{Decrease ylncrease in creditors, accruals and deferred income (3.6) 0.3
{Decrease Vincredise in technical provisions 80.2) 17.
Realised and unrealised inveshnent {gains Vlosses 3.8) 375
Net cash (Outflow VInflow from operating activities (4.3) 40.4
b} Movement in portfolio investments net of financing
(Decrease) in cash boldings (1.4) (1.
Cesh (Outflow iTnflow on porifolio inpestriernts (117.0) 306
Movement arising from cash flows (119.0) 28.9
Changes in market valie and currencies 3.8 (37.%)
Total movement in portfolio investments, net of financing (115.2) (8.6}
Portfolio investments, net of financing at Ist January 360.3 3689
Portfolfo investments, net of financing gt 315t December 245.1 3G0.3
<) Cash flows invested in portfolio investments
Purchase of shares and cther variable yield securities - 2.3
Prirchase of debt securities and other fixed income securities 19.7 43.7
Purchase of land and huildings 0.6 10
Seile of shares and other variable yield securities {130.4) 14.7)
Sailes of debt securities and other fixed incame securities (19.7) (24.3)
Sale of land and buildings (167 8.1
Net Increase in deposits with credit institutions 28.9 30.1
Net cash (Outflow i Inflow on portfolio investinents (1176 300
d) Movement in cash, portfolio investments net of financing
Asat st Changes 10 As at Alst
Fanvary. Mt valoes December,
iyi) Loy flow & cumencics 203
£m Am im £
Cash al bank and in band 2.2 (1.4) - 6.8
Shares and other variable yield securities 1227 (130.4) 77 -
Debit securities cond other fixed income securities 167.4 - (4.3) 163.1
Land aned buildings 15.7 (16.1) 0.4 -
Deposits with creclit institutions 323 28.9 - 81.2
Total 360.3 (119.0 38 24514

24 Related Parties

The Company has taken advantage of the exemption set our in FRS8 not to disclose transactions with other Group Companies,

25 Ultimate Holding Company

The immediate parent company is NFU Mutual Management Company Limited, which is incorporated in England and Wales.

The company’s ultimate conzrolling understaking and parent company is The National Fanmers Union Mumad Ensurance Society
Limited. which is incorporated in England and Wales. Copies of the consolidated accounts of the ultimate controlling party can he
obtained from the Secretary ar the following address: Tiddington Road, Stratford-upon-Avon, CV37 7BJ.
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Independent Auditors’ Report to the members of Avon Insurance plc

We have audited the financial statements which comprise the profit and foss account, the balance sheet, the cash flow statement, the
statement of total recognised gains and losses and the related notes which have been prepared in accordance with the accounting
policies set cut in note 1 of the accounts.

Respective responsibilities of direciors and auditors

The directoss’ responsibilities for preparing the annual report and the financial statements in accordance with applicable United
Kingdom law and accounting standards z2re set out in the statement of directors’ responsibilities.

Our respoensibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and United
Kingdom Auditing Standards issued by the Auditing Practices Board. This report, including the opinion, has been prepared for and only
for the company's members as a body in accordance with Section 235 of the Companies Act 1985 and for no other purpose. W do not,
in giving this opinion, accept or assume responsibility for any other purpose or to any other person to whom this report is shown or in
to whose hands it may come save where expressly agreed by our prior consent in writing.

We report 1o you our opinion as to whether the financial statements give a true and fair view and are properly prepared in accordance
with the Companies Act 1985, We also report to you if, in our opinion, the directors'report is not consistent with the financial
statemenits, if the company has not kept proper accounting records, i we have not received all the information and explanations we
require for our audit, or if information specified by law regarding directors’ remuneration and transactions is not disclosed.

We read the other information contained in the annual report and consider the implications for our report if we become aware of any
apparent misstatements or material inconsistencies with the financial statements. The other information comprises only the directors’
report.

Basis of andit opinion

We conducted our audit in accordance with auditing standards issued by the Auditing Practices Board. An audit includes examination,
on 4 test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes an assessment of the
significant estimates and judgements made by the directors in the preparation of the financial statements, and of whether the
accounting policies are appropriate to the company’s circumstances, consistenly applied and adequately disclosed.

We planned and performed our audit so as to obtain alf the information and explanations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurance that the financial statements are free from material misstaternent,
whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the ovenall adequacy of the
presentation of information in the financial statements.

Equalisation reserves

Our evaluation of the presentation of information in the financial statements has had regard to the statutory requirement for insurance
companies © maintain equalisation reserves. The nature of equalisation reserves, the amount set aside at 31 December 2003, and the
effect of the movement in those reserves during the year on the general business technical result and loss before tax, are disclosed in
notes 1b) and note 17 respectively.

Opinion

In our opinion the financial statements give a true and fair view of the state of the company’s affairs at 31 December 2003 and of its loss
and cash flows for the year then ended and have been properly prepared in accordance with the Companies Act 1985,

p ﬁ"cg-_:x;j;.:{,c-\..&eCDcw e
PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Bristol, 24th March, 2004
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