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The Directors present thetr Report and audited financial statement for the year ended December 31, 2011

Results and Dividend
The results for the year are set out In the Income Statement on page 6

The Directors do not recommend the payment of a dividend for the year ended December 31, 2011 (2010
£nil)

Principal activities and review of the business

The Company ts authonsed to underwnte most classes of general insurance business Currently the
Company underwrites musical instrument insurance under the brand name of “Allanz Musical
Instruments® During 2009 it ceased to undenwnte other speciabst insurance  This business was 100%
reinsured and hence there 1s no impact on the Company's profit Alllanz Re Dublin Limited took over the
management of the Company's closed portfolio of London Market insurance business, previously handled
by the Company and which ts 100% remsured to Allanz Re Dublin Limited There are no plans to
undertake additional business activittes 1in 2012 Gross wntten premiums are expected to continue at the
same level in 2012 as 2011 as the Company continues to write musical instrument insurance business

Directors
The names of the current Directors are shown above All served throughout the year save for M J
Churchlow who served from his appointment as a Director on January 28, 2011

Principal risks, uncertainties and financial instruments

The Company’s policies In respect of the management of its principal risks, uncertainties and financial
nstruments are set out in Note 22 on page 28

Suppliers
It 1s the policy of the Company to make known to and agree the terms of payment with its suppliers when
entering Into transactions with them and to keep to those terms Payment practice for the year to
December 31, 2011 was 8 days (2010 4 days) calculated 1n accordance with the relevant statutory
regulations

Going concern

The Directors are satisfied that the Company has adequate resources to continue In business for the
foreseeable future and that it 1s therefore appropriate to adopt the going concern basis In preparing the
Annual Report and Accounts




British Reserve Insurance Company Limited

Directors’ report

Directors’ responsibility to the auditors

So far as the Directors are aware there 1s no relevant audit information of which the Company’s auditors
are unaware The Directors have taken all steps that they ought to have taken as Directors to make
themselves aware of any relevant audit information and to establish that the Company's auditors are
aware of that information

Auditors
The Auditors KPMG Audit Plc will be deemed to have been reappointed at the end of 28 days beginning
with the day on which copies of these report and accounts are sent to Members

By order of the board

R C Jack-Kee
Secretary

March 6, 2012




British Reserve Insurance Company Limited

Statement of Directors’ responsibilities in respect of the Directors’ Report and the
Financial Statements

The Directors are responsible for prepanng the Directors' 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 they have
elected to prepare the financial statements 1n accordance with International Financial Reporiing Standards (IFRSs) as
adopted by the European Union (EU) and applicable law

Under company taw the Directors must not approve the financial statements unless they are satisfied that they give a
true and farr view of the state of affairs of the Company and of the profit or loss of the Company for that penod In
prepanng these financial statements, the Directors are required to

select suitable accounting policies and then apply them consistently,

make judgements and estimates that are reasonable and prudent,

state whether they have been prepared in accordance with IFRSs as adopted by the EU, and

prepare the financial statements on the going concern basis unless it 1s inappropnate to presume that the Company
will continue in business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclose with reascnable 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 have general
respansibility for taking such steps as are reasonably open to them to safeguard the assets of the Company and to
prevent and detect fraud and other irregulanties




British Reserve Insurance Company Limited

independent auditor’s report
to the members of British Reserve Insurance Company Limited

We have audited the financial statements of Bntish Reserve Insurance Company Limited for the year
ended December 31, 2011 set out on pages 6 to 34 The financial reporting framework that has been
apphed n ther preparation I1s applicable law and International Financial Reporting Standards (IFRSs) as
adopted by the EU

This 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 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 members, as a body, for our audit work, for this report, or for the opmions
we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors' Responsibilities Statement set out on page 3, the Directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and
far 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 Auditing Practices Board's (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from matenal misstatement
whether caused by fraud or error This Includes an assessment of whether the accounting policies are
appropnate to the Company's circumstances and have been consistently applied and adeguately
disclosed, the reasonableness of significant accounting estimates made by the directors, and the overali
presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements

* give a true and far view of the state of the Company's affars as at December 31, 2011 and of its profit
for the year then ended,

= have been properly prepared in accordance with IFRSs as adopted by the EU, and
« have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters 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 I1s consistent with the financial statements




British Reserve Insurance Company Limited

Independent auditor’s report
to the members of British Reserve Insurance Company Limited

Matters on which we are required to report by exception

We have nothing to report In respect of the following matters where the Companies Act 2006 requires us
to report to you if, in our opinion

+ adequate accounting records have not been kept, or returns adequate for our audit have not been
received 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’ remuneration specified by law are not made, or
+ we have not received all the information and explanations we require for our audit

Murray Alexander Raisheck {Semior Statutory Auditor)
for and on behalf of KPMG Audit Plc, Statutory Auditor

Chartered Accountants
16 Canada Square
London

E14 5GL

March 6, 2012




British Reserve Insurance Company Limited

Statement of comprehensive income for the year ended December 31, 2011

201 2010
Notes £000 £000
Gross earned premiums 3 7,055 6,774
Reinsurers' share of gross earned premiums 3 {3) (101)
Net insurance revenue 7,052 6,673
Net realised gains - 12
Currency gains 1 97
Investment income 4 1,008 957
Other revenue 1,009 1,066
Total revenue 8,061 7,739
Gross insurance claims paid {1,894) (1,770}
Reinsurers’' share of gross insurance claims paid 106 108
Gross change in insurance habilities (339} (234)
Reinsurers' share of gross change In Insurance liabilities (47} 203
Net insurance claims (2,174) (1,693)
Commission (670) (692)
Other operating and administrative expenses 5 (2,262) {1,928)
Other expenses (2,932) (2,620)
Total claims and expenses (5,106) (4,313)
Profit before tax 2,955 3,426
Income tax expense 7 (758) (949)
Net profit for the year wholly attributable to the equity holders 2,197 2,477
Other comprehensive income
Net change in fair value of available for sale financial assets 156 (40)
156 (40)
Tax on fair value of available for sale financial assets movement 7 (30) 11
Other comprehensive income for the penod, net of tax 126 (29)
Total comprehensive income for the period 2,323 2,448

The notes on pages 10 to 34 are an integral part of these financial statements




British Reserve Insurance Company Limited

Balance sheet as at December 31, 2011

2011 2010

Notes £000 £000
Assets
Deferred tax asset 18 (a) 20 —
Deferred acquisition costs 8 1,056 1,058
Reinsurance assets 9 8,452 8,440
Accrued income 10 597 319
Avallable for sale financial assets 11 37,346 31,632
insurance receivables 12 1,999 1,282
Other receivables 13 3 -
Cash and cash equivalents 14 3,829 4,791
Total assets 53,302 47,522
Equity and Liabilities
Issued capital and reserves attributable to equity holders of the
parent
Share capital 15 5,000 5,000
Fair value reserve 658 532
Retained earnings 21,503 19,306
Total equity 27,161 24,838
Liabilities
Insurance contracts liabilities 16 14,945 14,368
Deferred tax hability 18 (a) - 360
Insurance related payables 19 46 7
Tax payable 18 (b) 785 937
Accruals and other payables 20 10,365 7,012
Total hahilities 26,141 22,684
Total liabilities and shareholders’ equity 53,302 47,522

The notes on pages 10 to 34 are an integral part of these financial statements

These financial statements were approved by the Board of Directors on March 6, 2012 and signed on its

behalf by

DA owomea

D A Torrance
Director




British Reserve Insurance Company Limited

Statement of cash flows for the year ended December 31, 2011

2011 2010
Notes £000 £000
Cash generated from operations
Cash generated from operating activities 21 (637) 2,258
Interest received 1,008 857
Income tax paid 18(b) (1,320) (1,442)
Net cash flow from operating activities (949) 1,773
Net increase in cash and cash equivalents (949) 1,773
Cash and cash equivalents at the beginning of the year 4,791 2,979
Effects of exchange rate changes on cash and cash equivalents (13) 39
Cash and cash equivalents at the end of the year 3,829 4,791

The notes on pages 10 to 34 are an integrat part of these financial statements




British Reserve Insurance Company Limited

Statement of changes in equity for the year ended December 31, 2011

Share Farr value Retained
capital reserve earnings Total
£000 £000 £000 £000

Balance as at January 1, 2010 5,000 561 16,829 22,390
Net change In farr value of available for sale - 40 - (40)
Tax on farr value of available for sale financial
assets movement - 11 - 11
Net profit for the year - — 2,477 2,477
Total recogmsed income for the year — (29) 2,477 2,448
Balance as at December 31, 2010 5,000 532 19,306 24,838
Net change In fair value of avaiiabie for sale - 156 - 156
Tax on fair value of available for sale financial
assets movement - (30) - (30}
Net profit for the year = — 2,197 2,197
Total recognised income for the year 126 2,197 2,323
Balance as at December 31, 2011 5,000 658 21,503 27,161

The notes on pages 10 to 34 are an integral part of these financial statements




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011

1. Accounting Policies

1.1 Company and its operations
British Reserve Insurance Company Limited is registered in England and Wales and 1s authorised to
transact most classes of general insurance business

The registered office 1s 57 Ladymead, Guildford, Surrey, GU1 1DB, United Kingdom The financial
statements for the year ended December 31, 2011 were authorised for i1ssue in accordance with a
resolution of the Directors on March 6, 2012

1 2 Statement of compliance

The financial statements of Briish Reserve Insurance Company Limited have been prepared In
accordance with International Financial Reporting Standards (IFRS} as adopted by the European Union
(EU)

1.3 Basis of preparation

The financial statements have been prepared on the historical cost basis except for the following
+ Avallable for sale financial assets

The financial statements are compiled on a going concern basis

1.4 Summary of significant accounting policies

British Reserve Insurance Company Limited has identified the accounting policies that are most significant
to its business operations and the understanding of its results These accounting polictes are those which
involve the most complex or subjective decisions or assessments, and relate to insurance provisions,
deferred acquisition costs, the ascertainment of farr values of financial assets and habilities and the
determination of impairment losses In each case, the determination of these 1s fundamental to the
financial results and position and requires management to make complex judgements based on
information and financial data that may change in the future periods

Since these involve the use of assumptions and subjective judgements as to future events and are subject
to change, the use of different assumptions or data could produce matenally different results

The significant accounting policies adopted in the presentation of the financial statements are set out In the
following paragraphs

10




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011
1. Accounting Policies {(continued)

{a) Deferred acquisition costs

Commission and other acquisition costs incurred during the financial peniod that vary with and are related
to securing new insurance contracts and/or renewing existing insurance contracts, but which relate to
subsequent financial periods, are deferred to the extent that they are recoverable out of future revenue
margins Deferred acquisition costs are capitalised and amortised on a straight line basis  All other
acquisition costs are recognised as an expense when incurred

An mpairment review 1s performed at each reporting date and the carrying value 1s wntten down to the
recoverable amount

(b) Income taxes

Income tax on the profit or loss for the year comprises current tax and deferred tax Income tax I1s
recognised 1n the iIncome statement, except to the extent that income taxes relating to items recognised
directly in equity are recognised In equity

Current tax 1s the expected tax payable on the taxable income for the period using tax rates enacted or
substantially enacted at the balance sheet date together with adjustments to tax payable in respect of prior
years

Deferred income tax 1s provided in full using the liabihty method and all temporary difference between the
tax bases of assets and lhabillites and their carrying amounts for financial reporting purposes at the
balance sheet date The amount of deferred tax provided I1s based on the expected manner of realisation
or settlement of the carrying amount of the assets and habiliies, using tax rates enacted or substantially
enacted at the balance sheet date

Deferred income tax assets are only recognised to the extent that it 1S probable that future taxable profits
will be availlable against which the temporary differences can be utilised The carrying amount of the
deferred income tax assets are reviewed at each balance sheet date and reduced to the extent that it 1s no
longer probable that sufficient taxable profits will be available to allow all or part of the deferred tax asset to
be utilised

Group tax losses are utilised when avalable Consideration paid for group relief 1s accounted for 1n the
financial statements as though the payment had been made to the relevant tax authorities

(c) Reinsurance assets

The Company assumes and cedes remsurance 1n the normal course of business Reinsurance assets
primanly include balances due from both insurance and reinsurance compantes for ceded insurance
hablittes Premwms on reinsurance assumed are recognised as revenue n the same manner as they
would be if the reinsurance were considered direct business, taking into account the product classification
of the reinsured business Amounts due to reinsurers are estimated in a manner consistent with the
associated reinsured policies and in accordance with the reinsurance contract Premwms ceded and
claims reimbursed are presented on a gross basis

Reinsurance contracts that do not transfer significant insurance nsk are accounted for directly through the
balance sheet and are not included In reinsurance assets or habiities These are deposit assets or
financial habiities that are recognised based on the consideratron pard or received less any explicit
identified premiums or fees to be retained by the reinsured

An impairment review 1s performed on all reinsurance assets when an indication of impairment occurs

Remnsurance assets are imparred only if there 1s objective evidence that the Company may not receve all
amounts due to 1t under the terms of the contract and that this can be measured reliably

11




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011
1. Accounting Policies {continued)

(d) Fair value of financial assets and liabilities
Financial assets and habilittes are initially stated at farr value Listed investments are stated at the bid
market price at the close of business on the balance sheet date

{e) Financial assets
The Company classifies its investments as available for sale financial assets

All purchases of financial assets are recognised on the trade date 1 e the date that the Company commits
to purchase the asset All sales of financial assets are recognised on the settlement date 1e the date the
asset 1s delivered to the counterparty

All iInvestments are inihally recognised at farr value plus the transaction costs that are directly attrnbutable
to the acquisition of the investment A financial asset shall be derecognised when the contractual nght to
receive cash flows expire or when the asset 1s transferred

Available for sale financial assets after initial recognition are measured at fair value Unrealised gains and
losses are reported as a separate component of equity unhl the investment 1s derecognised or the
Investment s determined to be impaired On derecognition or impairment the cumulative gain or loss
previously reported in equity 1s transferred to the income statement

Impairments

The carrying value of all financial assets I1s reviewed for impairment whether events or circumstances
indicate that the carrying amount may not be recoverable The dentification of impairment and the
determinatton of recoverable amounts 1s an inherently uncertain process involving vanous assumptions
and factors, including the financial condition of the counterparty, expected future cash flows, observable
market prices and expected net selling prices

In order to determine whether negative revaluations on investment securities correctly represent
impairment, all investment secunties for which the market value has either fallen significantly below cost
price or been below cost price for a considerable period of tme, are individually reviewed A distinction 1s
made between negative revaluations due to general market fluctuations and due to issuer specific
developments The impairment review focuses on i1ssuer specific developments regarding financial
condition and future prospects, taking into account the intent and ability to hold the secunties under the
long term investment strategy of the Company

For available for sale assets, a significant prolonged dechne in the fair value indicates an impairment Far
available for sale financial assets the impairment loss is the difference between its current fair value and its
ongnal cost

(f) Insurance receivables

Insurance receivables are recognised in a manner consistent with the premium income recognition as
detailled in the revenue recognitton accounting policy (I) The carrying value 1s reviewed for impairment
whenever events or circumstances indicate that the carrying amount may not be recoverable, with the
impatrment loss recorded in the iIncome statement

(g) Fair value reserve
The fair value reserve relates to the change in farr values of available for sale financial assets

(h) Cash and cash equivalents
Cash and cash equivalents comprise cash at bank and in hand and short term deposits with an original
maturity of three months or less at the date of placement free of any encumbrances

(1) Product classification

Insurance coniracts are defined as those containing significant insurance nsk at the inception of the
contract, or those where at the inception of the contract there 1s a scenaro with commercial substance
where the level of insurance nsk may be significant The significance of insurance risk 1s dependant on
both the probability of an insured event and the magnitude of its potential effect

12




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011
1. Accounting Policies {(continued)
(i) Insurance contracts liabilities

Insurance contract liabilities

Insurance contract habilities are based on the estimated ultimate costs of all claims incurred but not settled
at the balance sheet date, whether reported or not, together with related claims handling costs and
reduction for the expected value of salvage and other recovenies Significant delays can be expenenced in
the notfication and settlement of certain type of claims, the ultimate cost of which cannot be known with
certainty at the balance sheet date

Provision for unearned premiums

The proportion of wniten premums, gross of commission payable to intermediaries, attributable to
subsequent periods 15 deferred as unearned premium The change in the provision for unearned premium
Is taken to the income statement in the order that revenue 1s recognised over the penod of the risk

Liability adequacy test

At each balance sheet date, a liability adequacy test i1s performed, to ensure the adequacy of unearned
premiums net of related deferred acquisttion cost assets In performing the test, current best estimates of
future contractual cash flows, claims handling and policy administration expenses, as well as investment
income from assets backing such habilites, are used Any inadequacy 15 immediately charged to the
income statement by establishing an unexpired nisk provision

(k) Provision for other liabilities

A provision Is recegnised when the Company has a present legal or constructive obligation, as a result of a
past event, which 1s probable, will result in an outflow of resources and when a reliable estimate of the
obligation can be made If the effect is matenal, the provisions are determined by discounting the
expected future cash flows at a pre tax rate that reflects a current market assessment for the time value of
money and, where appropriate, the nisk I1s specific to the habihity

The Company recognises the provision for onerous contracts when the expected benefits to be dernved
from contracts are less than the unavoidable costs of meeting the obligations under the contracts

(1) Revenue recognition

Premium income

Premiums written are recognised on policy inception and earned on a pro rata bass or for nsks where a
pro rata basis 1s inappropnate a basis consistent with the rnisk profile over the term of the related policy
coverage

Estimates of premiums written as at the balance sheet date but not yet processed, are assessed based on
estimates from underwnting or past expenence and are included in premiums earned, on a pro rata basis

Investment income

Interest income 1s recognised n the income statement as It accrues, taking inte account the effective yield
of the assets or an apphcable floating rate Interest income includes the amortisation of any discount or
premium

Realised gains and losses recorded in the income statement

Realised gains and losses on avallable for sale financial assts are calculated as the difference between
the net sales proceeds and the anginal or amortised cost Realised gains and losses are recognised in the
income statement when the sale transaction occurred

13




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011
1. Accounting Policies (continued)

{m) Claims

Claims incurred include all claim losses occurring dunng the year, whether reported or not, including the
related handling costs and reduction for the value of salvage and other recovenes and any adjustments to
claims outstanding from previous years

Claims handling costs include internal and external costs incurred in connection with the negotiaton and
settlement of claims Internal costs include all direct expenses of the clams department and any part of
the general administrative costs directly attnibutable to the claims function

(n) Finance cost
Interest payable i1s recorded in the period in which 1t 1s incurred

(o) Foreign currency translation

The Company's presentation and functional currency 1s Sterling Transactions in foreign currencies are
initizlly recorded at the functional currency rate ruling at the date of the transaction Monetary assets and
llabilities denominated In foreign currencies at year end are retranslated at the functional currency rate of
exchange ruling at the balance sheet date Non menetary items that are measured in terms of historical
costs are translated using the exchange rate as at the date of imitial transaction Non monetary tems
measured at farr value in a foreign currency shall be translated using the exchange rates at the date when
the farr value was determined All foreign exchange differences are taken to the income statement

unless required to be taken to equity

{p) Off setting of financial instruments

Financial assets and habilities are offset and the net amount reported in the balance sheet only when there
Is a legally enforceable nght to offset the recognised amounts and there 1s an intention to settle on a net
basis or to realise the assets and settle the liability simultaneously

(q} Current, non current disclosure

For each asset and hability line item amounts expected tc be recovered or settled within twelve months
after the balance sheet date will be classified as current at the balance sheet date and the remaining
balance as non current

14




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011

2. Use of estimates, assumptions and judgements

The Company makes estimates assumptions and judgements that affect the reported amounts of assets
and habiities Estimates assumptions and judgements are continually evaluated and based on historical
expernence and other factors including expectations of future events that are believed to be reasonable
under the circumstances

Claims liability arising from insurance contracts

Estimates have to be made both for the expected ultimate cost of claims reported at the balance sheet
date and for the expected ultimate cost of clams incurred but not reported (IBNR) at the balance sheet
date It can take a significant period of time before the ultimate claims costs can be established with
certainty and for some type of policies, IBNR clams form the majonty of the balance sheet clams
provision The primary technique adopted by management in estimating the costs of notified and IBNR
clams 1s that of using past claim settlement trends to predict future clams settlement trends Further
details of the claims estimabtion process are descnbed in note 17 At each reporiing date, prior year claims
estimates are reassessed for adequacy and changes are made to the provision Claims provisions are not
discounted for the time value of money except for claims being settted by periodic payments

The carrying value at balance sheet date for these Insurance contracts 1s £14,945k (2010 £14,368k)

15




British Reserve Insurance Company Limited
Notes to the financial statements for the year ended December 31, 2011
3. Net Iinsurance revenue
2011 2010
Note £000 £000
(a) Gross written premiums
Direct insurance 7,234 6,926
Total general insurance contracts premium revenue 16 7,234 6,926
Gross change \n unearned premium provision 16 (179) (152)
Total gross earned premiums 7,065 6,774
(b) Reinsurers' share of gross written premiums
Direct insurance (3) (101)
Total reinsurers’ share of general insurance contracts
premium revenue 16 (3) (101)
Total reinsurers’ share of gross earned premiums on
insurance contracts (3) (101)
Total net insurance revenue 7,052 6,673
4. Investment income
2011 2010
£000 £000
Available for sale financial assets interest income 396 951
Cash and cash equivalents interest income 12 6
Total investment income 1,008 957
5 Other operating and administrative expenses
2011 2010
£000 £000
Acquisttion costs 1,291 1,213
Movement in deferred acquisition costs 2 (327)
Administration expenses 969 1,042
Total other operating and administrative expenses 2,262 1,928

16



British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011

6. Auditors remuneration

In respect of the Company for the year ended December 31, 2011 auditors’ remuneration in thewr capacity
as such, amounted to £4,100 (2010 £4,100)

7 Income tax expense

2011 2010
(a) Current year tax charge £000 £000
Current tax:
United Kingdom corporation tax charge @ 26 5% (2010 28%) 1,138 948
Total current tax 1,138 048
Deferred tax:
Cngination of temporary differences (note 18) (380) 1
Total deferred tax (380) 1
Total income tax expense 758 949

With effect from Apnl 1, 2012 the standard rate of corporation tax will be reduced to 25% from 26%, the
applicable corporation tax rate for the year 2012 will be 25 25%

2011 2010
{b) Tax charge/(credit) to equity £000 £000
Current tax 30 (11
Total tax charge/(credit) to equity 30 (11}

2011 2010
(c) Reconciliation of tax charge £000 £000
Profit before tax 2,955 3,426
Tax at 26.5% (2010: 28%) 783 959
Tax effect of:
Disallowable expenses {19) -
Prior year adjustment 395 -
Adjustments to provisions (362) (10)
Capital allowances in excess of depreciation (39) -
Total tax chalge for the year 758 949

2011 2010
(d) Tax paid for cash flow purposes £000 £000
Current tax payable at January 1 937 1,442
Amounts charged to the income statement 758 949
Amounts credited to equity 30 (1)
Movement in the deferred tax hability in the ncome statement 380 (1)
Tax paid during the year (1,320} (1.442)
Current tax payable at December 31 785 937

17




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011

8. Deferred acquisition costs

2011 2010
£000 £000
At January 1 1,058 731
Costs deferred dunng the year 1,957 2,233
Amorlisation charge for the year (1,959) (1,9086)
At December 31 1,056 1,058
9. Reinsurance assets
2011 2010
Note £000 £000
Reinsurers’ share of insurance contracts habthities 16 8,452 8,440
Total reinsurance assets 8,452 8,440
10. Accrued income
2011 2010
£000 £000
Interest 597 319
Total accrued income 597 319
11 Financial assets
2011 2010
Available for sale financial assets £000 £000
At fair value
Debt securities
Listed 37,024 31,313
Total debt securities at fair value 37,024 31,313
Deposits with credit institutions 322 319
Total available for sale financial assets at fair value 37,348 31,632
At cost
Debt securnities
Listed 36,129 30,573
Total debt securities at amortised cost 36,129 30,673
Deposits with credit instituticns 322 319
Total available for sale financial assets at cost 36,451 30,892
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British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011

12. Insurance receivables

2011 2010
£000 £000
Due from policyholders 1,706 1,168
Due from agents, brokers and intermediaries 293 114
Total insurance receivables 1,999 1,282
2011 2010
£000 £000
Current insurance receivables 1,999 1,282

Non current insurance receivables — —

The carrying amounts disclosed above reasonably approximate fair values at year end

13. Other receivables

2011 2010
£000 £000
Other 3 -
Total other receivables 3 -
2011 2010
£000 £000
Current other recewvables 3 —

The carrying amounts disclosed above reasonably approximate fair values at year end

14 Cash and cash equivalents

2011 2010
£000 £000
Cash at bank 669 1,489
Short-term deposits (including demand and time deposits) 3,160 3,302
Total cash and cash equivalents 3,829 4,791

All deposiis are subject to an average vanable interest rate of 0 6% (2010 0 5%) and have an average
matunity of 1 days (2010 1 days) The carrying amounts disclosed above reasonably approximate far
values at year end

19




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011

15. Share capital

Allotted, 1ssued and

fully paid
2011 2010
£000 £000
Ordinary shares of £1 each 5,000 5,000

The holders of ordinary shares are entitled to recewve dividends as declared from time to time and are
entitled to one vote per share at the meetings of the Company

16. Insurance contracts liabilities

2011 2010
Insurance Reinsurers' Insurance Reinsurers’
contracts share of contracts share of
labiities liabilities Net habihties liabilities Net
£000 £000 £000 £000 £000 £000
Provision for clams
reported by
policyholders 4,481 (3,028} 1,453 4,225 (3,020) 1,205
Provision for claims
incurred but not
reported 6,797 (5,424) 1,373 6,655 (5,420) 1,235
Total claims reported
and IBNR 11,278 (8,452) 2,826 10,880 (8,440) 2,440
Provision for unearned
premiums 3,667 - 3,667 3,488 - 3,488
Total general
Insurance contracts
liabilities 14,945 (8,452) 6,493 14,368 (8,440) 5,928
Current general
Insurance contracts
labilities 5,084 (845) 4,239 6,447 (844) 5,603
Non current general
insurance contracts
llabibties 9,861 (7,607) 2,254 7,921 (7,596) 325

20




British Reserve Insurance Company Limited

Notes to the financial statements for the year ended December 31, 2011

16. Insurance contracts habilities (continued)

The provision for clams reported by policyholders and claims incurred but not yet reported may be
analysed as follows

2011 2010
Insurance Reinsurers' Insurance Rensurers'
contracts share of contracts share of
habihties habilities Net lLabilities liabilities Net
£000 £000 £000 £000 £000 £000
At January 1 10,880 (8,440) 2,440 10,409 (8,000) 2,409
Foreign exchange
adjustment 59 (59) - 237 (237) -
10,939 (8,499) 2,440 10,646 (8,237) 2,409

Claims incurred in the

current accident year 3,392 - 3,392 3,127 - 3,127
Movement on claims

curred n prior

accident years (1,160) (59) (1,219) (1,123) (311) (1,434)
Claims paid during the

year (1,894) 108 (1,787) {(1,770) 108 {1,862)
At December 31 11,278 (8,452) 2,826 10,880 (8,440) 2,440

The provision for unearned premiums may be analysed as follows

2011 2010
Insurance Reinsurers’ Insurance Retnsurers'
contracts share of contracts share of
labilities liabilhties Net lhabihties labilities Net
£000 £000 £000 £000 £000 £000
At January 1 3,488 - 3,488 3,336 - 3,336
Premiums written in the
year 7,234 (3) 7,231 6,926 (101) 6,825
Premiums earned
during the year (7,065) 3 (7,062) {6,774) 101 (6,673)
At December 31 3,667 - 3,667 3,488 — 3,488
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17. Insurance contracts and reinsurance assets — terms, assumptions and sensitivities

British Reserve Insurance Company Limited writes Musical Instruments policies Risks under these
polictes usually cover a 12 month pernod

Claims provisions {comprising provistons for claims reported by policyholders and claims incurred but not
yet reported) are established to cover the ulimate costs of settling the liabilities in respect of claims that
have occurred and are estimated based on the known facts at the balance sheet date These provisions
are revised quarterly as part of a regular ongoing process as claims experience develops, certain claims
are settled and further claims are reported Outstanding claims provisions are not discounted for the time
value of money

The provision for claims reported by policy holders 1s generally determined on a case by case basis

The provision for claims incurred but not reported (IBNR) i1s estimated by the application of the chain
ladder actuarnal projection techniques

Chain ladder methods may be applied to premiums, paid clams or incurred clams (1e paid clams plus
individual reported projection case estimates) The basic techmque involves the analysis of historical
clams development factors and the selection of estimated development factors based on this histoncal
pattern The selected development factors are then applied to cumulative data for each year that 1s not
fully developed to produce an estmated ultimate amount for each year Chain ladder techniques are most
appropriate for mature classes of business that have a relatively stable development pattern They are
less sutable In cases where an insurer does not have a developed history for the particular class of
business

Ulimately reserving methods allow for a combination of mathematical techniques and judgement based
upon experience and knowledge of the business

There can be considerable uncertainty associated with the future outcome of the outstanding claims
Variabiity can come from a number of sources, including but not imited to

s More IBNR claims being reported than expected

s Current notified claims costing more to settle in future than expected due to higher inflation than
expected, adverse legal rulings or adverse impact from future government legislation

* Clams handling costs being higher than expected

It is therefore prudent to hold reserves in excess of the mean of the distnbution of possible outcomes,
usually referred to as the best estimate The reserves currently held are intended to give a high degree of
confidence that there will be no adverse run-off impact on the results of subsequent financial periods

The risk analysis work carrnied out as part of the Company’s assessment of its capital needs and as part of
the reserving work includes an assessment of the possible vanabilty of the outcome of the cost of settling
outstanding clams This was carned out using vanous actuanal and statistical techniques, and was based
upon the Company's historical claims expenence
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17. Insurance contracts and reinsurance assets — terms, assumptions and sensitivities (continued)

Loss development triangle

Reproduced below are tables that show the development of clams over a peniod of time on both gross and
net of reinsurance basis The tables show that cumulative mcurred claims, including both notified and
IBNR claims, for each successive accident year at each balance sheet date, together with cumulative
claims as at the current balance sheet date In the loss development triangles, the cumulative estimates
and payments for each accident year are translated into pounds sterling at the exchange rates that applied
at the end of each accident year
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17. Insurance contracts and reinsurance assets — terms, assumptions and sensitivities (continued)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
Gross of reinsurance £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Accident year 8620 12,385 14763 5968 4746 20491 22776 16 941 3138 3392
One year later 8175 1717 13694 5053 1858 16075 18 576 17 501 1767
Two years later 8,167 11,714 13653 4795 1,760 16 051 18 501 17559
Three years later 8170 11714 13652 4795 1814 16 064 16,561
Four years later 8177 11,708 13648 4778 1773 16,075
Five years later 8,154 11,711 13666 4788 1786
Six years later 8,157 1710 13644 4792
Seven years later 8163 11698 13645
Eight years Later 8155 11698
Nine years later 8155
Current estimate of
cumulative claims 8155 11698 13645 4792 1786 16 075 16,561 17,569 1767 3302 95 441
Cumulative payments to
date (8 155} (11,690) (13623} (4 753) (1759) {16 030) (16 548) (17 467) {1,556) {1,265) 92,847
Reserve in réspect of prior
ysars - - - — — — — — - — 8684
Total gross liability as
per the balance sheat
{see note 16) — 3] 22 39 27 45 13 102 211 2127 11278
]
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
Net of reinsurance £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Accident year 2,029 2480 2635 2898 3,188 3,266 3423 1272 3137 3392
One year later 1584 1,897 1 566 18588 1858 1745 4019 1832 1767
Two years latar 1577 1893 1525 1730 1760 1,720 1844 1899
Three years later 1,579 1893 1524 1731 1814 1,734 2,004
Four years later 1,586 16887 1520 1713 1,773 1,745
Five years later 1563 1890 1538 1,723 1,788
Six years later 1566 1,889 1516 1727
Seven years later 1,572 1877 1516
Erght years later 1564 1,877
HNine Years later 1,564
Current estmate of cumulative
clams 1564 1,877 1516 1727 1785 1745 2004 1899 1767 3392 19,277
Cumutative payments to date (1564} (1,869) {1 455) {1 688} (1 759) (1700} {1991) (1788) (1,555) {1,265) (16 684)
Reserve in respect of pnor
years - — — — — - — - - - 233
Total net liability as per the
balance sheet
{see ncte 16) — 8 21 35 27 45 13 101 212 2127 2826

Whilst the informatron in the tables provides a histoncal perspective on the adequacy of the unpaid clams estimates
established on previous years, readers of these financial statements are cautioned against extrapolating
redundancies or deficiencies of the past on current unpaid loss balances The Company believes that the estimate of
total claims outstanding at the end of 2011 1s adequate However, due to the inherent uncertainties m the
provisioning process, It can not be assured they such balances will ulimately prove to be sufficient
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18. Tax assets and liabilities

2011 2010
£000 £000

Deferred tax (asset)/hability (20) 360

Tax payable 785 937

Total tax liability 765 1,297
2011 2010

(a) Deferred tax (asset)/hability £000 £000

At January 1 360 359

Claims equalisation reserve (9) 1

Provisions and other temporary differences (371)

At December 31 (20) 360
2011 2010
£000 £000

At January 1 360 359

Amounts charged to the income statement (380) 1

At December 31 (20) 360
2011 2010

{b) Tax payable £000 £000

At January 1 937 1,442

Amounts charged to the income statement 1,138 948

Amounts credited to equity 30 (11)

Tax payments during the year {1,320) {1,442)

At December 31 785 937
2011 2010
£000 £000

Current tax payable 785 937

Non current tax payable
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19. Insurance related payables

2011 2010
£000 £000
Arising out of direct insurance operations

Third parties 46 7
46 7
Total other insurance financial liabilities 46 7
2011 2010
£000 £000

Current 46 7

Non-current — —

20. Accruals and other payables

2011 2010
£000 £000
Amounts due to related parties 9,500 6,423
Other 865 589
Total accruals and other payables 10,365 7,012

The estimated fair values of the amounts payable are the amounts repayable on demand and are the

amounts as recorded at year end
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21 Cash generated from operating activities

2011 2010

Notes £000 £000 ‘
Net profit before tax 2,955 3,426
investment income (including realised gains) 4 (1,008) {969) \
Non cash items }
Amortisation of deferred acquisition costs 8 1,959 1,806 1
Amortisation of availlable for sale financial assets 368 253 ‘
Net acquisition costs deferred during the year 8 (1,857) (2,233)
Currency gains MM (97)
Purchase of avallable for sale financial assets (14,916) (7,812)
Proceeds from sale of available for sale financial assets 9,005 6,396
Changes 1n working capital
Decrease/(increase) in reinsurance assets 16 a7 (203)
Increase 1n accrued income (279) (319)
(increase)/decrease In Insurance receivables 12 (717) 739
{Increase)/decrease in other receivables 13 (3) 1
Increase/{decrease) in insurance contracts labilities 16 518 386
Increase/(decrease) in insurance related payables 19 39 (1,411)
Increase/{decrease) in accruals and other payables 20 3,353 2,195
Cash generated from operations (637) 2,258
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22. Risk management policies

The Company underwntes musical mstrument and other spectalist insurance in the United Kingdom where the
majority of nsk exposure s confined The Company at one point underwrote London Market business but
terminated this activity in the 1980's There are a number of ongoing Asbestosis, Pollution and Disease
expasures but the run off of this business 15 wholly reinsured to the Company’s former parent, a fellow member of
the Alllanz Group The Company also underwrote a broadly based Fire and Accident account but this business
was put into run off in the late 1980's

Insurance risk

The nisk under an insurance contract i1s the nsk that an insured event will occur, including the adequacy of the
price charged for the nsk and uncertainty as to the amount and time of any resulting claim The principal risk that
the Company faces under such contracts I1s that the actual claims will exceed the carrying value of insurance
contracts liabilites This 1s influenced by the frequency of clams, seventy of claims and other factors dependant
upon the type of the insurance contract By the nature of an insurance contract, insurance risk 1s random and
unpredictable therefore the actual claims costs may exceed the estimated insurance labilites

Risk exposure 1s improved by diversification across a large portfolio of similar insurance contracts, as a more
diversified portfolio is less likely to be affected by specific events Exposure 1s also improved by careful selection
and implementation of underwnting strategies, strict claim review policies to assess all new and on going claims,
as well as the careful investigation of possible fraudulent claims

The price charged for an insurance contract 1s determined using actuanal techniques which take into account
past experience, anticipated loss ratios, claims frequency, expected claims inflation, reinsurance costs and other
relevant influences such as the Company’s required return on capital For some products the market is highly
competitive and the rate determined by the application of actuanal techniques will not necessarily be obtainable
In these circumstances, the Company seeks to minimise the impact of uneconomic rates by strictly controlling the
amount of business it wntes In these segments and by seeking profitable niches within the segment The
Company has and will withdraw from segments of the market which do not offer the prospect of an acceptable
return on capital over the medium term

The Company iimits its exposure to sured events by imposing maximum claim imits on insurance contracts In
addition, through the use of non proportional reinsurance protection the Company imits its maximum exposure to
individual loss events and to catastrophic events such as weather related claims Maximum exposure 1s imited to
£17m (2010 £03m) of property clams The Company uses its risk data to populate proprietary models to
determine the maximum remnsurance protection it should purchase to protect its capital base from major
catastrophe losses

The Company participates in a Group remnsurance arrangement where exposure to a single catastrophe event 1s
£590m (2010 £530m) In order to protect its nsk capital from extreme events the Group alse purchases
catastrophe reinsurance for loss events in excess of £590m (2010 £530m) up to a mit of £1,140m (2010
£1,018m)

The purpose of these underwriting and reinsurance strategies I1s to limit exposure to a series of unconnected
events and catastrophes to a pre-determined maximum amount based on the Company’s risk appette as
decided by the Board

As detalled below under Financial - b) credit nsk, reinsurance placement 1s limited to a small number of highly

regarded reinsurers in order to ensure as far as possible that reinsurance claims are met in full Members of the
Alianz SE Group of companies are the Company’s largest reinsurers
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22. Risk management policies (continued)

The following table sets out the Company’s concentration of insurance nsk by contract

Reinsurers’
Gross share Net
Claims liabilities 2011 £000 £000 £000
Speciality pecuniary 2,593 - 2,593
Other 8,685 (8,452) 233
Total 11,278 (8,452) 2,826
Reinsurers’
Gross share Net
Claims liabilities 2010 £000 £000 £000
Speciality pecuniary 2,189 - 2,189
Other 8,691 (8,440) 251
Total 10,880 (8,440) 2,440

Note 18 sets out the development of the estimate of ultimate claims cost for claims notified in a given year
This gives an indication of the accuracy of the Company’s estimation techniques for claims payments

Financial nsk

The Company i1s exposed to financial nsk through its financial assets, reinsurance assets, Insurance
receivables and cash and cash equivalents held prnmarily to meet obligations under insurance contract
habiities The key financial nisk 1s that the proceeds from the realisation of assets are insufficient to meet
the obligations under its insurance contracts The most important aspects of financial nsks comprise market
nsk, credit nsk and hiquidity nsk

a) Market Risk

Market risk 1s the nsk that changes in market prices will affect the value of the Company's assets and
income The Company's habilities have very lmited exposure to these movements The Company s
exposed to market nsk on all of its financial assets

The Company manages market nsk in a conservative manner Whilst it seeks ¢ maximise returns it does
so In accordance with its nsk appette and in a manner which does not pose undue nsk to either its
underwriting activites or shareholders' funds A substantial part of the Company's financral assets are
invested 1in avallable for sale fixed interest secunities These are quoted on a recogmised stock exchange
and are readily tradable The Company has no direct exposure to Collateralised Debt Obligations, off
balance sheet vehicles or any form of hybnd secunty The Company does not invest in equity or property
markets

1) Interest rate nisk
Interest rate nisk s the nsk that interest rates will change, adversely affecting the market value of the fixed
interest portfolio and consequently the value of the assets that the Company has avallable to meet

insurance contract habiites None of the Company’'s general insurance contracts include benefits which
involve contractual interest payments
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22. Risk management policies (continued)

Interest rate nsk 1s managed by matching the duration of the fixed interest and cash and cash equivalents
portfolios against the average duration of the insurance contracts llabilities At December 31, 2011 the
average duration of the fixed interest and cash and cash equivatent portfolios was 1 7 years (2010 20
years) compared with the mean duration of the insurance contracts liabihties which I1s estimated to be 0 8
years {2010 O 7 years)

n) Equity nsk
The Company does not invest in equity markets
m) Currency nsk

Currency risk 1s the nisk that fluctuations in exchange rates may lead to a matenal change in the value of
currency denominated assets or labiities Currency nsk s small as the majonty of the Company’s
insurance contracts and insurance nsks are either concluded or situated in the United Kingdem

The Company has a policy of broadly matching its currency habilities with assets denominated in the same
currency In order to minimise currency risk Excess currency assets are held to enable payments in
currency to be made ahead of the reinsurance recovery which may take several months Rebalancing of
net currency exposure 1s undertaken at the end of every quarter to reflect changes in either asset or
habiity values At December 31, the largest currency exposures were

2011 2010
£000 £000
US Dollars
Assets 11,055 12,419
Liabilities 8,951 9,040

Iv) Sensitivity to market risk

The table below shows the sensitivity of the Company's profit or loss (before tax) and equity to changes In
market nsk factors

2011 2011 2010 2010
Profit/(loss) Equity Profit/(loss) Equity
£000 £000 £000 £000
Interest rate risk
+100 basis points shift in yield curves - (456) - (374)
-100 basis potnts shift in yield curves - 480 - 387
Currency risk
10% increase in US Dellar 210 154 338 243
10% decrease in US Dollar (210) (154) (338) (243)
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23. Risk management policies {continued)

b) Credit nsk
Credit nisk 1s the nisk that a counterparty will be unable to pay amounts due to the Company in full when they
falldue Key areas where the Company is exposed to credit nsk are

Counterparty nisk in respect of debt secunties, cash and cash equivalents
Reinsurers' share of insurance ltabiities

Amounts due from reinsurers In respect of claims already paid

Amounts due from insurance intermediaries and policyholders

The Company manages credit risk for financial assets (other than for amounts invested in government
securities) and cash and cash equivalents by imiting the amount of exposure to individual counterparties This
1s achieved through applying a comprehensive series of kmits, determined after taking into account publicly
available credit ratings and other information considered relevant These mits are dependant upon credit
rating and restnict the exposure of financial assets to each counterparty or where the counterparty 1Is a member
of a group, the exposure to the group The broad strategy i1s to limit the credit nisk to tolerable levels whilst at
the same time taking lmited and controlled advantage of the additional returns which are available for
additional nsk

Reinsurance 1s used to manage insurance risk Reinsurance does not discharge the Company's hability as
prnmary insurer If a reinsurer fails to pay a claim for any reason, the Company remains liable for the payment
to the policyholder In view of the potential long term exposure from msurance risks reinsurance secunty 1s
imited to a small humber of highly regarded reinsurers that offer the best long term secunty Reinsurance 1s
only placed with companies that meet the Company's strict security crtena Some reinsurance 1S placed with
the captive reinsurance companies of the Company's major clients Where there 1s significant or potentially
significant exposure to an individual captive, additional measures which ensure the captives funds are
diversified and prioritised for the payment of the insured habilities are in place The largest counterparty risk at
December 31, 2011 was £8 5m {2010 £8 4m)

Insurance receivables are closely monitored via the credit control process For amounts due from brokers,
credit terms are apphed which are determined by a range of factors including the type of business, size of
account and financial standing For policyholders, credit 1Is managed so that the amount due 1s matched to the
expired nsk Where amounts fall outside credit terms a full range of credit control procedures are apphed
Where these are not successful, the debt 1s impaired

The following table provides information regarding the credit nsk exposure of the Company at December 31,
by classifying assets according to the credit ratings of counterparties

Not

AAA AA A BBB BB Captive rated Total
2011 £000 £000 £000 £000 £000 £000 £000 £000
Reinsurance assets - - - 8,452 - - - 8,452
Available for sale
financial assets 36,262 299 463 - - - - 37,024
Deposit with
msgtutlonst credt - 322 - - - = - 322
Insurance receivables - - - - - - 1,999 1,999
Cash and cash
equwalents 3,160 669 - - — - — 3,829
Total £000 39,422 1,290 463 8,452 - — 1,999 51,626
Percent 76 4 25 09 16 4 - - 38 1000
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22. Risk management policies (continued)

Not

AAA AA A BBB BB Captive rated Total
2010 £000 £000 £000 £000 £000 £000 £000 £000
Reinsurance assets - 8,440 - - - - - 8,440
Available for sale
financial assets 30,835 478 - - - - - 31,313
Deposit with credit
Institutions - 319 - - - - - 319
Insurance receivables - - - - - - 1,282 1,282
Cash and cash
equivalents - 2,791 2,000 - - - - 47T
Total £000 30,835 12,028 2,000 — — — 1,282 46,145
Percent 66 8 261 43 - - - 28 1000

The following table shows a three-level fair value hierarchy for financial

used to determine fair value

assets depending on the inputs

Thereof Fair value measurements using

Level 1 Level 2 Level 3
Valuation Valuation
technique- technique-
Fair value ofas  Quoted prices market non-market
December 31, In active observable observable
2011 markets Inputs inputs
£000 £000 £000 £000
Available for sale financial assets

Government and government agency
bonds 24,818 24,818 - -
Corporate bonds 12,206 4,729 7.477 -
Deposits with credit institutions 322 322 - -
Total 37,346 29,869 7477 —

The following table provides information on the carrying value of reinsurance assets and insurance
receivables The Company has no financial assets or cash and cash equivalents that are impaired

Reinsurance Insurance Rensurance insurance

assets receivables assets recelvables

2011 2011 2010 2010

£000 £000 £000 £000

Neither past due or impaired 8,452 2,154 8,440 1,282
General bad debt provision — {155) - -
Total 8,452 1,999 8,440 1,282
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22. Risk management policies (continued)

¢} Liquidity risk

Liguidity nsk 1s the nsk that cash might not be available to pay obligatons when they fall due at a
reasonable cost The Company 1s exposed to dally calls on its available cash resources mainly from claims
arising on insurance contracts The investment strategy 1s to maintain suffictent levels of cash and cash
equivalents to meet all foreseeable iImmediate demand The market value of the Company's financial
assets at December 31, 2011 amounted to £37 3m (2010 £31 6m) plus cash and cash equivalents of
£3 8m (2010 £4 8m) All of the financial assets are held as available for sale and along with cash and
cash equivalents are readily realisable As a result the Company's exposure to potential iquidity rnisk 1s
extremely low and 1n the vanous risk capital models used by the Company no capital 1s allocated to this
nsk

Operational risk
Operational nisk 1s the nsk of direct or indirect loss ansing from a wide vanety of causes associated with
the Company's processes, personnel, technology and tnfrastructure, and from external factors other than

financial risks such as those arnsing from legal and regulatory requirements and generally accepted
standards of corperate behaviour

The Company's objective I1s to manage operatienal rsk so as to balance the avoidance of financial losses
and damage to the Company’s reputation with overall cost effectiveness and to avoid control procedures
that restrict initiative and creativity

The primary responsibility for the development and implementation of controls to address operational risk
1s assigned to senior management within each business unit This responsibility I1s supported by the
development of overall Company standards for the management of operational risk

Compliance with Company standards 1s supported by a programme of periodic reviews

Capital Management

The Company maintains sufficient capital to protect policyholders’ and creditors’ interests and satisfy
regulators whilst creating shareholder value

The Company 1s supervised by the Financial Services Authonty (FSA) which sets out certain minimum
capital requirements It 1s the Company's policy to hold capital well in excess of that specified by the FSA
plus a margin to apsorb changes in both capital and capital requirements

There have been no material changes in the Company's management of capital during the penicd

The Company capital comprises total shareholders’ equity excluding the level of dividends to ordinary
shareholders and amounts to £27 2m (2010 £24 8m)

The Company has complied with all externally and internally imposed capital requirements throughout the
period
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23. Ultimate parent undertaking

The ulttmate parent undertaking, Allanz Societas Europaea, 1s incorporated in Germany and copies of the
Group accounts are available on request from that company at Kéniginstrasse 28, 80802 Munchen,
Germany

Allianz Holdings plc 1s the parent undertaking of the smallest group of undertakings which the Company 1s
a member and for which group accounts are drawn up Alllanz Holdings pic I1s incorporated in England
and Wales and the Group accounts are available on request from the Company Secretary, 57 Ladymead,
Guildford, Surrey GU1 1DB

24. Contingencies and commitments

Legal proceedings and regulations

The Company operates in the insurance industry and i1s subject to legal proceedings in the normal course
of business While it 1s not practicable to forecast or determine the final results of all pending or
threatened legal preceedings, management does not believe that such proceedings (including liigation)
will have a matenal effect on its results and financial position

25. Related party transactions

Transactions and balances from or to related parties

The Company enters into transactions with fellow group undertakings and key management personnel in
the normal course of business Details of significant transactions carried out during the year with related
parties are as follows

2011 2010
£000 £000
Transaction entered into with related parties
Admunistration and claims handling services receved from fellow
subsidiary company 2,392 2,329
Rensurance premiums paid to parent 3 101
Group tax relief from other related parties, fellow subsidiary company — 937

Rensurance contracts are made at normal arm length's transaction basis
Year end balances arising from transactions carrnied out with retated parties are as follows

2011 2010
£000 £000
Due to related parties
Parent company
As at January 1 4,799 4,560
Increase during the year 2,656 239
As December 31 7,455 4,799
Fellow subsidiary companies
As at January 1 1,624 1,290
Increase during the year 421 334
As December 31 2,045 1,624
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