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DIRECTORS

SECRETARY Steven Whittaker

The directers of MMA Insurance plc submit the annual report and financial statements of the Company for the year to
31 December 2007

Principal Activity

The prnincipal activity of the Company continues to be the underwnting of non-life Insurance business in the United
Kingdom The business conducted 1s principally motor, property and liability

Review of the Business

The Company has followed the recommendations of the AB| Statement of Recommended Practice on Accounting for ;
Insurance Business 1ssued in December 2005

The Company's key performance indicators dunng the year were as follows

2007 2006

£ 000 £ 000

Gross written premium 246,301 216,676
Operating profit 11,410 16,725
Total profit after tax 12,303 12,755
Invested funds 347,054 352,086
Shareholders' funds 106,836 97,423

Gross written premium increased by over 13% in the year refleching continued growth in the company’s insurance
portfolio and also its ability to carry rate increases Portfolio growth has been achieved by the development of both
existing and new product lines and by effective use of technology for distnbution purposes

Operating profit was inevitably affected by the weather related events in June and July 2007 However the impact of
these was contained by a prudent re-insurance programme and by the availability of a release from the claims

equalisation reserve

Total profit after tax reflects the performance of the company’s investment portfolio In particular the focus on investing
only in bonds with AAA ratings has enabled the company to avoid any significant 1ssues relating to the credit crunch
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Report of the Directors continued
For the Year Ended 31 December 2007

The outlook for 2008 15 positive with further improvements in rates and underwniting performance expected The
Directors expect continued growth in turnover and profitability through the development of both existing and new
products, and from working effectively with intermediary distribution

Investment markets are likely to remain difficult for, at least part of 2008, as the effects of the credit crunch continue to
unfold

The directors propose the payment of a final dividend for the year amounting to £3,700,000, (2006 - £3,800,000)

Principal Risks and Uncertainties

The Board 1s responsible for approving the Company's strategy and the Company’s nsk appetite in the implementation
of that strategy The Company has established a nsk management framework whose pnmary objectives are to protect
the Company from events that hinder the achievement of the Company's performance objectives The principal nsks
and uncertainties facing the Company are classified under strategic, insurance, financial and compliance

Strategic

The Company operates in a highly competitive market which has changed in structure substantially over recent years
particularly so far as distrbution and technology are concerned The Company has actively addressed these business
challenges through information technology development and distnbution management

Insurance
Pricing and reserving nsks are inherent in general insurance

So far as pricing 1s concerned there i1s a nsk that premiums may not reflect the technical exposure with a consequent
impact on results Pricing Is reviewed on a regular basis to ensure this nsk s mimmised

For reserving there I1s a nsk that claims reserves are insufficient to match the future claims payments There I1s always
uncertainty in the estimation of general insurance claim reserves as this process involves the projection of future
events that are uncertain  Actual results will therefore vary from our estimates Settlements can be affected by recent
and future changes to court awards and changes to legal and court procedures Case estimates are reviewed on a
regular basis and overall account reserves are subject to internal actuanal review quarterly This is supplemented by
external iIndependent review twice a year

Financial Risks

The Company manages hquidity nsk through regular cash flow forecasts and monitoring It also holds a substantial
investment fund This represents the funds covenng liabilities to policyholders, and the shareholders’ assets The
Company 1s exposed to the nsk of adverse fluctuations in the market value of these investments and/or vanations in
the income from them To address this, a prudent investment approach 1s adopted with the majonty of the funds
invested in bonds or the money market

The Company provides credit to intermediaries in connection with the arrangement of insurance contracts The
Company actively monitors overdue debt and has procedures in place to minimise exposure in the event of default

Compliance

The Company falls under the regulatory regime of the Financial Services Authority {(FSA) and must meet the
operational, financial and reporting requirements of that Authonty These include capital adequacy and other financial
requirements together with a range of customer facing obligations under the general requirement of “treating
customers fairly" The Company has a Legal and Comphiance function which has established and oversees a
Compliance Framewark and liaises with the FSA on regulatory matters
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MMA Insurance plc

Report of the Directors continued
For the Year Ended 31 December 2007

Directors
The directors named on page 1 served throughout the year except

Graham Doswell and Jean Fleury were appointed on 10 April 2007 Both retire and being eligible, offer
themselves for re-election

Gilles Mongis retires by rotation and, being eligible, offers himself for re-election
Jean Dubois also served until his resignation on 23 March 2007

None of the directors had an interest in the share capital of the Company or its parent Companies during the
year

Directors’ qualifying third party indemnity provisions

The ultimate parent company has purchased insurance to indemnify one or more of the company's directors against
hability in respect of proceedings brought by third parties, against them in their capacity as a director, subject to the
conditions set out in the Comparnies Act 1985 Such qualfying third party indemnity provision remains n force as at
the date of approving the directors’ report

Charitable Contributions

Contributions totalling £3,572 were made during the year
Employees

Disabled Persons

Applications for employment by disabled persons are always fully considered, bearing in mind the respective aptitudes
and abilites of the applicant concerned In the event of members of staff becoming disabled, every effort 1s made to
ensure that therr employment with the Company continues and the appropriate training 1s arranged 1t i1s the policy of
the Company that the training, career development and promotion of a disabled person should, as far as possible, be
identical to that of a person who does not suffer from a disability

Employee Involvement

Consuitation with employees or their representatives has continued at all levels, with the aim of ensurning that views
are taken into account when decisions are made that are likely to affect their interests and that all employees are
aware of the financial and economic performance of ther business umts and of the Company as a whole
Communication with all employees continues through the Company intranet, briefing groups and the distnibution of the
annual report

Creditor Payment Policy

It 1s the Company's policy that payments to suppliers are made n accordance with those terms and conditions agreed
between the Company and its suppliers, provided that all trading terms and conditions have been complied with At
31 December 2007 the amount outstanding in other creditors did not exceed agreed payment terms, which are most
commeonly thirty days from date of invoice

Disclosure of Information to the Auditors
Each of the persons who 15 a director at the date of this report confirms that

1 so far as each of them 1s aware, there 1s no information relevant to the audit of the Company's financial
statements for the year ended 31 December 2007 of which the auditors are unaware, and
2 the director has taken all steps that he ought to have taken in his duty as a director in order to make himself

aware of any relevant audit information and to establish that the Company's auditors are aware of that
information
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Report of the Directors continued
For the Year Ended 31 December 2007

Auditors

The auditors, PrncewaterhouseCoopers LLP, were appointed duning the year and have indicated therr willingness to
continue in office and a resolution that they be re-appointed wilt be proposed at the annual general meeting

Statement of Directors’ Responsibilities in Respect of the Financial Statement

The directors are respensible for prepanng the annual report and the financial statements in accordance with
applicable United Kingdom law and United Kingdom Generally Accepted Accounting Practice

Company law requires the directors to prepare accounts for each financial year, which give a true and far view of the
state of affairs of the Company and of the profit or loss of the Company for that penod  In prepanng those accounts,
the directors are required to

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

« staie whether apphcable accounting standards have been followed, subject to any matenal departures disclosed
and explained in the accounts, and

« prepare the accounts on the going concern basis unless it 15 inappropnate to presume that the Company will
continue Its business

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any
time the financial position of the Company and to enable them to ensure that the accounts comply with the Companies
Act 1985 They are also responstble for safeguarding the assets of the Company and hence for taking reasonable
steps for the prevention and detection of fraud and other irregulanities

The directors are responsible for the maintenance and integnty of the corporate and financial information included on
the Company's website Legislation in the United Kingdom governing the preparation and dissemination of financial
statements may differ from legislation in other junisdictions

By order of the board

ﬁﬁ@

S WHITTAKER
Secretary
19 March 2008
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Independent Auditors’ Report to the Members of MMA Insurance plc

We have audited the financial statements of MMA Insurance plc for the year ended 31 December 2007, which
comprise the Technical Account — General Business, Non-Technical Account, Balance Sheet, Statement of Total
Recognised Gains & Losses, the accounting policies and the related notes 1 to 23 These financial statements have
been prepared on the basis of the accounting policies set out therein

Respective Responsibilities Of Directors And Auditors

The directors’ responsibilites for preparing the Annual Report and the financial statements in accordance with
applicable United Kingdom law and Accounting Standards (United Kingdom Generally Accepted Accounting Practice)
are set out in the Statements of Directors' Responsibihties

Our responsibility 1s to audit the financial statements 1n accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland) 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 no other
purpose We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any person to
whom this report 1s shown or into whose hands in may come save where expressly agreed by our prior consent in
writing

We report to you our opinion as to whether the financial statements give a true and far view and are properly
prepared 1n accordance with the Companies Act 1985 We also report to you whether, in our cpinion, the information
given In the Directors’ Report 1s consistent with the financial statements

In addrtion we report to you if, in our opinion, the Company has not kept proper accounting records, if we have not
received all the informatton and explanations we require for our audit, or if information specified by law regarding
directers’ remuneration and transactions with the Company i1s not disclosed

We read the Director's report and consider the implications for our report ff we become aware of any apparent
misstatements within 1t

Basis of Audit Opinion

We conducted our audit in accordance with International Standards on Auditing (UK and lreland) issued by the
Auditing Practices Board An audit includes examination, on a 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
appropnate to the Company's circumstances, consistently applied and adequately disclosed

f

We planned and performed our audit so as to obtain all 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 materal misstatement, whether caused by fraud or other irregulanty or error  In forming our opinion we
also evaluated the overall adequacy of the presentation of information in the financial statements

Emphasis of Matter — Equalisation Provisions

Our evaluation of the presentation of information in the financial statements has had regard to the statutory
requirement for insurance companies to maintain equalisation provistons The nature of equalisation provisions, the
amounts set aside at 31 December 2007, and the effect of the movement in those prowvisions dunng the year on
shareholders’ funds, the balance on the general business technical result and profit before tax, are disclosed In the
accounting policy and in note 16
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Independent Auditors’ Report to the Members of MMA Insurance plc continued

Opinion

In our opnion
o the financial statements give a true and fair view, in accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of affairs of the Company as at 31 December 2007 and of its profit for the
year then ended,

» the financial statements have been properly prepared in accordance with the Compantes Act 1985, and

« the information given in the Directors’ Report 1s consistent with the financial statements

P et Lovrpen WA i

PrncewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
Bristol

1b March 2008
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Profit & Loss Account
For the Year Ended 31 December 2007

Technical Account - General Business

Earned premums, net of reinsurance Notes
Gross premiums written 1
Qutward reinsurance premums

Net premiums wntten

Change in the gross
provisions for unearmed premiums

Change in the provision for unearned
premiums, reinsurers' share

Change n the net provision for
unearned premiums

Earned premiums, net of reinsurance
Allocated investment return transferred
from the non-technical account

Claims incurred, net of reinsurance

Gross amount
Reinsurers' share

Net of reinsurance
Change in the provision for claims

Gross amount
Reinsurers' share

Net of remnsurance
Claims incurred, net of reinsurance
Change in the equalisation provision 16
Other technical income

Net operating expenses 2

Balance on the general business technical account

£ 000

(14,339)

(3,260)

(180,162)
20,290

(5,780)
9,748

3,968

2007

(159,872)

£ 000
246,301
(30,328)

215,973

(17,599)

198,374

19,315

217,689

(155,904)
8,846
2,817

(62,038}

11,410

2006
£ 000 £000
216,676
(36,787)
179,889
(10,850)
(3,935)
(14,785)
165,104
17,759
182,863
(136,874)
22,739
(114,135)
939
(3,066)
(3,027)
(117,162)
(2,103)
1,618
(48,491)

16,725




MMA Insurance plc

Profit & Loss Account continued
For the Year Ended 31 December 2007

Non - Technical Account

Balance on the general business
technical account

Total investment return

Allocated investment return transferred to
the technical account - general business

Expected return on pension fund assets
Interest on pension scheme labilities

Exchange adjustments
Profit on ordinary activities before tax

Tax on profit for the financial year

Profit for the financial year

There are ne matenal discontinued operations

Notes 2007
£ 000 £ 000
11,410
3 23,697
{19,315)
4,382
1,917
(1,371)
546
(2}
16,336
7 {4,033)
12,303

2006
£000 £ 000
16,725
18,244
(17,759)
485
1,593
(1,250)
343
(28)
17,525
(4,770)
12,755




MMA Insurance plc

Statement of Total Recognised Gains and Losses
For the Year Ended 31 December 2007

2007 2006
£ 000 £000 £000 £000

Profit after tax for the financial year 12,303 12,755
Penston fund actuanal gain 1,272 2,228
Corporation tax @ 28% on pension fund
actuanal gain (2006 30%) (356) (668)

916 1,560
Currency vanation on the carrying value of the French branch {9) (1)
Corporation tax @ 30% 3 -

Total recognised gains for the year 13,213 14,314

Statement of Historical Cost Profit
For the Year Ended 31 December 2007

There are no differences between the result on ordinary activities before taxation and the result for the financtal period
as shown above and the historical cost equivalent.
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MMA Insurance plc

Balance Sheet
As at 31 December 2007

Notes
Assets

Investments

Investments in group undertakings and
participating interests

Other financial Investments

Reinsurers' share of technical provisions
Provision for unearned premiums

Claims outstanding 15

Debtors

Debtors aristng out of direct
Insurance operations 10

Debters arising out of reinsurance
operations

Other debtors 11

Other assets
Tangible fixed assets 12

Cash at bank and in hand

Prepayments and accrued income
Accrued Interest
Deferred acquisition costs

Other prepayments and accrued income

Total assets excluding pension fund asset

Pension fund asset 20

Total Assets

2007
£ 000

1

344,019

15,330

67,077

49,876

2,578

9,702

777

3,034

3,806

34,115

1,927

10

39,848

534,736

£ 000

344,020

82,407

62,156

3,811

532,242

2,494

2006
£ 000

1

341,515

18,580

57,331

39,115

692

6,500

1,143

10,570

4,043

27,844

1,390

£ 000

341,516

75,921

46,307

11,713

33,277

508,734

1,451

510,185
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Balance Sheet continued
As at 31 December 2007

Notes 2007 2006
£ 000 £000 £000 £ 000
Liabilities
Capital and reserves
Called up share capital 13 15,000 15,000
Profit and loss account 14 91,836 82,423
Total equity shareholders’ funds 106,836 97,423
Technical provisions
Provistons for unearned premiums 131,652 117,313
Claims outstanding 15 263,037 255,463
Equalisation provision 396 9,242
395,085 382,018
Deferred taxation 17 643 1,102
Creditors
Credritors ansing out of direct
Insurance operations 92 93
Creditors ansing out of reinsurance 11,6086 9,755
operations
Other creditors including taxation
and social secunty 18 8,979 7.781
20,677 17,629
Accruals and deferred income 19 11,495 12,013
Total Liabilities 534,736 510,185

These financial statements were approved by the Board of Directors on 19 March 2008 and were signed on its behalf
by
Gquarn

Chief Executive

11
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MMA iInsurance plc

Accounting Policies

The principal accounting policies followed by the Company are set out below

Basis of Preparation

The financial statements have been prepared in accordance with the provisions of Section 255 A and of Schedule 9A
to, the Companies Act 1985, and with the recommendations of the Statement of Recommended Practice on
Accounting for Insurance Business 1ssued in December 2005 by the Association of Bntish Insurers (the ABI SORP)
The financial statements have also been prepared In accordance with applicable accounting standards and under
Histoncal Cost accounting rules, madified to include the revaluation of investments

Consolidation

As the Company I1s ultmately owned by an EU Parent, the Company has not prepared consolidated accounts (see
note 22}

Basis of Accounting

The results are determined on an annual basis whereby the incurred cost of claims, commissions and related
expenses are charged against the proportion of premiums, net of reinsurance as follows

a) Premwums
Written premiums comprise the total premiums receivable for the whole peniod of cover under contracts incepting

dunng the financial year, together with adjustments ansing in the financial year to premiums receivable n respect of
business wntten in previous financial years

- All premiums are shown gross of commission payable to intermedranies and are exclusive of taxes and duties levied

thereon

Qutwards reinsurance premiums are accounted for in the same accounting penod as the premiums for the related
direct or inwards reinsurance business being reinsured

b) Unearned Premiums

Whntten premiums are recegnised as earned income over the penod of the policy on a time apportionment basis,
having regard, where appropnate, to the incidence of nsk  The provision for unearned premium 1S calculated on a
daily pro rata basis

¢) Claims Incurred

Claims incurred compnise the estimated cost of all claims occurnng during the year, whether reported or not, including
related direct and indirect clarms handling costs and adjustments to clams outstanding from previous years

The provision for claims cutstanding 1s made on an individual case basis and 1s based on the estimated ulimate cost
of all clams notified but not settled by the balance sheet date, together with the provision for related claims handling
costs The provision also includes the estmated cost of claims incurred, but not reported at the balance sheet date
The number of claims expected and their anticipated final cost are projected from the Company’s statistical history
Projections are made separately for each class of business, based on information avallable up to one month after the
balance sheet date It 15 assumed that the Company's statistical history will provide a suitable base for projection, and
that trends included in the data will be maintained The impacts of case law and legislation are also taken into
account Therr impact on the statistical base and current reserves 1s assessed The amount of salvage and
subrogation recovenes I1s separately identified and, where matenal, reported as an asset

Subsequent information and events may result in the ulimate habiity being less than, or greater than, the amount

provided Any differences between provisions and subsequent settlements are dealt with In the technical account -
general business of later years

12
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MMA Insurance plc

Accounting Policies continued

d) Acquisition Costs

Acquisition costs, compnising commission and other costs related to the acquisition of new insurance contracts, are
deferred to the extent that they are attnibutable io premiums unearned at the balance sheet date

e) Unexpired Risks Provision

Prowision 15 made where the cost of claims and expenses ansing after the end of the financial year from contracts
concluded before that date 1s expected to exceed the provision for unearned premiums, net of deferred acquisition
costs The assessment of whether a provision 1s necessary 1S made by considenng separately each category of
business on the basis of information availlable up to one month after the balance sheet date Investment income is
taken into account in calculating the provision

f) Equalisation Provision

Amounts are set aside as equalisation provisions in accordance with the FSA’s Handbook for the purpose of
mitigating exceptionally hugh loss rattos in future years The amounts provided are not liabihities because they are in
addition to the provisions required to meet the anticipated ultimate cost of settlement of outstanding claims at the
balance sheet date Notwithstanding this, they are required by Schedule 9A to the Companies Act 1985 to be
included within technical provisions in the balance sheet

g} Reinsurance

Contracts entered into by the Company with reinsurers, under which the Company 1s compensated for losses on one
or more contacts 1ssued by the Company and that meet the classification requirements for insurance contracts are
classified as reinsurance contracts Contracts that do not meet these classification requirements are classified as
financial instruments Insurance contracts entered into by the Company under which the contract holder 1s another
insurer (iInwards rensurance) are ncluded with insurance contracts, provided there 1s significant transfer of insurance
risk

The amounts that will be recoverable from rensurers are estimated based upon the gross provisions, having due
regard to collectability Reinsurance recoveries in respect of estimated claims incurred but not reported are assumed
to be consistent with the historical pattern of such recovernies, adjusted to reflect changes in the nature and extent of
the Company's reinsurance programme over time The recoverability of reinsurance recoveries 1s assessed having
regard to market data on the financial strength of each of the reinsurance companies The reinsurers’ share of claims
ncurred, in the profit and loss account, reflects the amounts received or receivable from reinsurers in respect of those
claims incurred during the penod Reinsurance llabihttes are pnmanly premiums payable for reinsurance contracts
and are recognised in the profit and loss account as ‘Outward reinsurance premiums’ when due

h} Investment Return

Dividends are included as investment income when the investments to which they relate are declared ‘ex-dividend'
Rents and interest income are recognised on an accruals basis, as are investment expenses

investment return, comprnising investment income and realised and unrealised investment gains and losses, and
investment expenses are included instially within the non-technical account

Reahsed investment gains and losses are calculated as the difference between net proceeds on disposal and their
purchase price, or latest carrying value if investments are carned at amortised cost

Investment return 1s allocated from the non-technical account to the technical account - general business so as to
reflect the longer term investment return on investments attributable to the general insurance business in the technical
account - general business The allocation 15 based on the longer-term rate of investment return on investments
supporting the technical provisions and shareholders’ funds

13
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MMA Insurance plc

Accounting Policies continued

Investments

Investments, consisting of listed investments, units 1n authonsed unit trusts and deposits with credit nstitutions, are
stated at their current values at the end of the year

Unrealsed investment gains and losses are calculated as the difference between the valuation at the balance sheet
date and therr valuation at the last balance sheet date or purchase price, If acquired during the year Unrealised
investment gains and losses include adjustments in respect of unrealsed gains and losses recorded In prior years
which have been realised dunng the year and are reported as realised gains and losses In the current profit and loss
account

Asscciated and subsidiary companies are included at cost

Cash Flow Statement

In accordance with Financial Reporting Standard 1, the Company has not presented a cash flow statement as the
Company's cash flows have been consolidated with those of its ulimate parent company La Mutuelle du Mans
Assurances |IARD

Taxation

The taxation charge in the non-technical account 1s based on the taxable profits for the year

Deferred Tax

Provision 1s made for deferred tax habilities, using the hability method, on all matenal tirming differences, including
revaluation gains and losses on investments recognised in the profit and loss account Deferred tax 1s calculated at
the rates at which it 1s expected that the tax will anise Deferred tax 1s recognised in the profit and loss account for the
period, except to the extent that it 1s attnbutable to a gain or loss that 1s recogmsed directly sn the statement of total

recognised gains and losses Deferred tax balances are not discounted

Resultant deferred tax assets are recognised only to the extent that it 1s considered more likely than not that there will
be suitable taxable profits from which the underlying timung differences can be deducted

14




MMA Insurance plc

Accounting Policies continued

Tangible Assets

Expenditure on computer equipment, motor vehicles and fixtures, fittings and office equipment 15 capitalised and
depreciated over the estimated useful economic hives of the assets on a straight-line basis The pernods used are as
follows

Computer Equipment - 3to5Syears
Motor Vehicles - 3tobyears
Fixtures, Fittings and Office Equipment - SHyears

Depreciation I1s charged to the technical account - general business and 15 included in administrative expenses
Foreign Currencies

The UK pound I1s the functional currency of all activities with the exceplion of the French branch whose functional
currency 1s the Euro

Transactions in foreign currencies are recorded at the rate ruling at 31 December each year or at the contracted rate
the transaction 1s covered by a forward exchange confract Meonetary assets and liabilities dencminated in foreign
currencies are retranslated at the rate of exchange ruling at the balance sheet date or if approprate at the forward
contract rate Exchange differences ansing from transactions are taken to the profit and loss account Exchange
differences ansing from the retranslation of the opening net investment in foreign business operations are taken to the
statement of realised gains and losses

Operating Leases
Rentals payable under operating lease are charged to the profit and loss account over the lease terms
Pension Costs

The Company operates a defined contnbution scheme Contributions are charged to the profit and loss account as
they become due under the rules of the scheme The Company also operates a defined benefits pension scheme,
which 1s now closed to new members Pension costs are assessed In accordance with the advice of independent
qualtfied actuanes based on the last full actuanal assessment as at 1 January 2006 This has been updated to 31
December 2007 as required by FRS 17 using the projected unit method The company has borne all expenses
relating to the scheme

The penston surplus recognised In the balance sheet 1s the value of the scheme's assets less the present value of the
scheme’s liabilities

The pension cost for the scheme 1s analysed between current service cost, past service cost and net return on
pension scheme Current service cost 1s the actuanally calculated present value of the benefits earned by the active
employees in each period Past service costs, relating to employee service in pnor pernods ansing in the current pericd
as a result of the introduction of, or improvement to, retirement benefits, are recognised in the profit and loss account
on a straight-ine basis over the period in which the increase in benefits vest Net expected retun on the pension
asset comprises the expected return on the pension scheme assets less interest on scheme habilities

The actuanal gains and losses which anse from a valuation and from updating the latest actuanal valuation to reflect
conditions at the balance sheet date are taken to the statement of total recognised gains and losses for the perod to
the extent they are attnbutable to shareholders The attrnbutable deferred taxation 1s shown separately in the
statement of total recognised gains and losses

Dividends

Intenm dividends are recognised when paid and final dividends are booked as a hability when they are approved by
the members passing a wntten resolution

15
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MMA Insurance plc

Notes to the Financial Statements
For the Year Ended 31 December 2007

1 Segmental Reporting
(a) All contracts of iInsurance were concluded in the United Kingdom {2006 - Same)
(b) Analysis of gross written premiums, gross earned premiums, gross incurred claims, gross operating

expenses and the reinsurance balance

Motor Fire and other Liabihty Others TOTAL
damage to
2007 property
£000 £ 000 £ 000 £ 000 £000
Gross wntten premiums 112,558 89,279 23,409 21,055 246,301
Gross earned premiums 112,331 85,915 23,235 10,481 231,962
Gross incurred claims {96,165) (85,170) {3,046) {1,561) (185,942)
(Gross operating expenses {27,037) (28,220) (7,137) (8,212) (70,6086)
Gross technical result {10,871) (27.475) 13,052 708 (24,586)
Reimnsurance result 4) 10,729 (5,666) (41) 5,018
Net technical result (10,875) (16,746) 7,386 667 (19,568)
Equahsation provision - 8,846 - - 8,846
Allocated investment return 9,368 5,745 3,781 421 19,315
Other technical income 1,500 777 244 296 2,817
Balance on technical account (7) (1.378) 11,411 1,384 11,410
Net technical provisions excluding
equalisation reserves 160,344 81,408 59,145 11,384 312,282

The gross claims incurred figure 1s reduced by £13 9m (£10 4m after reinsurance) (2006 - £7 3m - £6 3m after
reinsurance) due to the favourable difference between the loss provision made at the beginning of the year for
outstanding claims incurred in previous years and the loss provision shown at the end of the year in respect of such

outstanding claims, less payments made during the year

16
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Notes to the Financial Statements continued
For the Year Ended 31 December 2007

1{(Cont) Segmental Information

Motor Fire and other Liabihity Others TOTAL
damage to
2006 property
£ 000 £ 000 £ 000 £ 000 £ 000
Gross written premums 105,145 80,381 23,101 8,049 216,676
Gross earned premiums 103,826 71,833 22,744 7,323 205,826
Gross incurred claims (82,587) {39,335) (12,529) (1,483) (135,934)
Gross operating expenses {25,143) {23,893) (6,287) (5,194) (60,517)
Gross technical result (3,904) 8,705 3,928 646 9,375
Remnsurance result (2,961) (6,565) 266 (664) (9,924)
Net technical result (6,865) 2,140 4,194 (18) (549)
Equalisation provision - {2,103) - - (2,103)
Allocated investment return 8,585 5313 3,739 122 17,759
Other technical iIncome 723 523 372 - 1,618
Balance on technical account 2,443 5,873 8,305 104 16,725
Net technical provisions excluding
equalisation reserves 141,448 89,953 61,337 4117 296,855

17
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MMA Insurance plc

Notes to the Financial Statements continued
For the Year Ended 31 December 2007

2 Net Operating Expenses

Acquisition costs
Commussion in respect of direct insurance

Others

Change In gross deferred acquisition costs

Administration expenses

Motor insurers Bureau levy

Financtal Services Compensatton Scheme
Gross operating expenses

Reinsurance commissicns

Change In deferred reinsurance commission

2007
£000
57,343
3,674

61,017

(6,271)
54,746
12,896

3,081

{127)
70,606
(7,624)

{944)
62,038

2006
£ 000
46,603
3,223

49,826

(4,314)
45,5612
11,957
2,748
300
60,517
(10,757)

{1,269)
48,491

Included in administration expenses 1s auditor's remuneration in respect of audit services amounting to
£96,000, (2006 - £89,000} and in respect of non-audit services amounted to £22,000, (2006 - £5,000)

Administrative expenses also include

Depreciation of tangible assets

Operating lease rentals

18

2007
£ 000

552

1,163

2006
£ 000

656

1,163
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Notes to the Financial Statements continued
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3 Investment Return

Investment Income
Income from other financial iInvestments

Gains on the realisation of equity investments

Movement in net unrealised gains/{losses) on investments

19

2007
£ 000

17,997
1,888

3,812

23,697

2006
£000

17,786
2,574

{2,1186)

18,244
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Notes to the Financial Statements continued
For the Year Ended 31 December 2007

4 Allocated Investment Return

The allocation of investment return 15 based on the longer term return on investments

(a)

(b}

Assumptlions

The longer term return on equities 15 estimated with regard to historical real rates of return for the
market and current inflation expectation adjusted for consensus economic and investment market
forecasts of investment return

The longer term investment return on fixed interest securities 1s calculated using the amortised cost
basis with realised gains and losses subject to continuing amortisation over the remaining penod to
the matunty date

The longer term investment return on index linked secunties i1s calculated using the projected yield
to redemption at the date of purchase

The allocated longer term returns for other categories of investments are the actual interest income
recevable for the year

The principal assumptions underlying the calculation of the longer term investment return are as
follows

2007 2006

Y% %

Equities 70 70
UK Fixed interest gilts 48 47
UK Index inked gilts 46 46
Corporate bonds 51 486

The directors are of the opinton that these rates of return are appropriate and have been selected
with a view to ensunng that returns credited to operating results are not inconsistent with the actual
returns which will be earned over the longer term In respect of 2007 a change of one percent in the
longer-term investment return used for equities would produce a change of £660,000 n the
investment income transferred to the general business technical account

Comparison of longer term nvestment return with actual return

The actual return on investments attnbutable to general business and shareholders 1n the penod
from 1 January 2003 to 31 December 2007 1s compared below with the aggregate longer term
return which would have been recognised in the balance on the technical account - general
business over the same pernod using the longer term rate of return described above

2003 - 2007 2002 - 2006
£ 000 £ 000

Actual nvestment return attnbutable to shareholders dealt
with in profit on ordinary activities in the non-technical account 103,830 79,710

Longer term investment return attnibutable to shareholders
credited to operating profit and to the techmcal account (86,527) (79,278)
- general business

Surplus 17,303 432

If the longer term rate of return used for equities was changed
by one percent, for ali of the five years, the change to the
above result would be 2,724 2,532

20
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5 Directors’ Emoluments

The aggregate amount of emoluments, including benefits in kind, paid to or receivable by directors dunng
the year was as follows

2007 2006
£ 000 £ 000
Aggregate emcluments and benefits 982 880
Contributions to penston fund in respect of directors 96 88
1078 9638

Highest paid director :
Aggregate emoluments and benefits 447 408
Pension contributions 64 59
511 467

Twae directors are accruing retirement benefits under the Company's defined benefits pension scheme
The highest paid director’s accrued pension at 31 December 2007 was £205,000 (2006 - £183,000)

6 Staff Numbers And Costs
The average number of persons employed by the Company (including directors} during the year was as
follows
2007 2006
Non-executive Directors 1" 10
Executive Directors / Senior Management 5 5
Actuanal 7 8
Commercial 71 61
Customer Services 128 158
Finance 57 56
Business Services 39 28
318 E
The aggregate payroll costs in respect 2007 2006
of these persons were as follows £ 000 £ 000
Wages and salanes 8,585 7,940
Social secunty costs 811 791
Other pension costs 1,224 1,222
10,620 9,853

21




+  MMA Insurance plc

Notes to the Financial Statements continued
For the Year Ended 31 December 2007

(a)

(b)

Taxation

Current tax

Deferred tax

UK Corporation Tax payable

Tax under/{over) provided in prior years

Total current tax
Unrealised gains

Other timing differences
Deferred tax {note 17)
Pension contnbutions

Tax charge for year

Deferred tax - Statement of realised gains and losses

Actuanal gain (note 20)

Factors affecting current tax charge

The tax charge in the year i1s at a lower rate than standard rate
of corporation tax in the UK of 30% Differences as below

Profit on ordinary activities before tax

Profit on ordinary activittes at 30%

Expenses not deductible for tax purposes
Income on which no tax 1s payable
Unrealised gamns

Pension contrnibutions

Other timing differences

Addition charge to tax re S 107 of the Finance

Act 2000
Tax under/(over) provided in prior years

Total current tax { Note 7a )

22

4,489

2007 2006
£ 000 £ 000
4,419 3,601

70 (10)
4,489 3,591
(460) (37)
4 (89)
(456) (126)
- 1,305
4,033 4,770
356 688
16,336 17,525
4,901 5,257
147 32
(673) (591)
64 37
(36) (1,305)
16 51
- 120
70 (10)
3,591
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8 Dividend

Amount paid to equity shareholders

The 2006 final dividend, paid in 2007 amounted to £3 8m (25 3 pence per share) (2005, paid in 2006 £9 3m

- 62 pence per share)

2007
£ 000

3,800

2008
£ 000

9,300

In addition, the directors are proposing final dividend in respect of the financial year ended 31

December 2007 of £3 7m (24 7 pence per share)

23
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10

i

Other Financial Investments

Equities
Bonds
Deposits with credit institutions

Subsidiary company

Listed investments included in the above

The subsidiary company 1s Gateway Insurance Agency Ltd, registered in England, with a holding of 100%

ordinary shares This company 1s dormant

Market value Cost
2007 2006 2007 2006
£ 000 £ 000 £ 000 £ 000
65,259 65,376 47,415 48,896
245,420 250,668 248,176 261,582
33,340 25,471 33,340 25,471
1 1 1 1
344,020 341,516 328,932 335,950
310,679 316,044 295,591 310,478

Debtors Arising Out Of Direct Insurance Operations

Amounts owed by policyholders

Amounts owed by intermedianes

QOther Debtors

Salvage and subrogation recovenes
Amounts owed by group undertakings

Other debtors

24

2007 2006

£ 000 £ 000
23,418 20,617
26,458 18,498
49,876 39,115
2007 2006

£ 000 £ 000
7,623 5,873
1,142 98
937 529
9,702 6,500
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12

13

Tangible Assets

Fixtures,
Computer fitngs and Motor
equipment equipment vehicles
£ 000 £ 000 £ 000
Cost
At 1 January 2007 2,858 2,475 416
Additions 135 26 KV
Disposals (31) 2 (29)
At 31 December 2007 2,962 2,499 419
Depreciation
At 1 January 2007 2,188 2,239 179
Charge for the year 297 133 122
Elmmation in respect of
disposals 31 (2) (22)
At 31 December 2007 2,454 2,370 279
Net Book Value
At 31 December 2007 508 129 140
At 31 December 2006 670 236 237
Share Capital
2007
£ 000
Authonsed ordinary shares 40,000
40,000,000 (2006 40,000,000) Ordinary shares of £1 each
Allotted, called up and fully pard 15,000

15,000,000 (2006 15,000,000) Ordinary shares of £1 each

25

Total

£ 000

5,749
193

(62)

5,880

4,606

552

777

1,143

2006
£000

40,000

15,000
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14 Profit And Loss Account

As at 1 January

Retained profit for the year
Diidend pad

Exchange differences
Actuanal gain on pension fund

As at 31 December

26

2007 2006
£ 000 £ 000
82,423 77.409
12,303 12,755
(3,800) (9,300)
(6) (1)
916 1,560
91,836 82,423
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15 Claims Qutstanding

2007

Notified oufstanding claims

Prowvision for claims incurred but not reported

Claims handling expenses

2006

Notified outstanding claims

Prowvision for claims incurred but not reported

Claims handling expenses

16 Equalisation Provision

These provisions, which are in addition to the provisions required to meet the anticipated ultimate cost of
settlement of outstanding claims at the balance 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
habiliies at the balance sheet date Due to the exceptional level of losses on property classes caused by the
summer weather events, application of the rules in 2007 has triggered a large release from this proviston The
movement in equalisation provisions during the year resulted in an increase In the general business - technical
account result and the profit before taxation of £8,846,000 (2006 — decrease of £2,103,000)

The inclusion of an equalisation provision has the cumulative effect of reducing shareholders’ funds by £248,000

(2006 - £6,440,000) after taking into account taxation

Gross
£ 000

197,275

63,521

260,796

2,241

263,037

Gross
£ 000

178,631

74,368

252,999

2,464

255,463

Remnsurance
£ 000

54,227

12,850

67.077

67,077

Rewmnsurance
£ 000

40,123

17,208

57,331

57,331

Net
£ 000

143,048

50,671

193,719

2,241

195,960

Net
£ 000

138,508

57,160

193,668

2,464

188,132
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17

18

Deferred Taxation

Full pravision has been made for deferred taxation, at 28% (2006 - 30%) as follows

2006
£ 000

1,102

(37)

(89)

1,102

£000
1,240

{(166)

28

1,229

(126)
(1}

2006
£ 000

1,865
2,943
2,168

805

2007
£ 000 £ 000
Revaluation of investments 780
Other timing differences (162)
Differences on exchange 25
643
Deferred tax hiabiity at beginning of year 1,102
Movements In year on
Revaluation of investments (460)
Other timing differences 4
Current taxation { Note 7 ) (456)
Differences on exchange (3)
Deferred tax hability at end of year 643
Other Creditors Including Taxation And Social Secunty
2007
£ 000
Corporation taxation payable 2,818
Other taxes including insurance premium tax and social security costs 3,204
Due to grocup companies 2,542
Other creditors 415
8,979

7,781
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19

20

Accruals And Deferred Income

2007 2006
£ 000 £ 000
Deferred reinsurance commissions 5,891 6,836
Motor Insurers Bureau levy 3,227 2,927
Financtal Services Compensation Scheme 407 535
Other accruals and deferred income 1,970 1,715

Pension Benefit

The Company cperates two pension schemes The assets of both schemes are held independently and
separately from those of the Company in trust admirustered accounts

Defined contnbution scheme
This scheme 1s open to employees who became eligible to join on or after 1 January 2001 Benefits are
based on contributions made to the scheme by the Company dunng the employee’s membership

Defined benefits scheme
Benefits are based on final pensionable salary This scheme closed to new members on 31 December
2000 The disclosures below refer to this scheme

FRS 17 disclosures

A full actuanal valuation was carned out, for the defined benefit scheme, as at 1 January 2006 and updated
to 31 December 2007 by a qualfied independent actuary The major assumptions used by the actuary
were

2007 2006 2005
Discount rate 59% 52% 4 8%
Inflation assumption 35% 33% 29%
Rate of increase 1n salanes 53% 51% 47%
Rate of increase in penstons in payment 34% 32% 2 9%
Mortality table — pre-retrement PAQG2 +2 A92-5 AQ92
Medium cohort
Mortality table — post retirement for non pensioners PAG2 +2 PA92 c2020 PAZ2 with
Medium cohort ROB
improvement
Mortality table — post retirement for pensioners PA92 +2 PA92 c2006 PAS2 with
Medium cohort RCB
improvement
Allowance for commutation None None None
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20

(Cont) Pension Benefit

Life expectancy for male currently aged 63

Life expectancy for female currently aged 63

Life expectancy at 63 for a male currently aged 40
Life expectancy at 63 for a female currently aged 40

The assets in the scheme and the rate of return were

Long Long Long
termrate termrate term rate
of return of return of return

2007 2006 2005
Equities 8 0% 8 0% 8 0%
Bonds 59% 52% 4 8%
Other 30% 30% 30%

Total market value of assets
Present value of scheme labiiities
Surplus/(deficit) in the scheme

Related deferred tax (hability)/asset

Net pension asset/(liability)

222
250
233
26 1
£ 000 £ 000 £ 000
2007 2006 2005
18,510 17.150 13,507
9,856 9,592 6,864
1,440 1,419 789
29,806 28,161 21,160
(26,342)  (26,088)  (25,730)
3,464 2,073 (4,570)
(970) (622) 1,371
2,494 1,451 (3,199)

Note additional voluntary contributions, which represent a matching asset and hability, have been

excluded from the valuation

The Company i1s committed to fully funding its pension scheme liabiliies Contributions in 2007 were

made at the rate of 15 9% of pensionable salary

Analysis of the amount charged to operating profit

Current service cost
Past service cost
Curtallments and settlements

Total operating charge

30

2007 2006

£000 £000
919 926
919 926
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20 {Cont} Pension Benefit

Movements in surplus during the year

Surplus/ {deficit) in scheme at beginning of the year
Movement in year

Current service cost

Contnbutions

Other finance income

Actuanal gain

Surplus in scheme at the end of year

Analysis of amount credited to other finance income

Expected return on pension scheme assets

Interest on pension scheme hiabilites

Net return

Analysis of amount recogmised In statement of total recogmised gains and losses

Actual return less expected return on pension assets

Expenience gains and losses ansing on the scheme liabilities

Changes in financial assumptions underlying the scheme liabilities
Actuanal gain recogmsed in statement of total recognised gains and

losses

31

2007 2006
£ 000 £ 000
2,073 (4,570)
(919) (926)
492 4,998
546 343
1,272 2,228
3,464 2,073
2007 2006
£ 000 £ 000
1,917 1,593
(1,371) (1,250)
546 343
2007 2006
£ 000 £ 000
(393) 718
(217) 601
1,882 909
1,272 2,228
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20 {Cont) Pension Benefit

History of expenence gains and losses

Difference between the expected and actual return on
scheme assets

Percentage of scheme assets
Experience gains and losses on scheme liabilites
Percentage of the present value of the scheme habilities

Total amount recognised in statement of total recognised
gains and losses

Percentage of the present value of the scheme liabilities

32

2007
£ 000

(393)

(1%)
(217)
(1%)

1,272

5%

2006
£000

718

3%
601
2%

2,228

9%

2005
£000

2,188

10%
743
3%

(880)

3%

2004
£ 000

437

3%
1
0%

(522)

(2%)

2003
£ 000

706

6%
(32)
0%

(2.214)

12%
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21 Commitments

Annual commitments in respect of non-cancellable operating leases are as follows

Land and buildings 2007 2006
£ 000 £000
Operating leases which expire between one and five years 1,163 1,163
22 Ultimate Parent Company

{a} The ultimate parent company 1s MMA IARD Assurances Mutuelles, a company incorporated tn France
Copies of the group accounts prepared by the parent company can be obtained from the registered office,
the address of which 1s shown on page 34

(b) Group company balances

Included 1n debtors ansing out of direct insurance operations
- Balances due from intermedianes — are the following

2007 2008
£ 000 £ 000 '
Due from fellow subsidiary companies 3,771 4,060

Included in balances ansing out of reinsurance operations are the following .

Due to parent company 346 211

Due to fellow subsidiary companies 4,988 3,804

Other Group company balances are reflected in notes 11 and 18

23 Related Party Transactions
Advantage has been taken of the exemption within FRS 8 from disclosure of those transactions between the
company and fellow members of the MMA group of companies whose voting nghts are more 90% owned by
the ultmate parent

There were no other matenal related party transactions
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