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Sun Alliance and London Insurance ple

Directors’ report
for the year ended 31 December 2007

The directors present their report and the audited financial statements for the year ended 31 December 2007

Business Review and principal activities

The principal activity of the Company was the transaction of insurance business through s branches 1n Hong Kong, Singapore and
Germany During the year the Company disposed of its business in Hong Kong and Singapore to its parent Company, but continues
to operate in Germany The results for the Company show a profit on ordinary activities before tax of £33 6m (2006 £12 7m) for
the year and gross premums written of £6 7m (2006 £51 7m)

The shareholders’ funds of the Company were £674 7m as at 31 December 2007 (31 December 2006 £663 Im)
Future outlook

The Company 1s commutted to disciphined nisk selection and underwriing and to the delivery of sustamable earnings n its
remaming markets i Germany

Principal risks and uncertainties

From the perspective of the Company, the principal risks and uncertainties are mtegrated within the nsks of the RSA Insurance
Group plc (previously Royal and Sun Alliance Insurance Group plc) (the Group) and are not managed separately Accordingly, the
principal risks and uncertamties of the Group, which mclude those of the Company, are set out in the estimation techmques,
uncertainties and contingencies on pages 70 to 72, and 1n the nisk framework on pages 27 to 29 of the Annual Report & Accounts of
the Group which do not form part of thus report

A discussion on the management of financial nisk 1s set out below
Key performance indicators

The dwrectors of the Group manage the Group’s operations on a divisional basis For this reason the Company’s directors believe
that analysis using key performance idicators {(KPIs) for the Company 1s not necessary or appropnate for an understanding of the
development, performance or position of the business of the Company Fmancial KPls are detailed in the Annual Report &
Accounts of the Group (which do not form part of this report) within the Group CEO review on pages 6 to 10 and the regional
business reviews on pages 14 to 22 This document also includes non-financial KPIs which are detailed in the regional business
reviews on pages 14 to 22, the corporate responsibility report on pages 30 to 31 and the directors’ report on pages 37 to 39

Dividends

On 14 December 2007, Company paid an interrm dividend of £9 O0m (2006 £ml) The directors do not recommend the payment of
a final dividend (2006 £mi)

Directors

The names of the current directors are histed on page 2 Mr M G Culmer, Mr M Harrs, Mrs D P Cockrem and Mr I A Craston held
office throughout the year Mr R J Clayton and Mr P L Miles were appointed as directors on 8 January 2007 and 22 May 2008
respectively Mrs H M Maxwell served as a director until her resignation on 8 January 2007

Management of financial risk

The Company nvests its available resources m financial assets The management of financial risk 15 undertaken 1n accordance with
policies established by the parent company to ensure financial rnisk 1s properly managed at Group level In addition, the investment
policy at Company level 1s expected to ensure that the Company 1s able to meet 1ts obligations under the rules of the Financial
Services Authonty applicable to insurance compames These rules are ntended to ensure that the Company 15 able to meet 1ts
obligations to policyholders and that in addition an adequate level of regulatory solvency is met at all imes The Company has
lmuted exposure to credit nisk, hquidity nsk and cash flow risk Its principal exposures are to equity price nisk and to debts due
from Group companies which the directors expect to be settled n full as they fail due or on demand as applicable The Company 1s
not party to any arrangements for which hedge accounting 15 used
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Directors’ report (continued)
for the year ended 31 December 2007
Auditors

At the Extraordmary General Meeting of the Company held on 29 June 2007, PricewaterhouseCoopers LLP stepped down as
auditors of the Company and Deloitte & Touche LLP were appointed PricewaterhouseCoopers LLP have confirmed that there are
no circumstances connected with their ceasing to hold office which should be brought to the notice of the shareholders or creditors
of the Company pursuant to section 394 Contmpames Act 1985

Each of the persons who 1s a director a1 the date of approval of this report confirms that

*  so far as each director 1s aware, there 1s no relevant audit information of which the Company’s auditors are unaware, and

e the director has taken all steps that he or she ought to have taken as a director in order to make himself or herself aware of,
and to establish that the Company’s auditors are aware of that information

Thus confirmation 1s given and should be interpreted 1n accordance with the provisions of s234ZA of the Compamies Act 1985

Delotite & Touche LLP have confirmed their willingness to continue 1n office as auditors of the Company and a resolution for
their reappointment will be proposed at the Annual General Meeting

By order of the board

» L)

J Possener
Secretary
28 July 2008
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Statement of directors’ responsibilities

Statement of directors’ responsibilities

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

Company law requires the directors to prepare financial statements for each financial year Under that law the directors have elected
to prepare the financial statements 1n accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom
Accounting Standards and applicable law) The financial statements are required by law to give a tnue and fair view of the state of
affairs of the company and of the profit or loss of the company for that period In prepanng these financial statements, the directors
are required to

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

. state whether applicable UK Accounting Standards have been followed, subject to any material departures disclosed and
explamned 1n the financial statements, and
. prepare the financial statements on the gong concern basis unless 1t is inappropnate to presume that the company wall

continue mn business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the Compames Act 1985 They are
also responsible for safeguarding the assets of the company and hence for taking reasonable steps for the prevention and detection
of fraud and other rregulanties
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Independent auditors’ report

Independent auditors’ report to the members of Sun Alliance and London Insurance ple

We have audited the financial statements of Sun Alhance and London Insurance plc for the year ended 31December 2007 which
compnse the profit and loss account, the statement of total recogmsed gams and losses, the balance sheet, the statement of
accounting policies, estimatien techniques, contingencies and uncertainties and the related notes 1 to 22 These financial statements
have been prepared under the accounting policies set out therein

Ths report 1s made solely to the Company’s members as a body, in accordance with Section 235 of the Compamies Act 1985 Qur
audit work has been undertaken so that we mght state to the Company’s members those matters we are required to state to them n
an auditors’ report and for no other purpose To the fullest extent permutted 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 opinions we
have formed

Respective responsibilities of directors and auditors

The directors’ responsihties for preparing the financial statements in accordance with applicable law and Umited Kingdom
Accounting Standards (Umted Kingdom Generally Accepted Accounting Practice) are set out mn the Statement of directors’
responsibilities Our responsibility 1s to audit the financial staternents 1n accordance with reievant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland)

We report to you our opmion as to whether the financial statements give a true and fair view and are properly prepared
accordance with the Compamies Act 1985 We also report to you whether, 1n our opimon the mformation given m the Directors’
report 1s consistent with the financial staternents In addition we report to you if, i our opimoen, the Company has not kept proper
accounting records, 1f we have not recerved all the information and explanations we require for our audit, or if information specified
by law regarding directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ report and constder the implications for our report 1f 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 Ireland) 1ssued by the Auditing Practices
Board An audit includes examnation, on a test basis, of evidence relevant to the amounts and disclosures n the financial
statements It also includes an assessment of the sigmficant estimates and judgements made by the directors 1n the preparation of
the financial statements, and of whether the accounting policies are appropriate to the Company's circumstances, consistently
appled and adequately disclosed

We planned and performed our audit so as to obtaimn al! the information and explanations which we considered necessary 1n order to
provide us with sufficient evidence to give reasonable assurance that the financial statements are free from matenal misstatement,
whether caused by fraud or other wregulanty or error In forming our opinton we also evaluated the overall adequacy of the
presentation of information in the financial statements

Equalisation provisions

Our evaluation of the presentation of informauon in the financial statements has had regard to the statutory requurement for
Insurance companies to maintamn equalisation provisions mn respect of general msurance busimess The nature of equalisation
provisions, the amounts set aside at 31 December 2007 and the effect of the movement 1n those provisions during the year on the
general business technical result and profit before tax are disclosed 1n note 13

Opion
In cur opimon

» the financial statements give a true and farr view, 1n accordance with United Kingdom Generally Accepted Accounting
Practice, of the state of the Company’s affairs as at 31December 2007 and of 1ts profit for the year then ended,

o the financial statements have been properly prepared in accordance with the Compames Act 1985, and

e 1nformat|on g]ven n the Dirgctors” report is consistent with the financial statements
e
Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London, United Kingdom Qf] %2008
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Technical account - general business

Profit and loss account
for the year ended 31December 2007

2007 2006
Notes £m £m
Gross premiums written 1 6.7 517
Qutward remnsurance premiums (3.8) (15 6)
Net premuums written 2.9 361
Change 1n the gross provision for unearned premiums 26.2 20
Change 1n the provision for unearned premuums, remsurers’ share (5.4) -
Change in the net provision for unearned premiums 20.8 20
Earned premiums, net of reinsurance 23.7 381
Claims pad
Gross amount (67.8) (177
Reinsurers’ share 14.4 42
(53.4) (13 5)
Change n the provision for claims
Gross amount 53.6 -
Reinsurers’ share {11.8) (15)
41.8 (15)
Clams incurred, net of reinsurance (107) (150)
Net operating expenses 2 1.7 (13 5)
Change 1n the equalisation provision 13 0.1 -
Balance on the technical account for general business 54 96

The notes on pages 16 to 21 form an integral part of these accounts
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Non-technical account

Profit and loss account

For the year ended 31 December 2007

2007 2006
Notes £m £m
Balance on the techmcal account for general business 54 96
Investment income 14.5 43
Investment expenses and charges (0.1) (01)
Unrealised gains on investments 73 15
Amortisation of goodwill - (206)
Profit on disposal of branches 1 6.5 -
Profit before taxation 336 127
Taxation on profit on ordinary activities 4 5.5 51
Profit on ordinary activities after taxation 391 17 8
All figures relate to continuing operations
Statement of total recognised gains and losses
Profitand
Revaluation loss
reserve account 2007 2006
£m £m £m £fm
Profit for the financial year - 391 39.1 178
Foreign exchange gains - 25 2.5 (06)
Unrealised losses on mvestments in subsidharies (21 0) - (21.0) (26)
Shareholders’ recognised (losses)/gains arising 1n the year (21 0) 416 20.6 14 6

Statement of historical cost profits and losses

There 1s no material difference between the results for the current year and the previous year as described in the profit and loss
account and the results on an historical cost basis Accordingly a note on the historical profits and losses for the year 1s not given

The notes on pages 16 to 21 form an integral part of these accounts




Assets

Investments

Investments 1n subsidiary undertakings
Other financial investments

Deposits with ceding undertakings
Total Investments

Reinsurers’ share of technmical provisions
Provision for unearned prermums
Clamms outstanding

Debtors
Debtors ansing out of direct insurance operations

Debtors ansing out of remsurance operations
Other debtors

Other assets

Tangible assets
Cash at bank and 1n hand

Prepayments and accrued income
Accrued interest and rent
Dhvidends receivable

Deferred acquisition costs

Total assets

The notes on pages 16 to 21 form an integral part of these accounts

Sun Alliance and London Insurance ple

Balance sheet
as at 31 December 2007

Notes 2007 2006
£m £m
8 1,044.6 1,068 1
8 51.5 108 1
- 25
1,096.1 1,178 7
- 55
0.1 121
0.1 176
9 0.1 143
10 - 18
11 514.7 4880
514.8 504 1
12 - 01
17.3 18
17.3 19
0.3 10

0.4 -
- 44
0.7 54
1,629.0 1,707 7




Sun Alliance and London Insurance plc

Balance sheet (contnued)
as at 31 December 2007

Notes 2007 2006
£m £m
Liabilities
Capital and reserves
Called up share capital 6 201.8 2018
Share premium account 2703 2703
Revaluation reserve 7 524 734
Profit and loss account 7 150.2 117 6
Equty shareholders' funds 6747 663 1
Techmieal provisions
Provision for uneamned premums - 267
Claims outstanding 1.0 565
Equalisation provision 13 0.7 08
1.7 840
Provision for other risks and charges
Deferred tax hability 4 8.7 66
Creditors
Creditors ansing out of direct insurance operations 0.3 08
Creditors ansing out of reinsurance operations - 47
Other creditors including taxation and social secunity 14 943.6 947 2
943.9 9527
Accruals and deferred income - 13
Total habihties 1,629.0 1,707 7

The notes on pages 16 to 21 form an integral part of these accounts

The accounts were approved by the Board of Directors and are signed on 1ts behalf by

R

P L Miles
Director
28 July 2008
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Statement of accounting policies
Financial statements

The financial statements are prepared in accordance with applicable UK accounting standards, the Statement of Recommended
Practice (SORP) Accounting for Insurance Business 1ssued by the Association of British Insurers in December 2005 (as amended 1n
December 2006) and the provisions of section 255 of, and Schedule 9A to, the Companies Act 1985 The Company bemng a wholly
owned subsidiary whose ultimate parent company prepares consolidated accounts has taken advantage of section 228 of the
Companies Act 1985, in not prepanng consolidated accounts

The financial statements have been prepared under the historical cost account rules modified to include the revatluation of
investments The Company’s accounting policies are set out below and have been consistently applied throughout the current and
preceding financial year

Translation of foreign currencies

Overseas branch assets and habilities of businesses denominated 1n foreign currencies are translated mto sterling at rates ruling at
the year end and results of overseas busmess denomunated 1n foreign currencies are translated at the average rate for the penod, the
resulting exchange differences are taken to reserves

General business technical account

General business 1s accounted for on an annual basts Prermums written are accounted for 1n the year in which the related risks
commence and include estimates where the amounts are determuned at the balance sheet date Premuums written exclude taxes and
duties levied on premiums  The commussion and other acquisition costs incurred 1n writing the business are deferred and amortised
over the period 1n which the related premuums are earned

Claims paxd represent all payments made during the period whether ansing from events during that or earher periods
The balance on the general business technical account 1s armved at after taking account of changes in the equahisation provision
Techmeal provisions

The provision for unearned premuums represents the proportion of premiums written relating to penods of insurance subsequent to
the balance sheet date, calculated principally on a daily pro-rata basis

The provision for claims outstanding whether reported or not, compnses the estimated cost of claims incurred but not settled at the
balance sheet date It includes related expenses and a deduction for the expected valve of salvage and other recoveries The
provision 15 determuned using the best mformation available of claims settlement patterns, forecast inflation trends and after
recognition of the potential ume elapsed in the notification, development and settlement of claims

Differences between the estimated cost and subsequent settlement are dealt with 1n the technical account for the year in which the
claims are settled or re-estimated

Provision 1s made, based on information available at the balance sheet date, for any estimated future underwnting losses relating to
unexpired risks after taking into account future nvestment income on relevant technical provisions The unexpired risk provision
15 assessed 1n aggregate for business classes which in the opinton of the directors are managed together When considerning any
requirements for a provision for unexpured nsks, no account 1s taken of any new claims events occurmnng after the balance sheet
other than those that can be expected duning the unexpired peniod of nsk at the balance sheet date

Equahisation provisions are estabhshed mn accordance with the requirements of legislation and are 1n addition to the provisions
required to meet the anticipated ultimate cost of settlement of outstanding claims at the balance sheet date

Tangble assets and depreciation

Tangible assets comprise fixtures, fittings and equpment {including computers and motor vehicles) which are capitalised and

depreciated on a straight line basis over periods not exceeding their estimated useful lives (between three and ten years) after taking
nto account residual value
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Statement of accounting policies (continued)
Goodwill

Goodwill, bemng the difference between the cost of an acquisition and the fair value of the net tangible assets acquired, ansing on
the acquisition, 1s capitalised 1n the balance sheet and amortised to the profit and loss account on a straight line basis The cost of
acqusition 15 the amount of cash paid and the fair value of other purchase cons:deration given together with associated expenses
The penod of amortisation, which does not exceed 20 years, 1s determined by an assessment of the useful economuc life of the
goodwill, this being the period over which the value of the businesses acquired are expected to exceed the value of their underlying
assets

Goodwill 1s reviewed for impairment at the end of the first full year follewing an acquisition and when events or changes n
circumstances indicate that the carrying amount may not be recoverable

Operating leases
Payments under operating leases are charged to the profit and loss account on a straight line basis over the term of the lease
Pension costs

The cost of providing pensions for the Company’s employees in defined contribution schemes 1s recognised as the contributions
become payable

Investment return

Income from mvestments 1s included in the profit and loss account on an accruals basis Dividend 1ncome on ordinary shares 15
recogmised when the related investment goes ‘ex-dividend’

Realised and unrealised gains and losses are dealt with m the non-technical account  Realised gains and losses represent the net
sale proceeds less the purchase price

Taxation

Current tax, based on profits and mcome for the year, including UK corporatton tax and foreign tax, 1s provided at amounts
expected to be paid (or recovered) using the tax rates and laws that have been enacted or substantively enacted by the balance sheet
date

Deferred tax 1s recogmsed in respect of all timing differences that have onginated but not reversed at the balance sheet date where
transactions or events that result in an obligation to pay more tax n the future er a nght to pay less tax 1n the future have occurred at
the balance sheet date Timung differences are differences between the Company’s taxable profits and 1its results as stated in the
financial statements that anse from the inclusion of gamns and losses in tax assessments 1n pertods different from those in which they
are recogmised n the financial statements

A net deferred tax asset 1s regarded as recoverable and therefore recogmsed only to the extent that, on the basis of all available
evidence, 1t can be regarded as more likely than not that there will be suitable taxable profits from which the future reversal of the
underlying timing differences can be deducted A deferred tax asset 1s recognised for rehief for trading losses or other losses only to
the extent that the directors anticipate that suitable profits will absorb such losses in the future

Deferred tax 15 not recogmised when fixed assets are revalued unless by the balance sheet date there 15 a binding agreement to sell
the revalued assets and the gain or loss expected to anse on sale has been recogmsed 1n the financial statements Neither 15 deferred
tax recogmsed when fixed assets are sold and 1t 15 more likely than not that the taxable gain will be rolled over, being charged to tax
only 1f and when the replacement assets are sold

Deferred tax 1s recogmised in respect of the retamed earnings of overseas subsidianies and associates only to the extent that, at the
balance sheet date, dividends have been accrued as receivable or a binding agreement to distribute past earmings in future has been
entered into by the subsidiary or associate

Deferred tax 1s measured at the tax rates that are expected to apply 1n the peniods mn which the timung differences are expected to
reverse based on tax rates and laws that have been enacted or substantively enacted by the balance sheet date Deferred tax 1s
measured on a non-discounted basis
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Statement of accounting policies (continued)

Tnvestments

Investments are shown at market value, for which purpose unhisted investments, mortgages and loans are included at directors’
valuation and properties at professional valuation  For histed secunties the stock exchange values are used  Properties are valued
annually at open market value

Investments 1n subsidianes are mcluded at net asset value
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Estimation techniques, contingencies and uncertainties

Estimation techmques, uncertainties and contingencies
Introduction

One of the purposes of nsurance 1s to enable policyholders to protect themselves against uncertain future events Insurance
compames accept the transfer of uncertamnty from policyholders and seek to add value through the aggregation and management of
these nisks

The uncertamnty inherent m msurance 15 mevitably reflected 1n the financial statements of msurance companmes The uncertamty m
the financial statements principally arises in respect of the mnsurance liabilities of the Company

The msurance habihities of an mnsurance company include the provision for unearned premuums and unexpired nisks and the
provision for outstanding claims Unearned premuums and unexpired risks represents the amount of income set aside by the
Company to cover the cost of clains that may anse during the unexpired period of risk of insurance pohicies 1n force ai the balance
sheet date Outstanding claims represents the Company’s estimate of the cost of settlement of claims that have occurred by the
baiance sheet date but have not yet been finally settled

In addition to the inherent uncertainty of having to make provision for future events, there 1s also considerable uncertanty as
regards the eventual outcome of the claims that have occurred by the balance sheet date but remain unsettled This includes claims
that may have occurred but have not yet been notified to the company and those that are not yet apparent to the msured

As a consequence of this uncertainty, the insurance company needs to apply sophisticated estimation techmques to determumne the
appropriate provisions

Estimation Techniques

Claims and unexpired nisks provisions are determuned based upon previous claims experience, knowledge of events and the terms
and conditions of the relevant policies and on mterpretation of circumstances Particularly relevant 1s expenence with similar cases
and histoncal claims payment trends The approach also includes the consideration of the development of loss payment trends, the
potential longer term significance of large events, the levels of unpaid claims, legislative changes, judicial decisions, economue and
political conditions

Where possible the Company adopts multiple techniques to estimate the required level of provisions This assists in giving greater
understanding of the trends inherent in the data being projected The Company’s estimates of losses and loss expenses are reached
after a review of several commonly accepted actuanal projection methodologies and a number of different bases to determne these
provisions These include methods based upon the following

e the development of previously settled claimns, where payments to date are extrapolated for each prior year,
» estimates based upon a projection of claims numbers and average cost,

¢ notified claims development, where notified claims to date for each year are extrapolated based upon observed
development of earher years, and

e expected loss rahos

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

Large claims impacting each relevant business class are generally assessed separately, being measured either at the face value of the
loss adjuster’s estumates or projected separately in order to allow for the furure development of large claims

Provisions are calculated gross of any remsurance recoveries A separate estimate 13 made of the amounts that will be recoverable
from reinsurers based upon the gross provisions and having due regard to collectabihity
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Estimation techniques, contingencies and uncertainties (continued)

The claims provisions are subject to close scrutiny both within the Company’s business units and at Group Corporate Centre In
addiion, for major classes where the nisks and uncertamnties mherent in the provisions are greatest, regular and ad hoc detailed
reviews are undertaken by advisors who are able to draw upon their specialist expertise and a broader knowledge of current industry
trends i claims development The results of these reviews are considered when establishung the appropnate levels of provisions for
outstanding claims and unexpired periods of nsk

It should be emphasised that the estimation techmques for the determination of insurance liabilities tvolve obtaimng corroborative
evidence from as wide a range of sources as possible and combining these to form the overall estimate This techmque means that
the estimate 15 nevitably deterrumstic rather than stochastic A stochastic valuation approach, whereby a range of possible
outcomes 1s estimated and probabilities assigned thereto, 1s only possible 1n a lumted number of situations

Uncertainties and contingencies
The uncertainty arising under mnsurance contracts may be charactenised under a number of specific headings, such as
* uncertamty as to whether an event has occurred which would give rise to a pohicyholder suffering an insured loss,
* uncertainty as to the extent of policy coverage and limuts applicable,
e uncertamty as to the amount of msured loss suffered by a policyholder as a result of the event occurring, and
* uncertainty over the timing of a settlement to a policyholder for a loss suffered

The degree of uncertainty will vary by policy class according to the charactenstics of the insured risks and the cost of a claim wall
be determuned by the actual loss suffered by the policyholder

There may be sigmificant reporting lags between the occurrence of the msured event and the time 1t 15 actually reported to the
Company Following the identification and notification of an insured loss, there may still be uncertainty as to the magmtude and
timing of the settlement of the claim. There are many factors that wiil determune the level of uncertainty such as inflation,
inconsistent judicial mterpretations and court judgments that broaden policy coverage beyond the mtent of the original insurance,
legislative changes and clarms handling procedures

The establishment of insurance habihties 1s an inherently uncertain process and, as a consequence of this uncertainty, the eventual
cost of settlement of outstanding claims and unexpired nisks can vary substantally from the imitial estumates, particularly for long
tail lines of business The Company seeks to provide appropnate levels of claims provision and provision for unexpired nisks taking
the known facts and expenence into account

The Company evaluates the concentration of exposures to individual and cumulative mnsurance nsk and establishes 1ts reinsurance
policy to reduce such exposure to levels acceptable to the Company




Segmental information

2007

Gross premmms written
Gross premuums earned
Gross claims incurred
Gross operating expenses
Gross technical result
Remsurance balance

Net techmcal result

2006

Gross premuums written
Gross premuums earned
Gross claims mcurred
Gross operating expenses
Gross technical result
Remsurance balance

Net techmcal result

Sun Alliance and London Insurance plc

Notes to the accounts

Gross prermuums written can be analysed as follows

Hong Kong
Smgapore
Germany !
Total

Direct Direct Direct Direct Marine
Acadent Motor Motor Fire Aviation&  Direct Reinsurance
& Health TPL Other Property Transport Total Acceptances  Total
£m £m £m im £m £m £m £m
4.4 0.5 2.1 3.6 {3.9) 6.7 - 6.7
8.4) 0.6 0.4) 8.3 32.8 33.0 - 33.0
164 {1.2) 53 0.9 (34.6) (13.3) - (13.3)
(5.2) {0 6) (1.9) (4.8) 2.8 9.7 - (9.7)
2.8 (1.2) 30 4.4 1.0 10.0 - 10.0
(2.5) 3.0 0.3 (5.3) {0 1) (4.6) - (4.6)
0.3 1.8 33 (0.9) 09 5.4 - 5.4
191 22 60 210 34 517 - 517
203 24 61 216 33 537 - 537
54 39 (26) (59 01 (17 7) - {177
(52) {0 8) 22) (53) (15 (150) - (150)
97 (23) 13 104 19 210 - 210
(53) 30 02) 67 22) (114) - (11 4)
44 07 11 37 {0 3) 96 - 96
Gross Gross
premums premiums
written written
2007 2006
£fm £m
5.0 353
1.6 163
0.1 01
6.7 517

Durning the year the Company disposed of 1ts busmesses i Hong Kong and Singapore to its parent Company A profit of

£6 5m arose on the disposals

Net operating expenses

Technical account — general business

Acqusition costs

Change 1n deferred acquisition costs

Admmstrative expenses
Net operating expenses

Employees informatton

Staff costs amounted to
Wages and salanes
Pension costs

The average monthly number of persons employed during the year was

Overseas

2007 2006
£m £fm
- 34
27 02
5.0 99
7.7 135

2007 2006
£m £m
2.7 472
0.1 03
2.8 45

2007 2006
81 163




Taxation

Sun Alliance and London Insurance plc

Notes to the accounts (continued)

The tax on profit on ordimary actuvities credited n the profit and loss account 15 as follows -

Current Tax
UK Corporation tax
Adjustments 1n respect of prior penods
Double taxation relief
Foreign tax
Total current tax

Deferred Tax
Tmmung differences — originatien and reversal
Adjustment for change 1n tax rates
Total deferred tax

Tax credit

2007 2006
£m £m
(6.6) (33
(1.2) 20
{0.8) (17
1.0 19
(7.6) (51)
25 -
(0.4) -
2.1 -
(5.5) (51)

UK corporation tax for the current year 1s based on a rate of 30% (2006 30%)

Factors affecting the current tax credit

The current tax credit for the year 1s more than (2006 more than) 30% due to the items set out n the reconciliation below

Profit on ordinary activities before taxation
Foreign exchange gains /(losses)

Tax at 30% on profit on ordinary activities before taxation

Factors affecting charge.

Disaliowed expenditure

Tax exempt income and mvestment gams/losses
Fiscal adjustments

Adjustment to prior year provisions

Other iming differences

Unrelieved foreign tax credits

Current tax credit for the penod

Balance Sheet presentation of the deferred tax provision
Deferred tax for the current year 1s based on a rate of 28% (2006 30%)

Unrealised investment gains
Deferred tax liability

Provision for liabilities and charges: deferred tax

At 1 January
Credited
Deferred tax hability

2007 2006
£fm £m
336 127
2.5 (0 6)
36.1 121
10.1 38
(0.2) 08
(4.8) -
(9.1) (79
(1.2) 20
(2.6) -
0.2 02
(7.6) G 1)
2007 2006
£fm £m
8.7 66
8.7 66
2007 2006
£m £m
6.6 66
2.1 -
8.7 66
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Sun Alliance and London Insurance ple

Notes to the accounts (continued)

Pension costs
Prior to transfer during the year of the Company’s business in Hong Kong and Singapore to its parent company, the

pension costs disclosed in note 3 relate to contributions made by the Company mto the Hong Kong and Singapore
government sponsored schemes and an expatriate scheme, which were contribution based

Share capatal

2007 2006
fm £m
Ordinary share capital
Authorised
900,000,000 (2006 900,000,000} shares of 25p each 225.0 2250
Issued and fully pard
807,390,126 (2006 807,390,126) shares of 25p each 201.8 201 8
Reconcihation of movements in shareholders' funds
Share Revaluation Profit and
capital/ reserve loss
premum account 2007 2006
£m £m £m £m £m
Sharehelders’ funds at 1 January 472 1 734 117 6 663.1 648 5
Shareholders’ recognised (losses)/gains - QLo 416 20.6 146
Dividends paid - - {9 0) (9.0) -
Shareholders’ funds at 31 December 4721 524 150 2 674.7 663 1
Investments
2007 2006
£m £m
Investments 1n subsidiary undertakings (note 15) 1,044.6 1,068 1
Other financial investments:
2007 2006
£m £m
Shares and other vanable yield securities
and units 1 umt trusts 33.2 260
Debt secunties and other fixed income securities 16.6 46 2
Other loans 0.1 01
Deposits with credit mstitutions 1.6 358
51.5 108 1
Debtors arising out of direct insurance operations
2007 2006
£fm £m
Due from intermediaries 0.1 14 3
Debtors arising out of reinsurance operations
2007 2006
£m £m
Due from external debtors - 18
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Other debtors

Due from external debtors
Due from parent company and fellow subsidiaries

Tangible assets

Cost

Balance at 1 Fanuary
Exchange

Disposals

Balance at 31 December

Depreciation
Balance at 1 January
Exchange

Charge for the year
Disposals

Balance at 31 December
Net book value at 31 December

Tangible assets compnise computers and office equipment

Equalisation provision

Sun Alliance and London Insurance plc

INotes to the accounts (continued)

2007 2006
£fm £m
92 29 6

505.5 458 4
514.7 488 0

2007 2006
£m fm
04 20

- (01)
(0.4) (15)
- 04
03 18
- (on
- (11,
(©.3) ©3)
- 03
- 01

The equalisation provision of £0 7m (2006 £0 8m) compnises amounts set aside 1n accordance with the Financial Services
Authonty’s rules to equalise loss ratios in future years in respect of certain classes of business which display a lmgh degree
of claums volatility They are required by the Compames Act 1985 to be included within techmical provisions m the
balance sheet However, there was no hability for such amounts at the balance sheet date and, as such, these amounts are
over and above the provisions required to meet the anticipated ultimate cost of settlement of outstanding claims at the
balance sheet date The movement mn the equalisation provision durmg the year has had the effect of increasing the balance
on the general business techmical account and profit before tax by £ 0 1m (2006 £ Nul)

Other creditors including taxation and social security

Due to external creditors
Due to subsidianes

2007 2006
£m £m
0.4 23

943 2 944 9
943.6 947 2
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Sun Alliance and London Insurance plc

Notes to the accounts (continued)

Investment in subsidiary undertakings

The Company’s principal subsidiary compames at 31 December 2007 are set out on page 21 The compantes are all
engaged in the transaction of insurance or related business The countnes shown are those of incorporation and pnincipal
operation All holdings are of equity shares and represent 100% of the nomunal 1ssued capital The figure for investment
subsidiary companies comprises

2007 2006
£m £m
Shares at cost

At 1 January 994.7 993.7
Capital injection - 1.0

Disposals (2.5) -
At 31 December 992.2 994.7
Adjustment to net asset value 52.4 73.4
1,044 6 1,068.1

The Company’s subsidiaries RSA1 Ltd & Beacon Insurance Company Ltd were put into hquidation during 2007

Auditors’ remuneration

Fees payable to Delmtte & Touche LLP for the audit of the Company’s annual accounts were £12,000 (2006
PricewaterhouseCoopers LLP £12,600} which were borne by a parent company Details of non-audit fees payable to
Deloitte & Touche LLP are disclosed in RSA Insurance Group plc (previously Royal & Sun Alhance Insurance Group plc)
2007 Report & Accounts

Directors remuneration

None of the directors received any emoluments from the Company during the year (2006 £Nil) All the directors receive
remuneration from Royal & Sun Alliance Insurance plc as employees of that company, and 1t 15 not appropriate, because of
the non-executive nature of their services, to make an apportionment of their emolurnents in respect of the Company
Contingent habihities

At 31 December 2007 the Company had no contingent liabilities

Cash flow

The Company 1s a wholly owned subsidiary of RSA Insurance Group ple (previously Royal & Sun Alliance Insurance
Group plc) and the cash flows of the Company are included n the consohdated cash flow statement of RSA Insurance
Group plc (previously Royal & Sun Alliance Insurance Group plc) The Company has thus taken advantage of the
exemption permutted by FRS 1 (revised) and has elected not to prepare 1its own cash flow statement

Transactions with related parties

Advantage has been taken of the exemption provided in FRS8 from disclosing detanls of transactions with RSA Insurance
Group plc (previously Royal & Sun Alliance Insurance Group ple) and tts subsidiaries and associated undertakings

20




Sun Alliance and London Insurance plc

Notes to the accounts (contnued)

Parent companies

The Company’s immediate parent company 15 Royal & Sun Alhance Insurance plc which s registered in England and
Wales

The Company’s ultimate parent company and controlling party 1s RSA Insurance Group pic (previously Royal & Sun
Alhance Insurance Group plc) whuch 1s incorporated in Great Bntan and registered m England and Wales, and 1s the
parent undertaking of the largest and smallest group to consolidate these financial statements A copy of that company’s
accounts can be obtained from 9th floor, One Plantation Place, 30 Fenchurch Street, London EC3M 3BD

Principal subsidiary companies

Name and country of incorporation Percentage of ordinary shares held
And of principal operations

Umited Kingdom

(registered in England unless indicated) %
Acrecrest Ltd 100 0
Beacon Insurance Company Ltd (note 1) 1000
Guiidhall Insurance Co Ltd (note 6) 1000
Elders Insurance Company Ltd (note 2) 1000
Fortress Insurance Cempany Ltd (note 3) 1000
Liverpool Marnne & General Insurance Company Ltd 1000
London Guarantee & Remnsurance Co Ltd 100 0
R&SA 1 Limited (Phoemx Metropolitan Investments Ltd) (note 4) 1000
Property Growth (Holdings) Ltd (note 5) 1000
Sun Alliance Insurance International Lid 100 0
Sun Alhance Insurance UK Ltd 1000
Sun Alliance Management Services Ltd 1000
The Century Insurance Co Ltd {(registered in Scotland) 100 0
The Northern Mantime Insurance Company Ltd 100 0
The Umion Manne and General Insurance Company Ltd 1000
Notes:

1 Beacon Insurance Company Ltd was put into hiquidation in Apnl 2007

2 Elders Insurance Company Ltd was put into hiquidation in November 2006
3 Fortress Insurance Company Ltd was put into hiquidation in November 2006
4 RSA 1 Limuted was put into liquidation i March 2007

5 Property Growth (Holdings) Ltd was put into hquidation 1n May 2007

6 Guildhall Insurance Company Limuted was seld in February 2008
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