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CHAIRMAN’S STATEMENT

The Company’s profit after tax for 2012 was £379 4 milhion and the accumulated balance on the profit and loss account
available to meet future claims wncreased 1o £4,693 2 million at 31 December 2012 Gross premium income decreased from
£324 7 mulhion to £291 4 milhion this year Ths was affected by a one-off iming adjustment 1n the receipt of certan
member premiums

The level of profit represents another year of positive trading by the Company which has, in tumn, contnibuted to the growth
in the assets of the firm

The total investment fund value at 31 December 2012 was £4 82 hilhon For the year as a whole a return of 3 2% was
achieved Thus was slightly ahead of the rate of RPI inflation, which was 3 1% for the year

Interest rates continued to be very low, which affected investment retumns adversely once again to a considerable degree
Although there was some let-up 1n the severity of the economic problems of the Eurozone, the underlying problems
continued, as did the resulting and substantial volanlity in nsk assets (such as equities and commodities) and corporate
bonds The nsks associated with sovereign debt also continued Credit rating downgrades, 1n particular the loss of AAA
ratings by the US, France, Austria and, more recently, the United Kingdom, have not improved the outlook albeit market
reactions to the downgrades were relatively muted, once they occurred

Throughout 2012, the level of the threat of a terrorist attack in the UK published by the Home Office was “substantial”
which means that an attack was considered to be a strong possibility A senes of major public events tock place during the
summer, mainly in London, notably the celebrations to mark the Queen’s Diamond Jubilee, the Olympic Games and the
Paralympic Games Once again, there were no incidents giving rise to claims 1n 2012, a state of affairs which still pertains at
the date of this statement Despite a lengthy period without claims, the Company’s investment policy has necessanly
continued to be premised on balancing the contingency that its assets could be required to meet a claim or senes of claims at
any time, on the one hand, and the possibility that they may not be called on for extended penods of time, on the other

During the course of 2012 the Company worked to enhance further the plans it has in place to deal with major events Close
co-operation with Members has remained a key prionty 1n the programme of review meetings, aiming at achieving high
standards both of comphance with the Scheme rules and of preparedness to deal with any Scheme claims that might anse,
including those invelving a chemical, biological, radiological or nuclear dimension The Board reviews at each meeting the
reports and assessments which result from the visits to Members, as well as any specific action pomnts In addition to these
reviews, the techmcal team continued to provide general assistance to Members by responding to their queries on the
operation of the Scheme The annual analysis of Exposure Data in 2012 again confirmed a high degree of equity 1n the way
that the Scheme operates across the membership

The regular programme of meeting with representatives of HM Treasury, to discuss matters ansing n relation to the
operation of the Scheme, continued 1n 2012

The transition from supervision by the FSA to prudential supervision by the PRA and conduct supervision by the FCA has
continued to be a major focus of the Company’s attention, as have changes 1n law and regulation applicable to the Company,
including preparations for Solvency I1 As in previous years, the Board has revisited the Company’s position 1n relation to
Chapter i of the Competition Act 1998, and concluded that, based upon the facts known to the Board and legal advice
obtained, the Scheme continues to meet the exemption requirements set out 1n that Act

The number of Members fell slightly during the year, and there has not been any material change in this position since the
yearend At 31 December 2012 the membership totalled 230 (2011 239)

Remsurance rates charged to Members were again unchanged during the year However, Members are asked to remain aware
that rates may be changed at any time should circumstances require

There have been a number of changes to the composition of the Board since my last report Graham Doswell, who had
served as a Director for 11 years, and Bnian Hilton, who had served as a Director for 12 years, both resigned towards the end
of 2012 To both of them we owe an enormous debt of gratitude for thewr dedication and contnibution to the Company over
many years On the other side of the balance, Stephen Lewis, who 1s currently Chuef Executive Officer of the UK General
Insurance business of Zurich Insurance, brings to the Board a wealth of experience 1n the insurance sector, having served n
various semor financial and operational roles within the Zunich Group We extend a very warm welcome to him

I should like to draw your attention to the separate statement on corporate governance which 1s to be found on pages 9 to 11

The notice of our Annual General Meeting will be sent to Members in a separate circular and [ hope that you will be able to
attend you will certainly be very welcome 1f you do Quite apart from the formal business of the Company and the exercise




of your vote, you can meet the Directors and the executive management team and staff  All of them will be pleased to see
you and to discuss the operation of the Scheme with you

I should not fimsh without thanking three groups who are vital to the success of the Company the Members, for their
continuing support of the Scheme, the individuals who participate 1n the business of our Advisory Commuttee, for their
wisdom and guidance, and the Company’s directors, executives and staff, for their strenuous efforts throughout the year

b, Plabo_

Tony Latham
Chairman
22 March 2013




THE BOARD

Details of the current Directors of the Company are set out below

Anthony P Latham ACII#*

Charrman

Aged 62 A Durector since May 1996 and appointed Charrman in June 2003 Previously Group Director, Global
Relationships, RSA Insurance Group PLC Chairman of Pool Reinsurance (Nuclear) Limited Deputy Chairman of Codan
A/S and Codan Forsikring A/S Non-executive Director of Ecclesiastical Insurance Group PLC and Ecclesiastical Insurance
Office PLC

Roderick DD Armitage Barnster FCIS

Aged 69 A Director since August 2003 Former Head of Company Affairs at the Confederation of Bntish Industry and
former non-executive Director of Centre for Effective Dispute Resolution Limited Previously Legal Director and Company
Secretary at Staveley Industries PLC

Inga K Beale ACII

Aged 49 A Director since January 2011 Group Chief Executive Officer of Canopius Group since December 2011

Previously, Ms Beale held senior positions in Zunch Financial Services Group between 2008 and 2011, including Global
Chief Underwnting Officer from 2009 She was Group Chief Executive Officer of Convenum Limited between 2006 and
2007

Peter J Box Chartered Accountant #*

Aged 60 A Director since February 2010 Former audit and business advisory partner at PnicewaterhouseCoopers Director,
Chaurman of the Audit Commttee and member of the Remuneration Committee of Marsh Limited Director and Chairman
of the Risk and Audit Committee of the Family Assurance Friendly Society Limited Chairman of Trustees of the Royal
Fiying Doctor Service of Australia, Fniends in the UK Director, Chairman of the Audit Commuttee and member of the
Remuneration Commuttee of Cardif Pinnacle Insurance Holdings plc

Alan J Brown FSIP#

Aged 59 A Director since July 2008 A Senior Adviser to Schroders PLC since May 2012, prior to which he was a Director
and Group Chief Investment Officer Chairman of the Carbon Disclosure Project and Director of the Investment
Management Association (IMA) Director of the US Foundation for the Centre for Economic Research and Graduate
Education — Economics Institute (CERGE-EI) Governor of the Wellcome Trust

Stephen Lewis

Aged 44 A Drirector since October 2012 Chief Executive Officer of UK General Insurance and Shared Services of the UK
Branch of Zurich Insurance plc since 2009 Mr Lewis has held a number of serior financial and operational roles with
Zurich Insurance Group since 1989

Andrew G Skirton #
Aged 49 A Director since December 2011 Non-executive Chairman of Gartmore Group Limited between 2007 and 2011,
and Co-Global Chief Executive Officer of Barclays Global Investors between 2002 and 2006

Andrew Torrance *
Aged 59 A Director since December 2010 Chief Executive of Alhanz Insurance ple since 2003 and former Chief Executive
of London & Edinburgh Insurance Group ple

# Member of the [nvestment Commuttee
* Member of the Remuneration Commuittee




EXECUTIVE MANAGEMENT

Chuef Executive Stephen A Atkins FCII MCSI MCMI

Chuef Financial Officer Peter N Aves ACA

General Counsel and
Company Secretary Chrishian Wells, Soheitor

Head of Market Operations Stephen M Coates ACII

Chief Investment Officer Ian M Coulman MCSI
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REPORT OF THE DIRECTORS

The Directors of Pool Remsurance Company Limited (registered number 2798901) present their report and the audited
financial statements of the Company for the year ended 31 December 2012

STATUS OF THE COMPANY
The Company 1s a private company limited by guarantee, not having a share capital
The Company 1s authonised by the Financial Services Authonty

The Company is not part of a group Tt does not have any branches outside the United Kingdom It does not have subsiciary
undertakings

PRINCIPAL ACTIVITY

During the year under review and since the year end there was no change in the pnincipal activity of the Company which
continued to be remnsurance business conducted on a mutual basis The Directors do not anticipate that the nature of the
Company’s business will change 1n the future

The Company provides reinsurance in respect of losses ansing from damage to or destruction of commercial property
resulting from Acts of Terronism (as defined in the Remnsurance (Acts of Terronsm) Act 1993} wathin England, Wales and
Scotland The Company has a Retrocession Agreement with HM Government under the terms of which HM Government
will make funds available in circumstances where the Company’s assets are insufficient to meet all claims

BUSINESS REVIEW
Review of the Business

A review of the business of the Company, including an analysis of the development and performance of the Company,
particulars of any other significant events that occurred dunng the year, and the position of the Company at the year end can
be found 1n the Chaimman’s statement on pages 2 and 3 Given the purpose for which the Company was formed, 1ts business
15 unlikely to change n the future The unpredictability of terronst events means that the Company 1s not 1n a position to
make statements regarding likely future developments

Management of Risk

The Company has developed policies for identifying, assessing, measuring, monttoring and controlling nsk These policies
are established, approved and reviewed at least annually by the Board and updated as and when appropnate

The nsks faced by the Company are considered under a number of categones, such categones correspond to certain
categones of nsk referred to i the FSA’s Prudential Sourcebook for Insurers, namely Insurance Risk, Credit Risk, Market
Rusk (which includes Investment Risk), Liquidity Risk and Operational Risk

Principal Risks and Control Measures

The Directors consider that the principal nsks which face the Company are in the areas of Insurance Risk, Investment Risk
and Operational Risk Descriptions of the principal nisks together with details of the control measures adopted by the
Company are as follows -

e Insurance Risk — this nsk anses from the unpredictability of the timing, frequency and severity of insured events
Significant controls are 1n place to ensure, to the extent possible, that liquid funds are available to meet claims or senies
of claims as and when necessary In addition, there 1s no limit on the indemmty provided by HM Government under the
terms of the Retrocession Agreement

e Investment Risk — the Company 1s exposed to a range of financial nisks through 1its financial assets including its
investments These nsks, the overall financial and 1nvestment nsk management objective and the use of financial
nstruments by the Company are described 1n note 1 to the financ:al statements on page 22




¢ Operational Risk — the nsk of a problem with the operation of the Pool Re Scheme Significant resource s dedicated to
identifying, assessing and managing operational nsks on an ongoing basis The Company’s position 1n relation to
competition law 1s set out 1n the Chairman’s statement

The Company has adopted Risk Polictes to address the management of its financial and non-financial risks There are
procedures in place to identify, assess and manage the nisks faced by the Company

Key Performance Indicators

The Company has considered the key performance indicators necessary for an understanding of its business A profile of the
Company's membership 1s set out on page 32 The level of participation 1n the Scheme 1s a factor by which the position of
the Company's business can be measured Taking account of the other information provided in this report and notes to the
financial statements, and 1n view of the special nature of the Company, there are no additional key performance indicators
that are considered necessary for an understanding of the Company's business There are no environmental or empltoyee
matters for which key performance indicators are necessary for an understanding of the business of the Company

RESULTS

The Company made a profit after taxation of £379 4 million for the year ended 31 December 2012 £262 7 million was
transferred from the general business techmcal account and there were investment expenses and interest charges of £5 9
million Investment income amounted to £133 0 milhon, including realised nvestment profits of £2 4 million Unrealised
investment gains were £1 2 milion  The amount allowed for taxation was £11 6 million

Taxation relates to the United Kingdom corporation tax on investment income receivable and realised and unrealised profits,
less mterest payable and investment expenses There 1s no taxation on the underwnting result as the busmess 1s conducted on
a mutual basis

Subject to the terms of the Retrocession Agreement made between the Company and HM Government dated 30 July 1993 as
amended, the Company would draw funds from HM Government 1f claims were to exceed the Company’s resources The
Agreement specifies circumstances in which amounts paid by HM Government will be subject to repayment by the
Company However, in certain circumstances, when the Agreement 15 termunated, HM Government 1s not entitled to
repayment of amounts 1t has paid to the Company The Directors have deterrmned that, so long as these exisung contractual
arrangements apply, the Company will take credit, when assessing the adequacy of the technical provisions, for anticipated
recoveries mn respect of any deficit in those technical provisions

DIRECTORS

All the Directors serve 1n a non-executive capacity Copies of the Directors’ service contracts are available for inspection at
the Company’s registered office

The Directors who served duning the year were

A P Latham (Chairtnan)

R D Armitage

I K Beale

P J Box

A ] Brown

G V Doswell  (resigned 31 October 2012)
BJGHilton  (resigned 16 November 2012)
S Lews {appointed 15 October 2012)
A G Skurton

D A Torrance

Brief biographical details of the Dhrectors in office at the date of this report can be found on page 4




At the Annual General Meeting, i accordance with the Articles of Association of the Company

o Mr Lewis will seck clection,
Messrs Armiatage and Latham, who wall retire having served continuously for more than mne years, will seek re-
election, and

¢  Messrs Brown and Torrance, who will retire by rotation, will seek re-election

The Company does not have any share capital and, accordingly, the Directors do not have any relevant interests that require
disclosure

DIRECTORS’ INDEMNITIES

The Company has entered into indemnities for the benefit of its existing Directors and future Directors, and these
indemnities remained 1n force as at the date of this report Copies of the Directors’ indemmuies, which are qualifying
indemnity provisions, are available for inspection at the Company’s registered office

FINANCIAL INSTRUMENTS

The Company’s financial sk management objectives and policies with regard to the use of financial mmstruments are
described m note 1 on page 22

DONATIONS
In the year under review the Company made no donations for political or chanitable purposes (2011 £ml)
DIVIDEND

The Articles of Association of the Company do not provide for any distribution to be made to the Members except mn the
circumstances of a winding up

DISCLOSURE OF INFORMATION TO INDEPENDENT AUDITORS

At the date of this report, each individual Director states that he/she 1s not aware of any relevant audit information of which
the Company’s auditors are unaware, and each individual Director states that he/she has taken the steps he/she ought to have
taken as set out 1n section 418(4) of the Companies Act 2006 as a Director to make humself/herself aware of any relevant
audit information and establish whether the Company’s auditors were aware of that information

INDEPENDENT AUDITORS
PrnicewaterhouseCoopers LLP have confirmed therr willingness to continue in office as auditors to the Company and a

resolution 1o reappoint PricewaterhouseCoopers LLP as auditors to the Company will be proposed at the Annual General
Meeting

By Order of the Board

Chnstian Wells

General Counsel and Company Secretary
22 March 2013




STATEMENT ON CORPORATE GOVERNANCE
Introduction

The Board’s policy 1s to mamntain a framework of corporate governance that would be considered good practice n
companies of similar significance Therefore, although the Company 15 not required to comply with the UK Corporate
Govemnance Code and certain other codes and guidelines as 1t 1s not lhisted, the Board considers therr provisions in
determining the Company’s own corporate govermnance arrangements, which are described below The Company 15 not
required to prepare a statement on 1ts compliance with corporate governance guidehines However, the Board of Directors
considers that 1t 1s appropriate to make a statement about the Company’s corporate governance arrangements

Directors

The Board consists solely of non-execunive Directors, including a non-executive Chairman Brief biographical details are set
out on page 4

The appointment of all new Directors 1s a matter for consideration by the Board The Articles of Association allow HM
Govemment to nominate individuals to be considered by the Board for appointment as Directors, although only one Director
at any tume may hold office following nomination n this way

All Directors must retire and seek election at the first Annual General Meeting following their appointment, and all Directors
who have served continuously for more than nine years must retire and seek re-election at each Annual General Meetung A
number nearest to one third of the other Directors must retire by rotation at each Annual General Meeting

The composition of the Board 1s considered at appropniate mtervals to ensure an appropnate balance of expertise and
expenence relevant to the Company’s needs The need for a new Director and the profile of the required individual are
agreed by the Board as a whole Equal consideration 15 given to all suitable candidates irrespective of gender, race or any
other demographic factor

The Board considers annually the ongoing independence of each Director, taking into account the penod they have served,
whether they are also directors of companies within groups that cede busmess to Pool Re or whether they have been
appointed by significant counterparties The Board has determined that, as at the date of thus statement, all of its Directors
continue t¢ be independent 1n character and judgement

Role of the Board

The Board 1s responstble for the overall strategy of the Company, its values and standards, 1ts management performance and
all major business decisions There 15 a formal schedule of matters reserved to the Board, which 1s reviewed annually The
Board has delegated to its commuttees and to the executive management the power to make decisions on operational matters
within a framework of internal control procedures The appomntment and removal of the Chuef Executive and the General
Counsel and Company Secretary are matters reserved to the Board

The Board meets at least four umes 1n each year The financial performance of the Company 15 reviewed at each meeting
and the Board calendar details standing items and matters for periodic review

The table below sets out each Director’s attendance at the meetings of the Board they were eligible to attend duning 2012

Number of meetings attended Number of meetings held
A P Latham 4 4
R D Armitage 4 4
| K Beale 4 4
P J Box 4 4
A ] Brown 4 4
G V Doswell 3 3
B J G Hilton 2 2
S lews 0 1
A G Skirton 4 4
D A Torrance 4 q



Each year the Board undertakes an evaluation of s performance, including assessing the performance of the Chairman,
Chief Executive and Investment Commiitee The 2011 assessment was undertaken by external board performance
consultants This involved mterviews with each of the Directors individually, as well as the Chief Executive, the General
Counsel and Company Secretary, and the Chief Financial Officer, culminating in a report to the Board as a whole The next
externally facilitated evaluation 1s planned to be undertaken 1in 2014, wath the evaluations for the intervening years being
carried out 1n accordance with an internal procedure

The respective roles and responsibilities of the Chawman and the Chief Executive are set out in wnting 1n the Board
Procedures Manual, and may only be amended with the Board’s approval

The Chawrman, 1 conjunction with the Chief Executive and the General Counsel and Company Secretary, ensures that the
Board recerves the information 1t needs in order to discharge its responsibilities All Directors have access to the services of
the General Counsel and Company Secretary and independent professional advice 1s available to the Directors 1n respect of
any 1ssue ansing 1n the course of their duties, at the expense of the Company New Directors are given an induction and
tramnmg for Directors 15 provided as 15 deemed appropnate

Commuttees

The Board has established five standing Commuttees, being the Investment Commuttee, the Remuneration Committee, the
Admissions Committee, the Adwvisory Commuttee and the Conflicts of Interest Commuttee

The role of the Investment Commuttee 15 to consider the Company’s investment matters and, where appropnate, 1t undertakes
actions 1n accordance with the powers delegated to 1t, or makes recommendations to the Board The Investment Committee
1s made up of the Chief Executive and those Directors who are noted to be members 1n the biographical details on page 4
The Investment Commuittee meets at least four times per year and 1s chaired by the Chairman

The role of the Remuneration Comnuttee 15 to consider, and make recommendations to the Board 1n respect of, remuneration
policy, remuneration budgets, the remuneration of the Chief Executive, and to make decisions relating to the remuneration of
certain members of executive management other than the Chief Executive, including the structure of performance-related
pay The Remuneration Committee meets at least twice a year and 15 chaired by Mr D A Torrance or 1n his absence, any
other Director who 1s a member of this Commuttee other than the Chaimman of the Board

The role of the Admissions Committee is to consider and approve the admission of prospective members to the Company
and to authorise the execution of the relevant documents The members of the Admissions Commuttee are the Chairman, the
Chief Executive and the General Counsel and Company Secretary, but any of the Directors may serve on the Commuattee in
thewr absence The Admussions Commuttee meets as and when required to consider applications for Membership

The role of the Advisory Commuttee 1s to consider and provide advice to the Board on matters concerming the operational
aspects of the Scheme, both current and prospective The Advisory Commuttee’s membership reflects its statement of aims,
which has been approved by the Board

The role of the Conflicts of Interest Commuttee 1s to consider and authonse situations where a Director’s interests may
conflict with the interests of the Company The members of the Confhicts of Interest Commutiee are the Chairman and any
one other Director (or where the matter to be considered relates to the Chairman, another Director will serve 1n his place),
who act 1n consultation wath the Cluef Executive The membership 1s flexible to ensure that members do not consider matters
relating to themselves The Conflicts of Interest Committee meets as and when necessary

In addition to the above commuttees, the Board may from time to tune establish ad hoc commuttees to address any specific
purpose, with such delegation of powers and membership as the Board considers appropriate or necessary to meet its aims

In accordance with the Articles of Assoctation the proceedings of any Commuttee to which the Board has delegated powers
are minuted and reported to the Directors at the next following Board meeting



Directors’ Remuneration

The Company’s Articles of Association provide that until otherwise determined by ordinary resolution there shall be paid to
the Directors such fees as the Directors determine not exceeding an annual aggregate of £250,000 Members last approved an
increase 1n the annual aggregate lirmit apphecable to Directors’ fees to £350,000 at the 2011 Annual General Meeting

Subject to the annual aggregate limit, Directors receive fees at levels approved by the Board These are reviewed by the
Board on an annual basis, incorporating the use of market data to do so Directors serving on the Investment Commuttee and
the Remuneration Commuttee, other than Mr Latham, also recerve further fees to reflect the additional time commitment
involved

No Director receives any additional remuneration from the Company other than his or her fees Directors are not paid
compensation for loss of office

Independent Auditors

The Board’s policy on the proviston of non-audit services to the Company by the auditors 15 that they are permitted to
perform such work n areas where 1t 1s appropriate for them to do so, and provided that this does not compromise their
independence

Statement of Going Concern

The Board 1s satisfied, after taking account of the Retrocession Agreement with HM Government, that the Company has
adequate financial resources to continue to operate for the foreseeable future and 1s financially sound For this reason, 1t
considers the going concern basis appropnate for the preparation of financial statements

Internal Control

The Board has the responsibility for establishing systems of internal control to safeguard both the Members’ and the
Company’s assets and to ensure comphance with laws and regulations The Board reviews and keeps updated a nsk and
control assessment framework and has established a process for the regular review of that framework Reviews covering (1)
the effectiveness of the Company’s system of internal controls and (1) its risk management are carried out by external
providers on a regular basis A report ncluding recommendations and management responses in respect of each review has
been constdered by the Board

By Order of the Board

(lsdeke

Christian Wells
General Counsel and Company Secretary
22 March 2013
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for prepanng the Directors” Report and the financial statements 1n 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 mm accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable law) Under company law the Directors must not approve
the financial statements unless they are satisfied that they give a true and fair view of the state of affairs of the 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 judgements and accounting estimates that are reasonable and prudent,

- state whether applicable Unuted Kingdom Accounting Standards have been followed, subject to any material
departures disclosed and explained 1n the financial statements, and

- prepare the financial statements on the going concemn basis unless 1t 1s mappropriate to presume that the
Company will continue 1n business

The Dhrectors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company’s

transacttons and disclose with reasonable accuracy at any time the financial position of the Company and enable them to
ensure that the financal statements comply with the Companies Act 2006

12



INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF POOL REINSURANCE
COMPANY LIMITED

We have audited the financial statements of Pool Reinsurance Company Limited for the year ended 31 December 2012
which comprise the Profit and Loss Account, the Balance Sheet, the Cash Flow Statement and the related notes The
financial reporting framework that has been applied in theswr preparation 1s applicable law and Umted Kingdom Accounting
Standards (Umted Kingdom Generally Accepted Accounting Practice)

Respective Responsibilities of Directors and Auditors

As explained more fully in the Directors’ Responsibihities Statement set out on page 12, the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view Qur responsibility 1s to audait
and express an opmion on the financial statements in accordance with apphcable law and International Standards on
Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for
Auditors

This report, including the opinions, has been prepared for and only for the Company’s members as a body in accordance
with Chapter 3 of Part 16 of the Compames Act 2006 and for no other purpose  We do not, 1n giving these opinions, accept
or assume respensibility for any other purpose or to any other person to whom this report 1s shown or into whose hands 1t
may come save where expressly agreed by our prior consent 1n wnting

Scope of the Audit of the Financial Statements

An audit involves obtaiming evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting pohicies are appropnate to the Company’s circumstances and have
been consistently applied and adequately disclosed, the reasonableness of significant accounting estimates made by the
Darectors, and the overall presentation of the financial statements In addition, we read all the financial and non-financial
information 1n the Annual Report to 1dentify matenal inconsistencies with the audited financial statements If we become
aware of any apparent matenal misstatements or inconsistencies we consider the implications for our report

Opinion on Financial Statements
In our opimion the financial statements
¢ give a true and fair view of the state of the Company’s affairs as at 31 December 2012 and of its profit and cash
flows for the year then ended,
¢ have been properly prepared in accordance with Umted Kingdom Generally Accepted Accounting Practice, and
¢ have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on Other Matter Prescribed by the Companies Act 2006
In our opimion the information given 1n the Directors’ Report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

Matters on Which We Are Required to Report by Exception
We have nothing to report 1n respect of the following matters where the Companies Act 2006 requires us to report to you if,
1N Our opinion

e adequate accounting records have not been kept, or returns adequate for our audit have not been received from

branches not visited by us, or

* the financial statements are not 1n agreement with the accounting records and returns, or

e certain disclosures of Directors’ remuneration specified by law are not made, or

¢ we have not received all the information and explanations we requure for our audit

Moo, Hoo

Marcus Hine (Senior Statutory Auditor)
For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London
22 March 2013
13




PROFIT AND LOSS ACCOUNT

Technical account - General business
for the 12 months to 31 December 2012

Gross premmums written

Outwards remsurance premmums

Net premiums written

Change 1n the gross provision for unearned premiums

Change m the provision for unearned premiums, remsurers’ share

Earned premiums, net of reinsurance

Claims incurred, net of reinsurance

Net operating expenses

Balance on the technical account for general business

2012 2011
Notes £'000 £'000
291,424 324,672

13 (29,142) (32,467)
262,282 292,205

5,551 (7,342)

(555) 734

267,278 285,597

2 (4,584) (4,368)
262,694 281,229

The above results all relate 10 continumg operations and to risks located in the United Kingdom

Pages 18 to 31 form an integral part of these financial statements
The independent auditors' report 1s on page 13
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PROFIT AND LOSS ACCOUNT

Non-technical account
for the 12 months to 31 December 2012

2012 2011
Notes £000 £000
Balance on the technical account for general business 262,694 281,229
Investment mcome
Income from financial assets at far value through profit and loss 130,524 121,352
Net gams on realisation of mvestments 2,439 116,064
Investment mcome 132,963 237,416
Net unrealised gams / (losses) on mvestments 1,170 (153,128)
Investment expenses and charges 3 (5,838) (6,350)
Profit on ordinary activities before tax 390,989 359,167
Tax on profit on ordmary actrvities 8 (11,574) 5,694
Profit for the financial year 379,415 364,861

The above results all relate to continuing operations

There were no recognised gains and losses other than as stated in the Profit and Loss Account, and accordingly no statement

of recogmised gains and losses 1s presented

Note of historical profits and losses

Neither gains/losses of an insurance company ansing on the holding or disposal of 1nvestments, nor the effect of fair value
accounting for financial instruments are required to be included 1n a note of historical profits and losses There are no other
differences between the profit on ordinary activities before tax or the profit for the financial year stated above and their

historical cost equivalents

Pages 18 to 31 form an integral part of these financial statements
The independent auditors’ report 1s on page 13




BALANCE SHEET
as at 31 December 2012

2012 2012 2011 2011
Notes £000 £'000 £'000 £000
ASSETS
Investments
Other financial mvestments 9 4,828,009 4,468,539
Rewnsurers' share of techmcal provisions
Provision for unearned premmms 14,643 15,198
Debtors
Debtors arismg out of remsurance operations 62,714 69.614
QOther debtors 12 8,022 7,008
70,736 76,622
Other assets
Tangible assets 10 420 34
Cash at bank and i hand 11 5,154 7,735
5,574 7,769
Prepayments and accrued income
Accrued mterest 48,473 49,277
Other prepayments 257 235
48,730 49,512
Total assets 4,967,692 4,617,640
LIABILITIES
Capital and reserves
Profit and loss account 17 4,693,196 4,313,781
Financial abilities
Other financial mvestments 9 11,127 32,943
Technical provisions
Provision for unearned premmums 146,425 151,976
Clams outstanding 7,114 7,114
153,539 159,090
Provisions for other nisks and charges 13 76,335 76,086
Creditors
Credttors arising out of remsurance operations 32,137 34,557
Accruals and deferred income 1,358 1,183
33,495 35,740
Total habihities 4,967,692 4,617,640
Approved by the Board on 22 March 2013 and signed on ts behalf by
—
DA oo
-
Anthony P Lathdm Andrew Torrance

Dwector

Pages 18 to 31 form an mtegral part of these financial statemments
The mdependent audtors’ report s on page 13

Drrector
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CASH FLOW STATEMENT
for the 12 months to 31 December 2012

2012 2011
Notes £'000 £'000
|
i
1 Operating activities
Net cash mflow from operating activities 14 387,155 389,802
Taxation
Tax pad (11,639) (24,530)
Captal Expenditure
Payments to acqurre tangible fixed assets (420} -
Net cash inflow 15 375,096 365,272
Cash flows were mvested as follows
Portfolio investments
Shares and other variable yield securities and units m unit trusts (10,639) 30,196
Debt securities and other fixed mterest securities 340,783 329,465
Deposits with credit mstitutions 85,356 25,323
Other (including dervative mstruments) (37,823) {12,321}
Net portfolio mvestments 377,677 372,663
Decrease in cash holdings (2,581) (7,391)
Net investment of cash flows 15 375,096 365,272

The above results all relate to continumg operations

Pages 18 to 31 form an mntegral part of these fimancial statements
The mdependent auditors' report 1s on page 13
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STATEMENT OF ACCOUNTING POLICIES
Basis of Preparation

The financial statements have been prepared 1n accordance with the provisions of The Large and Medium-sized Compamies
and Groups (Accounts and Reports) Regulations 2008 (“SI2008/410”) relatng to msurance compames and with the
Statement of Recommended Practice on Accounting for Insurance Business 1ssued by the Association of British Insurers
(“the ABI SORP”) dated December 2005, as amended 1n December 2006

The financial statements have been prepared 1n accordance with applicable accounting standards in the United Kingdom A
summary of the more important accounting policies of the Company 1s set out below

Changes in Accounting Policies

No changes have been made to the Company’s accounting policies during the current financial year

Insurance Business

The Company’s financial position and 1ts obligations to meet claims under 1ts agreements wath Members are assured 1n that
the Company has entered into a Retrocession Agreement with HM Government under which the Company would draw funds
from HM Government 1f claims were to exceed the Company’s resources The Agreement specifies circumstances in which
amounts paid by HM Government will be subject to repayment by the Company However, in certamn circurnstances when
the agreement 1s terminated, HM Government 1s not entitled to repayment of amounts it has paid to the Company

The premium due to HM Government for providing retrocession cover becomes payable only when the funds standing to the
credit of the Insurance Fund and the Investment Fund, as defined by the Retrocession Agreement, exceed £1 billion These
accumulated funds exceeded £1 bilhion at 31 December 2012 These funds are broadly equivalent to premiums received,
investment income earned and 1nvestment gains, less mvestment losses, incurred claims, taxation and expenses, subject to
certain differences in the timing of their recogmition The retrocession premium may become immediately payable, in certamn
circumstances, 1f the Company fails to comply with the conditions of the Retrocession Agreement

Insurance Contracts

The Company has reviewed the nature of the inwards and outwards reinsurance business 1t transacts It 1s satisfied that atl
such business falls within the defimtion of Insurance Risk as defined in FRS 26 and has therefore treated the relevant
contracts as insurance contracts for the purposes of these financial statements

Basis of Accounting

{a) General insurance business accounting

(1) Technical results

The technical results are determined using the annual basis of accounting whereby the incurred costs of claims and expenses
are charged against the earned proportion of premiums, net of reinsurance

{(11) Premiums wrnitten

Premiums written relate to busmess that incepted during the year, together with any difference between booked premiums
for prior years and those previously accrued, and include estimates of premiums due but not yet receivable or notified to the
Company

(11) Unearned prenmums

Uneamed premiums represent the proportion of premiums written in the year that relate to unexpired terms of policies 1n
force at the balance sheet date, calculated on a time apportionment basis




(1v) Claims incurred

Claims incurred comprise claims and related expenses paid in the year and changes 1n the provisions for outstanding claims,
including provisions for claims incurred but not reported and related expenses, together with any other adjustments to claims
from previous years Where applicable, deductions are made for salvage and other recoveries

(v) Claims provisions and reinsurance recoveries

Provision 1s made at the year end for the estunated cost of claims 1ncurred but not settled at the balance sheet date, including
the cost of clains mncurred but not yet reported to the Company The Company takes all reasonable steps to ensure that 1t has
appropnate information regarding 1ts claims exposures However, given the uncertainty in establishing claims provisions, 1t

1s likely that the final outcome will prove to be different from the onginal liabihty established

In estimating the cost of claims notified but not paid, the Company has regard to the cost of claims incurred by Members,
both within and 1n excess of each Member’s retention The overall emerged claums cost 1s closely managed by the Company

The nature of the underlying business 1s such that there 1s no sigmficant delay between the occurrence of a claim and the
claum being reported However, there can be significant delays 1n assessing the Company’s ultimate hability for such claims
Clauns notified to the Company at the balance sheet date are estinated on a basis that reflects the current position for
Members’ liabihities to thewr policyholders, less Members’ retentions

Provisions are calculated gross of any reinsurance recoveries A separate estimate 15 made of the amounts that may be
recoverable from remnsurers based upon the gross provisions and having due regard to collectability

(vt) Outwards reinsurance premiums

Provision 1s made for outwards reinsurance premiums payable to HM Government under the terms of the Retrocession
Agreement

(b) Expenses

Capital expenditure on computer equipment and office equipment 15 depreciated by equal nstalments over the estimated
useful hives of the assets Expenditure on computer software 1s written off as incurred

All expenses, other than investment expenses, are charged to the technical account

(c) Investment income and other investment movements

Investment incotne, which 1s all included 1n the non-technical account, 1s determined on an accruals basis Realised gains or
losses represent the difference between net sales proceeds and the purchase price Movements 1n unrealised gains and losses
on nvestments represent the difference between the fair value at the balance sheet date and purchase price or, if previously

valued, the fair value at the previous balance sheet date

Adjustments are made 1n respect of investments realised dunng the year where unrealised gains or losses were previously
recogrused 1n the Profit and Loss Account

Dividends are recorded on the date on which the shares are quoted ex-dividend
(d) Financial assets

Other Financial Investments are accounted for at fair value through the Profit and Loss Account Fair value estimation 1s
discussed further in note 9

The fair values of quoted investments are based on bid prices other than short positions which are based on offer prices at the
balance sheet date For unquoted ivestments the Company establishes fair value by using valuation techmiques These

mclude reference to other instruments that are substantially the same, discounted cash flow analysis, and option pricing
models

Purchases and sales of financial assets are accounted for as at trade date
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The carrying values of Debtors, Prepayments and Accrued Income are assumed to approximate to their fair values due to the
short-term nature of the assets

(e) Financial liabilities

The Company has creditors which 1t recognises as financial habilities These are recogmised at fair value The Company also
has denvatives which it recogmises as financial habilities when valued at a loss at year end

The carrying values of Creditors, Accruals and Deferred Income are assumed to approximate to their fair values due to the
short-term nature of the Liabilities

) Denvative financial instruments

Dernvatives are recogmsed at far value at the date on which the contract 1s entered into and any subsequent changes n fair
value are recognised immediately 1n the Profit and Loss Account Fair values are obtamned from various sources Market
prices, including recent market transactions, are used in valung quoted wnstruments In valuing unquoted 1nstruments,
valuation techniques, including discounted cash flow models and options pricing models, are used as appropnate Pricing
model valuations are derived mainly using observable data, for example, underlying interest rates, foreign exchange rates or
market volatility

(g) Tangible assets

Tangible assets are stated at historical purchase cost less accurnulated depreciation and any impairment loss Depreciation 1s
calculated to wnte off the costs of tangible assets, less their residual values, over their expected useful lives using the straight
line basis Furniture and fixtures are depreciated over five years and computer and telephone equipment over two years

¢h) Cash at bank and in hand
Cash at bank and 1n hand includes deposits held at catl with banks
(i) Taxation

Taxation 1s charged on investment income receivable and realised and unrealised gains, less interest payable and investment
expenses, for the perniod Current tax 1s the expected tax payable on the taxable income for the period using tax rates enacted
or substantively enacted at the reporting date and adjustments to tax payable 1 prior penods

() Deferred tax

Deferred tax 1s recogmsed mn respect of all matenal uming differences that have ongnated but not reversed at the balance
sheet date, where transactions or events that result in an obligation to pay more tax in the future or a nght to pay less tax in
the future have occurred at the balance sheet date, including revaluation gains and losses on investments recogmsed 1n the
Profit and Loss Account

A net deferred tax asset 1s recognised as recoverable and therefore recogmsed only when, on the basis of all available
evidence, 1t can be regarded as more likely than not that there will be suitable taxable profits against which to recover carried
forward tax losses and from which the future reversal of underlying timing differences can be deducted

Deferred tax 1s measured at the average tax rates that are expected to apply tn the penods in which the trming 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 15 measured on an undiscounted basis

(k) Operating leases

Leases where a sigmificant portion of the nsks and rewards of ownership are retained by the lessor are classified as operating

leases Rents payable under operating leases are charged to the Profit and Loss Account as incurred over the non-cancellable
lease term
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) Foreign currency translation

Items included 1n the financial statements of the Company are measured in UK pounds Sterling

Foreign currency transactions are translated into UK pounds Sterling using the exchange rates prevailing at the dates of the
transactions Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at
year end exchange rates of monetary assets and Liabilities denominated in foreign currencies are recogmised in the Profit and

Loss Account for the period

Translation differences on non-monetary items, such as equties held at fair value through the Profit and Loss Account, are
reported as part of the fair value gain or loss
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NOTES TO THE FINANCIAL STATEMENTS
1. Management of Financial Risk

The overall financial nsk management objective 1s to mvest the Company’s assets aganst the conungency that they may be
required 1n the short term to deal with a claim or senes of claims, but with recogmtion that they may not be called upon for
long periods

The Company has adopted nisk policies to address the management of 1ts investment risks and there are procedures n place
to identify, assess and manage the nsks faced by the Company

The Board has set an investment strategy and has employed a number of independent investment managers under specific
mandates to admimster the Company’s investments In addition, the Company has an Investment Commuttee which
considers all aspects of the Company’s investment activity and, where appropnate, makes recommendations to the Board

The apreed investment strategy rests on the two mamn objectives for the fund of stablity and hiquidity, with the asset
allocation aligned to these Two stability risk measures and two liquidity nisk measures have been adopted and risk budgets
have been agreed 1n respect of each measure

The investment portfolio 1s diversified and the 1nvestment policy sets limits on the Company’s exposure 1o varous types of
investment There 1s a formal process to review regularly and, where appropriate, rebalance the asset allocation towards the
target allocation

Reports on investment performance are considered at the quarterly Investment Commuttee meetings and as a standing item 1n
the Company’s quarterly Board meetings Contact 13 maintained throughout the year with each investment manager and the
custodians The Company meets regularly with the investment managers and the custodians and there 1s a process for
considering and resolving any operattonat 1ssues which anse

Dernvative contracts are used by the Company only for the purposes of efficient portfolic management Hence, denvatives
are used to reduce nisk, to reduce cost or to generate additional capital or mncome at no, or an acceptably low, level of nsk

The Company 1s exposed to a range of financial risks through its financial assets, financial habilities and policyholder
liabilities, the most important of which are market (equity price, interest rate and currency), credit, hquidity and cash flow
nsk

(2) Market Risk
(1) Equity price nsk

The Company 1s exposed to equity price risk as a result of changes m the value of 1ts holdings in equity investments wiuch
are included within its financial assets at fair value At the year end the Company held £715m (2011 £672m) 1n shares and
other vanable-yield securities and unmits 1n unit trusts, including commodities umit trusts This comprised 14 8% (2011
15 0%) of the total financial investments

In order to mitigate tts exposure to the risk of changes in the prices of individual equities, the Company has a broadly
diversified porifolio of global equities which are managed on a passive basis against well established market indices

A 30% change n the value of equities and commodities at the year end would have resulted in a movement in Profit before
tax of £215m {2011 £202m) Since this sensitivity was measured using the actual values at the year end, no assumptions
have been made for this calculation In addition there have been no changes in the method of calculation from the previous
year
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(11) Interest rate nsk

The Company 15 exposed to interest rate nsk which anses pnmanly from investinents i fixed interest secunties The
Company uses certain denvatives to mitigate this interest rate risk Investments in denivatives are governed by specific
provisions within the investment mandates and can only be made for the purposes of efficient portfolio management

Modified duration has been used as the measure of the sensitivity to changes 1n interest rates of the Company’s fixed interest
portfolio Modified duration 1s the weighted average of the duration of each holding n the portfolio taking account of the key
charactenistics of coupon, matunty and cash flows Since September 20t 1 a long gift futures contract has been used to reduce
modified duration in the portfolio At 31 December 2012 the average modified duration of the fixed imnterest portfolio,
including index-linked government bonds, without taking account of the gilt futures was 1 84 years (2011 2 01 years) The
effect of the gilt futures was to reduce the fixed nterest portfolio average modified duration to 1 33 years (2011 1 31 years)

(111) Currency nisk
The Company 15 exposed to currency nisk in respect of investments denominated 1n a currency other than Sterling

The Company’s policy 1s to hedge all of its non-Sterling denominated debt secunties and fixed income assets back into
Sterling through the use of forward contracts

The Company’s exposure to non-Sterling denominated equity secunities and commodities 1s unhedged Specific measures
are momtored to determine as and when a hedge should be imtiated, which will be completed through the use of forward
contracts At the end of the year the value of unhedged assets denominated 1n currencies other than Sterling within the
portfolios was £675m (2011 £243m)

A 25% change 1n the value of Sterling at the year end against the mix of currencies within the Company’s investment fund,
after taking account of hedged positions, would have resulted in a movement 1n the Profit before tax of approximately
£169m (2011 £61m) Since this sensiivity was measured using the actual values at the year end, no assumptions have been
required for this calculation In addition there have been no changes 1n the method of calculation from the previous year

(h) Credit Risk

Credit rsk anses from the failure of a counterparty to perform its firiancial obligations or a faidlure to perform those
obligations 1 a timely manner The Company’s investment policies are designed to restrict the level of credit nsk 1n the fund
by setting limits on individual investments or groups of tnvestments Such himits are set by reference to the credit ratings
determined by established credit rating agencies and individual 1ssuer limits

The total exposure of the investment fund to credit nsk at the year end was £4,079m (2011 £3,789m), representing the total

vatue of bonds, bank deposits and commercial paper Of this total, 78% (2011 72%) was mvested 1n UK Government Galts
and other AAA/AA rated secunties A full analysis 15 set out below
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2012 2011

£m £m

Debt secunities 31,926 3,724
Cash and cash equivalents 142 58
Undertaking for collective investments 11 14
Other (including derivatives) - (7)
Total assets bearing credit nsk 4,079 3,789
% %

AAA (including UK gilts)* 62 57
AA 16 15
A 17 22
BBB 3 4
A-1+ 1 1
A-l 1 1
Total assets bearing credit risk 100 100

* On 22nd February 2013 the rating agency Moody’s downgraded the UK’s government bond rating to Aal from Aaa

At the balance sheet date, excluding UK Government Gilts and US Government Secunities, the maximum credit nisk
exposure to a single counterparty amounted to less than 5% of the Net Asset Value (2011 less than 5%)

The Company receives reports from its investment managers detailing any breaches of mandates including those resulting
from defaults and past due items No financial assets of material value were past due or impaired at the year end

With regard to the credit nsk associated with the debtors arising from reinsurance operations, all materal balances
outstanding at the year end were fully paid by the end of February 2013

() Liquidity Risk

As stated above, the Company’s overall financial nsk management objective 1s to mnvest the assets against the contingency
that they may be required in the short term to deal with a claim or senes of claims, but with recognition that they may not be
called upon for long periods In respect of short term hiquidity, the benchmark investment portfolio provides for 65% of the
Company’s total investment assets to be self-liqumdating within 18 months, comprising bonds with matunties of less than 18
months At 31 December 2012, 64% (2011 64%) of the Company’s investment assets were held 1n bonds with matunities of
less than 18 months

The Company has financial habilities shown on the face of the Balance Sheet 1n respect of creditors and foreign exchange
denvatives The table below 1s a matunty analysis of the Company’s financial habilities Cash flows in respect of derivative
liabilities are shown on an undiscounted basis

Within I year

2012 2011
£m £fm

As at 31 December
Dervatives 11 25
11 25
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{d) Cash Flow Risk

In view of the nature of the Company’s assets and 1ts contractual arrangements with HM Government, cash flow risk 1s not

considered to be significant
2 Net Operaning Expenses

The Company's net operating expenses consisted of admmistrative expenses of £4,584k (2011 £4,368k)

3 Investment Expenses and Charges

2012 2011
£'000 £'000
Investment expenses and charges comprised
Investment management and other charges (3,172) (3,552)
Interest payable on outwards remsurance
Less than one year (909) oz2n
Greater than one year (1,757} (1,877)
(5,838) (6,350)
4 Operating Lease Rentals
2012 2011
£000 £'000
Operatmg lease rentals payable for the year
Land and buldings 212 90
Plant and machmery 4 4
216 94
Annual commitments m respect of non-cancellable operatng leases (excluding VAT) are as follows
2012 2011
£7000 £'000 £'000 £'000
Land and Land and
Operatmg leases which exprre buildings Other buitdings Other
-within one year - 3 - -
-between 1 and 5 years 143 - 82 3
143 k) 32 3
Operatng lease rentals for land and buildings are m respect of buildings only
5  Employee Information
The average number of persons employed on a full trne equivalent basis by the Company during the year was 12 (2011 - 12)
2012 2011
£'000 £'000
Staff costs for these persons were
Wages and salaries 1,650 1,628
Social security costs 205 207
1,855 1,835

6  Durectors’ Emoluments

The aggregate emoluments payable to certam Drectors of the Company as ndividuals for the year were £278,154 (2011 £227,949) In
addition £31,831 (2011 £22,000) was paud to third parties for making available the services of the other Drectors  The total emoluments paid

to the Company's mghest paid Drrector for the year were £73,500 (2011 £66,000)
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7 Auditors’ Remuneration

Fees payable to the Company s audtor for the audn of the
Company’s financial statements
Fees payable to the Company's audrtor for other services
Tax comphance services
Tax advsory services
Other assurance services

The figures given above are stated excluding VAT

8  Tax on Profit on Ordinary Activities
Tax on profit on ordmary activities comprised
United Kmgdom Corporation Tax
Current tax on meome for the period at 24 5% (2011 - 26 5%)
Adstments m respect of prior periods

Total current tax

Deferred tax - ongmnation and reversal of tmmng
differences at 23% (2011 - 25%)

Tax on profit on ordinary activities

Factors affecting the tax charge for the period

The tax assessed for the year 15 different from the standard rate of UK Corporation Tax 24 5% The differences are explamed below

Non-technical account

Profit on ordinary activities before tax

Corporation Tax at the standard UK rate of 24 5% (2011 26 5%) on Profit on Ordinary Activities

Adpustments for non-taxable tems Tax at 24 5% (2011 26 5%) on
Technical mcome
Dmidend income
Other mvestment expenses, capital allowances and bank charges
Investment gams/{losses) on equities
Investment gams on mdex linked government bonds
Adpstments m respect of prior periods

Total current tax charge for the period

2012 201
£'000 £'000
64 64

64 60

; 25

21 21

149 170
2012 2011
£'000 £'000
(11,026) (22,763)
; 9,262
(11,026) (13,501)
(548) 19,195
(11,574) 5,694
2012 2011
£000 £'000
390,989 359,167
(95,792) (95,179)
64,360 74,526
2,822 3,453
129 135
10,476 (16,122)
6,979 10,424

: 9,262
(11,026) {13,501)

The UK Chancellor’s Autumn Statement on 5 December 2012 announced that the UK. corporation tax rate will be reduced to 21%
by 1 Apnl 2014 A further reduction to 20% was announced 1n the UK Chanceilor's Spnng Statement on 20th March 2013 and will
be effective by 1 Apnl 2015 A reduction in the rate from 26% to 25% (effective from 1 Apnl 2012) was substantively enacted on
5 July 2011, and further reductions to 24% (effecuve from 1 Apnl 2012) and 23% (effective from | Apnl 2013} were substantively

enacted on 26 March 2012 and 3 July 2012 respectively

The deferred tax liability has been calculated based on the rate of 23% substantively enacted at the balance sheet date
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9 Other Financial lnvestments

2012 2011
Other financial nvestments comprised £000 £000
Financial Assets
Shares and other varable-yield securities and units m unit trusts 715,026 672,135
Debt securtties and other fixed income securities 3,912,752 3,713,895
Depostts with credit mstitutions 181,068 58,683
Other (including dervative mstruments) 19,163 23,826
4,828,009 4,468,539
Financial Liabilities
Other (ncleding dervative mstruments) (11,127) (32,943)

All financial nvestments are accounted for at far value with the movement in far vale passed through the Profit and Loss Account

Issuers of shares and other variable-yield securities, debt securities and other fixed mcome securities, apart from government-issued securities,
are listed on recognised exchanges As at 31 December 2012 the purchase cost of shares and other varable-yeld secunities was £656,960k
(2011 £616,605k) and the purchase cost of debt securities and other fixed mcome securities was £3,862,361k (2011 £3,632,535k)

The table below shows far values of derivative contracts outstanding at the year end

Far value Far value
2012 2011
£'000 £'000

Foreign exchange contracts Assets 18,596 12,463
Liabilities (10,466} (25,107}
8,130 (12,644)

Futures contracts Assets 474 -

Liabilities (661) (7.527)

(187) (7.527)
Total 7,943 (20,171)

The far value movement through the Profit and Loss Account for derivatives was as follows foreign exchange contracts incurred a profit of
£20,774k, futures contracts mcurred a profit of £7,340k

The table below shows the contract/notional amounts of derivative contracts held at the year end Where the notwonal was ongmally

determmed m Sterlng, or has a Sterlng leg, this s the value shown Where the notional was quoted n foreign currency, this has been
translated to Sterling using the year end exchange rate

Contract/notional amount

2012 2011
£000 £000

Forergn Exchange contracts 2,105,604 2,011,161
Equity Futures contracts 26,169 -
Gilt Futures contracts (261,201) (321,613)

In respect of the gilt futures contracts, the requrement for mtial margin at the year end was £6,606k The margm 1s provided n the form of
government - ssued securtties held withm the Company's mvestment fund and the Company retamed beneficial ownership [n addition, the
Company held two futures postions giving exposure to overseas equity markets, the requirement for wtial margm amounted to £2,673k at the
year end
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Fair Value Estimation

For financial instruments held at fair value, the Company discloses fair value measurements by level of the following fair value
measurement hierarchy

Level 1 - Quoted pnces (unadjusted) 1n active markets for identical assets or habilities

Level 2 - Inputs other than quoted prices included within level 1 that are observable for the asset or Lability, either directly (that 1s,
as prices} or indirectly (that 1s, denived from prices)

Level 3 — Inputs for the asset or Liability that are not based on observable market data (that 1s, unobservable inputs)

The following table shows the Company’s financial assets and financial liabilities measured at fair value

Level 1 Level 2 Level 3 Total
£fm £m £m £m
As at 31 December 2012
Shares and other varsble-yield securities and units in unit trusts 703 - - 703
Debt securities and other fixed mcome securities 1,892 2,034 - 3,926
Deposit with credit instrtutions 7 135 - 142
2,602 2,169 - 4,77}
As at 31 December 2011
Shares and other variable-yield securities and units m unit trusts 450 170 12 672
Debt securities and other fixed mcome securities 1,673 2,011 30 3,714
Derwvatives (13) - - (13)
2,150 2,181 42 4,373

The fair value of financial instruments traded 1n active markets 1s based on quoted bid prices at the balance sheet date as
descnibed 1n the Basis of Accounting on page 18 These instruments are included in Level 1, and at the year end comprised
mainly government bonds (including index linked government bonds)

Where 1t 1s determined that there 1s no active market, fair value 1s established using a valuation technique These valuation
technques maximise the use of observable market data where 1t 1s available and rely as little as possible on entity specific
estimates If all sigmificant inputs required to fair value an istrument are observable, the instrument 1s mncluded in Level 2
At the year end Level 2 secunties comprised mainly corporate bonds and bonds from non UK government agencies Prices
for these secunities are taken mainly from vendor sources and have been evaluated using a consensus pricing method

If one or more of the significant mputs 1s not based on observable market data, the nstrument 1s included in Level 3
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The following table shows the changes in Level 3 instruments in the year

Level 3 mstruments at 1 January
Transfer (from) / to Level 3
Changes m market value
Purchases durmg the year
Disposals durmg the year

Level 3 instruments at 31 December

10 Tangible Assets

Book Cost

At 1 January 2012
Additions

Disposals

At 31 December 2012

Depreciation
At 1 January 2012

Charge for the period
Disposals
At 31 December 2012

Net Book Value
At 31 December 2012

At 31 December 2011

1l Cash at bank and in hand

Cash at bank and i hand

2012 2011
£m £m
42 31
) 8
- @)
- 36
(35) (29)
- 42
Computer &
telephone Furntture &
equipment fixtures Total
£000 £000 £000
36 185 221
- 420 420
36 605 641
36 151 187
- 34 34
36 185 221
- 420 420
- 34 34
2012 2011
£'000 £'000
5,154 7.735

The average interest rate earned by the Company on Cash at Bank and i Hand was 0 13% (2011 0 06%)
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L2 Other Debrors

Other debtors comprised

13

Current taxation
Other debtors

Prowvisions for Other Risks and Charges

Provisions for other risks and charges comprnised

At 1 January 2012
Utilised n the year
Interest movement
Profit and Loss Account charge

At 31 December 2012

2012 2011
£7000 £000
7,601 6,988
421 20
8,022 7,008
Deferred QOutwards Total
tax remsurance
premmums
£'000 £000 £'000
10,278 65,808 76,086
- (32,107) (32,107)
- 2,666 2,666
548 29,142 29,690
10,826 65,509 76,335

In accordance with FRS 19 a provision has been made for a deferred tax hability arismg from tming differences As at 31 December 2012
there was a recognised deferred tax bability of £10,826k m respect of unrealised gams on equities

14

Reconciliation of Operating Profit to Net Cash Inflow from Operating Activities

Profit on ordmary activities before tax

Deprecuation

Gans on realisation of investments

Unrealised losses/(gams) on mnvestments

Decrease/(increase) in debtors excluding tax

Decrease/(increase) n prepayments and accrued mcome

Decrease/(increase) in remsurers' share of techmcal provisions
(Decrease)/mcrease n technical provisions

Decrease i creditors excledmg tax

(Decrease)/mcrease mn provisions for risks and charges excluding deferred tax

Net cash inflow from operating activities

30

2012 2011
£'000 £'000
390,989 359,167
34 34
(2,439) (116,064)
{1,170) 153,128
6,499 (4,821)
782 (6,378)
555 (735)
(5,551) 7,342
(2,245) (2,579)
(299) 708
387,155 389,802




15 Cash Flows

Cash flows were invested as follows:
Decrease mn cash holdings
Purchases of shares and other varable-yield securities and units
i unit trusts
Sales of shares and other varable-yield secunities and units
in unit trusts
Purchases of debt securities and other fixed mcome securitics
Sales of debt securittes and other fixed mcome securities
Net increase/(decrease) i deposits with credit mstitutions
Net decrease m other (mcludmg dervative instruments)
Net portfolio mvestments for the period

Net investment of cash flows
16 Movements in Net Portfolio Investments
Net portfolo mvestments at 1 January

Net portfolio mvestments for the period
Changes m market values and exchange rate effects

Net portfolio nvestments at 31 December

17  Movements in the Profit and Loss Account

Profit and Loss Account at 1 January
Profit for the financial year

Profit and Loss Account at 31 December

18 Floating Charge over the Company's Assets

2012
£000

959,959

(970,598)
3,349,497
(3,008,714)
85,356
(37.823)

2012 2011 2011
£'000 £'000 £'000
(2,581) (7,391)
589,384
(559,188)
3,401,633
(3,072,168)
25,323
(12,321)
377,677 372,663
375,096 365,272
2012 2011
£000 £000
4,435,596 4,099,997
377,677 372,663
3,609 (37,064)
4,816,882 4,435,596
2012 2011
£'000 £000
4,313,781 3,948,920
379,415 364,861
4,693,196 4,313,781

On 7 September 1993 the Company executed a debenture deed granting HM Government a floating charge over the Company's
assets The terms of that charge restrict the Company from creating further charges without the consent of HM Government The
floating charge crystallises and takes effect as a fixed charge in the event, (nter alia, of default by the Company 1n meeting certain

of 1ts obligations to HM Government, and upon termination of the Retrocession Agreement

19 Capital Resources

The Company falls within the exclusion in Article 1 (2)(d) of EU Directive 2005/68/EC (Reinsurance Directive} The Financial
Services Authonty made, on application of the Company, a direction in January 2007 under section 148 of the Financial Services
and Markets Act 2000 which was renewed on 1dentical terms 1n July 2011 The effect of the direction 1s that, inter aha, the
Company’s capital resources requirement 15 zero and 1t 1s not required to hold equalisation provisions
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Members' Profile

as at 31 December 2012

Number of Percentage of Number of Percentage of
Members Members Votes Votes
Analysis by Jurisdiction
Austna 1 0 4% 1 0 0%
Belgium 2 09% 77 2 4%
Bermuda 7 31% 6 02%
France 7 31% 8 02%
Germany 5 22% 7 24%
Gibraltar 3 13% 5 02%
Guemnsey 33 14 3% 191 6 0%
Iceland 1 0 4% 0 00%
Isle of Man 15 6 5% 44 14%
Ttaly 2 09% 7 0 2%
Luxembourg 3 13% 14 0 4%
Malaysia 1 04% 0 0 0%
Malia 3 13% 0 0 0%
Republic of Ireland 22 % 6% 461 14 4%
Spain 1 0 4% 1 0 0%
Sweden 1 04% 6 01%
Switzerland 1 0 4% 1 00%
United Kingdom 75 32 6% 2191 68 3%
United States of Amenica 7 3 1% 19 0 6%
Active Underwnters of 190 82 6% 3,109 96 9%
Lloyd's Syndicates 40 17 4% 9 3 1%
230 100 0% 3,208 100 0%
Analysis by Number of Votes
0 85 370% 0 0 0%
1-25 124 53 9% 419 13 1%
26-50 7 31% 240 7 5%
51-100 7 31% 520 16 2%
101-150 2 09% 214 6 6%
151-200 1 04% 180 56%
201-250 1 04% 215 6 7%
251-300 0 00% 0 0 0%
301-350 i 04% 340 10 6%
351-400 0 0 0% 0 00%
401450 1 04% 436 13 6%
451-500 0 0 0% 0 00%
501-550 0 0 0% 0 0 0%
551-600 0 0 0% ¢ 0 0%
601-650 1 04% 644 20 1%
230 100 0% 3,208 100 0%
Note

Under Article 32 of the Articles of Association, for the first calendar year of membership a member shall have one vote
Thereafter, under the provisions of Article 30, a member has one vote for each £100,000 of premuum or part thereof for reinsurance
placed with the Company in the calendar year prior to the poll Under Article 31, 1f data for the prior calendar year 1s not available

when the votes are to be cast, data from the previous prior calendar year may be used
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