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LIMIT (NO.7) LIMITED

DIRECTORS’ REPORT

The directors submit their report together with the audited financial statements for the year ended 31 December 2005.
Principal activity

The principal activity of the company is to act as a corporate member of Lloyd’s and to participate in the Lloyd’s
insurance market through the provision of underwriting capacity to various Lloyd’s syndicates which underwrite
insurance and reinsurance business. The company disposed of all its syndicate capacity for the 1999 year of account and
is currently running off certain 1997 and 1998 syndicate participations. Its remaining open years are the 1997 and 1998
years of syndicate 957 and the 1998 year of syndicate.

As a result all underwriting bustuiess is treated as discontinued.

Business review and future developments

The company does not intend to participate in the Lloyd’s insurance market after the run-off of the 1997 and 1998
accounts are completed.

Results and Dividends

The results for the Company are set out i the profit and loss account on pages 6 and 7. The loss for the year was
£758,000 (2004: loss £2,856,000). The directors do not recommend the payment of a dividend (2004: £nil).

Directors
Details of the directors that served during the year are shown on page 2.
At no time during the year did any director have a beneficial interest in the shares of the Company.

The directors are not required to disclose any interests they may have in the shares of the ultimate controlling entity,
QBE Insurance Group Limited, which is incorporated in Australia.

Creditor payment policy

The company does not follow a published code or standard on payment practice, although its policy is to pay amounts
due within the relevant period of credit included in the terms and conditions under which business transactions with
suppliers are conducted. The company has no trade creditors.

Statement of directors’ responsibilities

Company law requires the directors to prepare financial statements for each financial year that 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 preparing those
financial statements, the directors are required to:

s  Select suitable accounting policies and then apply them consistently, with the exception of changes arising on
the adoption of new accounting standards in the year;

e Make judgements and estimates that are reasonable and prudent;

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

s Prepare the financial statements on the going-concern basis, unless it is inappropriate to presume that the
Company will continue in business.

The directors confirm they have complied with the above requirements in preparing the financial statements.

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
Companies Act 1985. They are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.
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LIMIT (NO.7) LIMITED

DIRECTORS’ REPORT

Auditors

The shareholders have dispensed with the requirement to hold annual general meetings and with the requirement to
appoint auditors annually, through an elective resolution. PricewaterhouseCoopers LLP remain the company’s auditors.

By order of the board,

Tyt

H G Pallot
Secretary
London

31 October 2006
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LIMIT (NO.7) LIMITED

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF LIMIT (NO. 7) LIMITED

We have audited the financial statements of Limit {No.7} Limited for the year ended 31 December 2005 which comprise
the Profit and Loss Account, the Balance Sheet and the related notes. These financial statements have been prepared
under the accounting policies set out therein.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report and the financial statements in accordance with applicable
law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out
in the Statement of Directors’ Responsibilities.

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

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

We read the Directors’ Report and consider the implications for our report if we become aware of any apparent
misstatements within it.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements. It also includes an assessment of the significant estimates and judgments made by
the directors in the preparation of the financial statements, and of whether the accounting policies are appropriate to the
company’s circumstances, consistently applied and adequately disclosed.

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

Opinion
In our opinion the financial statements:

e give a true and fair view, in accordance with United Kingdom Generally Accepted Accounting Practice, of the state
of the company’s affairs as at 31 December 2005 and of its loss for the year then ended; and

* have been properly prepared in accordance with the Companies Act 1985.

@ACMMM LCP

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London

31 October 2006

ANNUAL REPORT 5 31 DECEMBER 2005




LIMIT (NO.7) LIMITED

PROFIT AND LOSS ACCOUNT
TECHNICAL ACCOUNT - GENERAL BUSINESS

for the vear ended 31 December

2004
(restated)
2005 Note 1 (i)
Notes £ £ £ £
Written premiums, net of reinsurance
(Gross premiums written 2 (80) (143)
Qutward reinsurance premiums 4 86
Net premiums written (84) (57)
(84) (57)
Claims incurred, net of reinsurance
Claims paid
(Gross amount (3,405) (4,714)
Reinsurers’ share 2,523 2,494
(882) (2,220}
Change in provision for claims
Gross amount 3,481 710
Retnsurers’ share (2,739) (2,868)
742 (2,158)
Claims incurred, net of reinsurance (140} (4,378}
Net operating expenses 3 25 9
Balance on technical account - general business (199} {4,426}
The notes set out on pages 10 to 17 form an integral part of these Financial Statements.
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LIMIT (NO.7) LIMITED

PROFIT AND LOSS ACCOUNT
NON-TECHNICAL ACCOUNT

for the year ended 31 December

2005 2004
Notes £000 £000
Balance on technical account — general business (199) (4,426)
Investment income 4 180 139
Investment expenses and charges 3) (2
Other income - 21
Other charges {988) (5)
Loss on ordinary activities before taxation 7 (1,010} (4,273}
Tax on loss on ordinary activities 8 252 1,417
Loss on ordinary activities after taxation, retained for the
financial year (758) {2,856)

The results above are derived from discontinued operations.

There is no difference between loss on ordinary activities before taxation and the retained losses for the current and
preceding financial year stated above and their historical cost equivalents.

There are no recognised gains and losses for the current and preceding financial year other than those included in the
profit and loss account above and therefore no statement of total recognised gains and losses has been prepared.

The notes set out on pages 10 to 17 form an integral part of these Financial Statements.
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LIMIT (NO.7) LIMITED

BALANCE SHEET
at 31 December

2004 (restated)
2005 Note 1(i}
Notes £°000 £000
Assets
Investments
Other financial investments 9 5,287 4,992
Reinsurers’ share of technical provisions
Claims outstanding 2,708 5,071
Debtors
Debtors arising out of direct insurance operations
Intermediaries 2,331 3,459
Arising out of reinsurance operations 4,407 4,389
Deferred tax 10 1,647 2,289
Other debtors 11 1,483 3,434
9,868 13,571
Other assets
Cash at bank and in hand 796 1,798
Overseas deposits 64 105
860 1,903
Total assets 18,723 25,537

The notes set out on pages 10 to 17 form an integral part of these Financial Statements.
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LIMIT (NO.7) LIMITED

BALANCE SHEET
at 31 December

2004 (restated)

2005 Note 1 (i}
Notes £000 £°000
Liabilities
Capital and reserves
Called up equity share capital 12,13 - -
Profit and loss account 13 1,718 2476
1,718 2,476
Technical provisions
Claims outstanding 13,782 16,389
13,782 16,389
Creditors
Creditors arising out of direct insurance operations 661 771
Creditors arising out of reinsurance operations 1,582 2,335
Other creditors 14 950 3,541
3,193 6,647
Accruals and deferred income 30 25
Total liabilities 18,723 25,537

These financial statements were approved by the board of directors on 31 October 2006 and signed on its behalf by:

NG Jalert

D J Winkett
Director

The notes set out on pages 10 to 17 form an integral part of these Financial Statements.
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LIMIT (NO.7) LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Jorming part of the financial statements

1. Accounting policies
(a) Basis of preparation

The Financial Statements have been prepared in accordance with Section 225 of, and Schedule SA to, the Companies
Act 1985, and applicable accounting standards. The Company has adopted the recommendations of the Staternent of
Recommended Practice issued by the ABI dated December 2005 and Technical Release 1/99 “Accounting by Lloyd’s
Corporate Capital Vehicles” except in relation to the treatment for recognition of liabilities on payment of a reinsurance
to close as explained in the accounting policies below.

(12)] Cash flow statement

No cash flow statement is presented as the Company has taken advantage of the provisions of Financial Reporting
Standard 1 (FRS 1} (revised) which exempts subsidiary undertakings, 90 per cent or more of whose voting rights are
controlled within a group, from producing a cash flow statement, provided the consolidated Financial Statements in
which the subsidiary is included, being the consolidated Financial Statements of QBE Insurance Group Limited, include
a cash flow and are publicly available (see note 15).

(© Basis of accounting for underwriting business

The technical account — general business set out on page 6 has been prepared by aggregating the company share of the
underwriting transactions (premiums, claims and expenses) of the Lloyd’s syndicates of which the company is a member.

The Company’s share of the underwriting transactions is presented on an annual accounting basis under which insurance
profits or losses are recognised as they are earned.

The Lloyd’s syndicates in which the company participates are managed and controlled by their respective managing agents.
The accounting information in respect of these participations has been provided by the managing agents through an
information exchange facility operated by Lloyd’s and has been audited by the respective syndicates” auditors.

i. Gross premiums written

Gross premiums writien represent premiums on contracts incepting in the financial period, together with
adjustments arising in the financial period to premiums incepting in previous financial periods. Gross written
premiums are stated before deduction of commissions but net of taxes and duties levied on premiums.

i, Reinsurance premiums written

Outward reinsurance premiums and assoctated recoveries are allocated to the appropriate year of account on the
basis of the policy inception date.

iii. Claims incurred

Claims incurred comprise all claims payments and internal and external settlement expense payments made in the
financial period and the movement in the provisions for outstanding claims and settlement expenses, including
claims incurred but not reported, net of salvage and subrogation recoverable.
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LIMIT (NO.7) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

Jorming part of the financial statements

VI

(d)

Accounting policies (continued)
Basis of accounting for underwriting business (continwed)
Claims outstanding

Provision is made at the period end for the estimated cost of claims incurred but not settled at the balance sheet
date, including the cost of claims incurred but not yet reported to the Company. The estimated cost of claims
includes expenses to be incurred in settling claims and a deduction for the expected value of salvage and other
recoveries.

In calculating the claims outstanding provision, the Company uses a variety and where possible multiple
techniques to estimate the required level of provision, generally based upon statistical analyses of historical
experience. The projections given by the various methodologies also assist in settling the range of possible
outcomes. The most appropriate estimation technique is selected taking into account the characteristics of the
business class and the extent of the development of each accident year. Allowance is made for changes or
uncertainties which may create distortions in the underlying statistics or which might cause the cost of unsettled
claims to increase or reduce when compared with the cost of previously settled claims

Large claims tmpacting each relevant business class are assessed separately in order to allow for the possible
distortive effect of their development and incidence.

Provisions are calculated gross of any reinsurance recoveries. A separate estimate is made of the amounts that
will be recoverable from reinsurers based upon the gross provisions and having due regard to collectability.

Whilst the directors consider that the estimate of claims outstanding is fairly stated on the basis of information
currently available, there is inherent uncertainty in relation to the ultimate liability which may result in the
eventual cost of settling these liabilities being higher or lower than the amount calculated.

RITC

At the end of the third year, the underwriting account of each syndicate is normally closed by reinsurance into the
following year of account. The amount of the reinsurance to close premium is determined by the managing agent,
generally by estimating the cost of claims notified but not settled together with the estimated cost of claims
incurred but not reported at that date and claims handling costs.

Where the Company has increased or decreased its participation from one year of account to the next, the
reinsurance to close paid is treated as a portfolio transfer from the closing year to the receiving year.

The payment of a reinsurance to close premium does not eliminate the liability of the closed vear for outstanding
claims, If the reinsuring syndicate was unable to meet its obligations, and other elements of Lloyd’s chain of
security were to fail, then the closed underwriting account would have to settle the outstanding claims. The
directors consider that the likelihood of such a failure of the reinsurance to close is extremely remote, and
consequently the reinsurance to close has been deemed to settle liabilities outstanding at the closure of an
underwriting account. This is a departure from the requirements of technical release 1/99. However, this treatment
is in line with industry practice and the Directors have concluded that this is the most appropriate accounting policy
under FRS18 "Accounting Policies”

Acquisition costs

Acquisition costs represent the expenses, both direct and indirect, of concluding insurance policies.

Exchange rates

Assets and liabilities expressed in US dollars, Canadian dollars and Euros are translated at rates of exchange ruling at 31
December, income and expenditure expressed in US dollars, Canadian dollars and Euros are translated at average
exchange rates for the period and underwriting transactions in other foreign currencies are included in the accounts at
historical rates, unless contracts to sell currency for sterling have been entered into prior to the year end, in which case
the contracted rates have been used.

Exchange gains or losses are recagnised in the profit and loss non-technical account,
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LIMIT (NO.7) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

Jorming part of the financial statements

1. Accounting policies (continued)
(e) Investment income
Investment income is accounted for on a receivable basis.

Investments and cash are held by the syndicates on a pooled basis, the return from which is allocated to underwriting
years proportionately to the funds contributed by each underwriting year. Investment income and all investment gains
and losses are dealt with through the non-technical account.

() Investments

All investments are stated at their market value at the relevant 31 December. Listed investments are stated at the mid-
market value at the close of business on the relevant 31 December or the last London Stock Exchange dealing day before 31
December. Debt securities and other fixed income securities are stated at market value at that date.

(g) Taxation

The charge for taxation is based on the results for the year adjusted for disallowable items. In accordance with the
provisions of FRS19, deferred tax has been recognised as a liability or asset if transactions have occurred at the balance
sheet date that give rise to an obligation to pay more taxation in the future or a right to pay less taxation in the future, An
asset is not recognised to the extent that the transfer of economic benefits in the future is uncertain. Deferred tax assets and
lrabilities are not discounted.

(h) Related parties

The Company has availed itself of the exemption available under FRS 8 not to disclose transactions which are with
entities that are part of the QBE Insurance Group, 90% or more of whose voting rights are controlled within the QBE
Insurance Group. This exemption is available to the Company as consolidated Financial Statements are publicly
available for QBE Insurance Group Limited, the ultimate holding company (see note 16).

(i) Change in accounting policies

The Company’s share of the underwriting transactions is presented on an annual accounting basis under which insurance
profits or losses are recognised as they are earned. This is a change this year, as previously insufficient information was
available on an anmual accounting basis; therefore accounts were prepared on a three year funded basis. This has no
material effect on the results either this year or last year, and no material effect on the net assets, either this year or last
year. It has affected the detailed presentation of the profit and loss account and balance sheet last year, and to that
extent, the prior year comparatives have been changed to ensure comparability with the 2005 numbers.
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LIMIT (NO.7) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

Jorming part of the financial statements

2. Segmental analysis — technical account

The following business has all been underwritten in the Lloyd’s insurance market, which has been treated as one
geographical segment and class of business for the purpose of Statement of Standard Accounting Practice No.25:
‘Segmental reporting’.

Segmental information in the format required by the Companies Act 1985 is as follows:

Gross Gross
premiums Gross claims operating Reinsurance
written incurred expenses balance
2005 £'000 £000 £000 £000
Direct insurance:
Accident and health (133) (32) 5 (50)
Motor (third party) - (1) - (32)
Motor (other classes) - - -
Marine, aviation and transport (1) (66) 3 27
Fire and other damage to property - - 3
Third party liability - - - -
Miscellaneous - - - -
(134) (99) 8 (106)
Reinsurance acceptances 54 175 17 (114)
(80) 76 25 (220)
2004 (restated)
Direct insurance:
Accident and health (102) (796) 1 1,83%
Marine, aviation and transport - (823) - 12
Fire and other damage to property (4) {199) - (19)
Third party liability (2) (234) - 8
Miscellaneous - - - -
{108) (2,052} 1 1,840
Reinsurance acceptances (35) (1,952) 8 (2,128)
(143) (4.004) 9 (288)
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LIMIT (NO.7) LIMITED
NOTES TO THE FINANCIAL STATEMENTS (continued)
forming part of the financial statements
3. Net operating expenses
2005 2004 (restated)
£'000 £°000
Brokerage (18) an
Syndicate operating expenses 5 6
Foreign exchange losses (12) 2
(25) 9
4. Investment Income
2005 2004
£000 £'000
Realised losses on investments (115) (126)
Investment income 295 265
180 139
5. Employees

The Company does not employ any staff as all staff are employed by fellow subsidiary undertakings. On 6 April 2005 all
staft contracts were transferred from Limit Underwriting Limited to QBE Management UK Ltd a fellow subsidiary
undertaking. No recharge has been made to the Company for the services provided by these staff.

6. Directors’ emoluments

The emoluments of the directors are paid by QBE Management (UUK) Limited for their services to the group as a whole. No
emoluments were payable to the directors in respect of their services to this Company for the year ended 31 December 2005
(2004 £nil).

7. Loss on ordinary activities before taxation

The audit fee for the company in the current and prior financial year has been borne by a fellow group undertaking.

8. Tax on loss on ordinary activities
Analysis of charge in period 2005 2004
£°000 £'000
Current tax:
UK corporation tax at 30% (2004:30%) (381) (414)
Overseas tax - 117
Adjustment to tax in respect of prior period 72 313
Total current tax (309) 16
Deferred tax:
Origination and reversal of timing differences 78 (869)
Adjustment to tax in respect of prior period 21) {564)
Total deferred tax 57 (1,433}
Tax on loss on ordinary activities {252) (1,417)
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LIMIT (NO.7) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

Jorming part of the financial statements

8. Tax on profit on ordinary activities (continued)
Factors affecting tax charge for the period

The tax for the period is lower (2004 — lower) than the standard rate of corporation tax in the UK (30%). The
differences are explained below:

Profit on ordinary activities before tax (1,010} (4,273)
Profit on ordinary activities before tax multiplied by standard rate of UK
Corporation Tax of 30% (303) (1,283)
Effects of-
Unrelieved foreign tax - 117
Other timing differences (78) 869
Adjustments to tax in respect of prior period 72 313
Current tax charge for the period (309) 16
9. Other financial investments
Market Market
Cost value Cost value
2005 2005 2004 2004
£000 £000 £000 £000
Debt securities and other fixed interest securities 5,303 5,287 5,052 4,992
10. Deferred tax asset

The deferred tax asset arises largely as a result of underwriting losses incurred. It is anticipated that future profits in the
group will more than offset these amounts.

Provision is made for deferred UK corporation tax at 30 per cent.

2005 2004
£000 £000
Deferred tax asset as at 1 January 2,289 856
Transfer from corporation tax (585) -
Deferred tax (charge)/credit in profit and loss account (37} 1,433
Deferred tax asset as at 31 December 1,647 2,289
Comprising:
Lloyd’s losses taxed in future years 1,647 2,289
Short term timing differences - -
Undiscounted asset for deferred tax 1,647 2,289
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LIMIT (NO.7) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

Jorming part of the financial statements

11. Other debtors

2005 2004

£000 £000

Lloyd’s distribution debtors 14 1,647
Amounts owed by group undertakings 302 -
Amounts receivable for group taxation relief 1,150 1,183
Other debtors 17 604
1,483 3,434

Lloyd’s distribution debtors represent the undistributed surpluses on run-off years of account of the syndicates in which

Limit (No.7) Limited participated.

12. Called up share capital
2005 2004
£ £
Authorised
100 Ordinary Shares of £1 each 100 100
Called up, allotted and fully paid
I Ordinary Share of £1 each 1 1
13. Reconciliation of movements in shareholders’ funds
Profit and
Share capital loss account Total 2005 Total 2004
£7000 £°000 £000 £°000
At 1 January - 2,476 2,476 5,332
Retained profit for the year - {(758) (758) (2,856)
At 31 December - 1,718 1,718 2,476
14. Other creditors
2005 2004
£000 £:000
Underwriting losses due to Lloyd’s - 3,505
Qther creditors 950 36
950 3,541

Underwriting losses due to Lloyd’s represents the net uncalled losses on run-off years of account of the syndicates in which

Limit (No.7) Limited participated.
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LIMIT (NO.7) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

Jorming part of the financial statements

15. Guarantees and contingencies

The company’s holding company, Limit plc, has entered into a deed of covenant to meet the obligations of Limit (No.7)
Limited to Lloyd’s. The total guarantee given by Limit ple under the deed of covenant amounts to £50,000 (2004: £50,000)
which together with ABC securities of £1,330,300 (2004: £nil) and a cash deposit of £58 (2004: £56) provides total “funds
at Lloyd’s” of £1,380,358 {31 December 2004: £50,056). Limit {(No.7) Limited has provided no capacity for the 1999 and
subsequent years of account.

The obligation under the deed of covenant is secured by a fixed and floating charge over the investments and other assets of
Limit plc in favour of Lloyd’s. Similar arrangements have been made in respect of other corporate member subsidiaries of
Limit ple.

Liability under the deed of covenant is limited to a fixed monetary amount. Accordingly, where the total value of
investments held by Limitplc has fallen below the total of all amounts covenanted in respect of each of its corporate
member subsidiaries, the enforcement by Lloyd’s of the deed of covenant in the event of a default by Limit (No.7) Limited
may result in the appropriation of a share of Limit ple’s funds at Lloyd’s that is greater than the proportion which Limit
{No.7) Limited’s overall premium limit bears to the total overall premium limit of the group. A similar result may ocour in
the event of default by other corporate member subsidiaries.

Of the total assets disclosed on the company’s balance sheet £11,768,095 (2004: £18,142,815), of which £5,287,229 (2004:
£4,992 972) are investments, are subject to Lloyd’s Premium Trust Funds or will become subject to them on realisation.
These funds will only be released to the company on the closing of the ran-off years of account,

16. Parent undertakings

The Company’s ultimate parent undertaking and controlling entity is QBE Insurance Group Limited, which is incorporated
in Australia. This is the largest group of undertakings into which the Company’s financial statements are consolidated. The
smallest group of undertakings into which the Company’s financial statements are consolidated is headed by QBE
International Holdings (UK} plc, which is incorporated in the United Kingdom. The consolidated financial statements for
QBE Insurance Group Limited and QBE International Holdings (UK) plc are available from the Company’s registered
office at Plantation Place, 30 Fenchurch Street, London, EC3M 3BD.

The Company’s immediate parent company is Limit Corporate Members Limited, which 1s incorporated in the United
Kingdom.
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