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HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009

DIRECTORS' REPORT

The Directors submut their Report and Financial Statements of the Company for the year ended 30 June 2009
PRINCIPAL ACTIVITY

The principal activity of the Company 1s the proviston of insurance services

BUSINESS REVIEW AND FUTURE DEVELOPMENTS

There have been no significant changes n the underlying activities of the Company during the year No sigmficant changes 1 the nature of the
business are expected 1n 2010 and the Directors are confident that the Company will return to profitability at the pre tax level dunng the coming year

On 8 July 2008, the ultimate parent company IAG Limited ("[AG") made an announcement to the Austrahian Secunues Exchange on changes to the
group's strategy, which was to concentrate on 1ts core capabilities and home markets, resulting 1n a refinement to 1ts UK business  1AG's new strategy
1n the UK was to focus on its speciahst underwnting and distribution businesses, therefore 1t decided that it would focus 1ts UK operations on Equity
Red Star ("ERS"), the Equity Direct division within Equity Insurance Brokers Lumisted and Barnett & Barnett as a stand-alone specialist
underwnter/distnbutor

As a consequence of this announcement, and following a number of approaches, IAG agreed to sell the Company to a Management Buy Out team led
by senior executives from the Equity group Completion occurred on 3rd February 2009 and resulted in a change in the parent undertaking from Legan
Consultants Limited 1o Hastings 888 (UK) Limated, a UK incorporated company established to act as the parent company for the Hastings Group

As a result of the 2008 losses, the Company's financial posiion had been matenally impacted, ending 2008 with net habilities of £4,556,861 (as
restated) Accordingly, on 18 December 2008 1t was recapitahsed, by 1ts then parent, by £14,975,000 with the 1ssue of 14,975,000 A Ordinary shares
of £1 each at par for cash As part of the acquisition agreement on 2nd February 2009 another 3,000,000 A Ordinary shares were 1ssued for
£3,000,000 to further improve the capital base of the Company

Performance and key performance Indicators
Turnover for the year was £47,845,366 (2008 - £47,668,500 - as restated)

The profit for the year after taxation amounted to £2,797,893 The loss after taxation for 2008 amounted to £19,928,419 (as restated) The Durectors
do not recommend the payment of a dividend

The Directors momtor the performance of the business with regard to key performance indicators including turnover, administration expenses and
average headcount

2009 2008 Change %
(As restated)
Turnover £47,845,366 £47,668,500 04%
Admimistration expenses £50,855,433 £70,519,320 (28%)
Average headcount 726 1,045 (31%)

The Directors were very pleased that despite the upheaval associated with the change in ownershtp, turnover for the year to 30 June 2009 has shghuly
increased over the corresponding penod n the previous year Admimistration expenses are sigmficantly lower than wn the corresponding perrod, mamly
as the result of necessary difficult decisions taken 1n 2008 that resulted m one off costs being reflected 1n the profit and loss account for that year This
included early 1n the current financial year the decision to close the call centres at Manchester and Lewcester which has resulted in the sigmficant
reduction in head count and has resulted i a lower cost base fot the Company going forward The Directors are optimistic and confident that the
performance of the Company will continue to show improvement in 2010

FSA settlement

On 28 July 2008, the Company reached a settlement with the Financial Services Authonty ("FSA™) over the cancellation of policies resulung from a
pricing error  In June 2007, the Company became aware that a software systems error had incorrectly rated policies tssued to around one per cent of
customers Afler assessing the situation, the Company contacied every affected customer and refunded unearmed premium to those who decided to
disconunue their cover
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HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009

DIRECTORS' REPORT (continued)

The settlement reached was for £735,000 and the Company has apologised to customers for any inconvenience caused and has written to affected
customers to explan that they may be entitled to compensation  The Company 1s pleased that the FSA has acknowledged that the breach was not
deliberate and has taken substantial remedial action 1n relation to 1ts systems and management

The settlement, and any associated cost, was fully provided for in the 2008 financial year (see Note 15)

HMRC assessment

On 23 September 2008 HM Revenue & Custems ("HMRC") 1ssued an assessment challenging the Company's VAT partial exemption status  The
Company does not agree with HMRC's opiion and has appealed agamnst the challenge However, as 1t 15 possible that HMRC's position may be
upheld, full provision has been made for the amounts clauned by HMRC (see Note 19)

Change of accounting policies

The Directers have camed out a review of the accountung policies used by the Company and 1denufied areas where they believe that the policies
previously applied did not correctly reflect the nature of the underlying transactions and were considered to be inconsistent with other companies in the
industry This has resulted 1n a change 1n accounting policies in relation to premiwum finance income and certain marketing costs and necessitated a
prior year restatement of the comparatives Details of the impact of these changes are set out tn Note 2

FENANCIAL RISK MANAGEMENT

The Company's operations expose 1t to a variety of financial risks that include the effects of changes in credit nsk, liquidity risk and interest rate tisk

The Company has in place a risk management programme that seeks to limit the adverse effects on the financial performance of the Company by
monitoning levels of debt finance and the related finance costs

The Company's finance department implements the policies set by the board of Directors

Competitive risk

Competitive pressure it the UK 1s a contunuing nisk for the Company, which could result tn 1t losing sales to it's key competitors The Company
mamtains a compehiive panel of insurers and constantly reviews margins to ensure competitive pnemg The Company further manages this nsk by
providing added value services to 1ts customers, having fast response times not only 1n supplying products but also 1n handling 2!l customer quenes and
by mantaining strong relationships with customers

Price nisk
The Company 1s exposed to price nisk due 1o normal inflationary increases 1n the purchase price of goods and services 1t purchases in the UK
Credut risk

The Company acts as an agent 1n broking insurable nsks and 1s not hable as pnncipal for premiums due to underwnters, premium refunds due to
clients or for claims payable to chents  Consistent with this, the Company has secured nsk transfer agreements from its panel of underwnters

Liguduity resk

The Company actively mamntains 2 muixture of debt finance and itercompany loans that are designed 10 ensure the company has sufficient available
funds for operauons and planned expansions Prior to the MBO, all intercompany loans were repaid and the Company no longer has debt finance

Legislanve, Regulatory and Solvency risk

The Company actively momitors 1t's compliance and solvency requirements of the Financial Services Authonty and 1s proactive in establishing robust
policies and procedures to ensure effective compliance

Interesi rate risk
The Company has both 1aterest bearning assets and habilities Interest bearing assets include cash balances and money market hiquidity funds which
cam interest at fixed and vanable rates The Directors review the appropnateness of this policy regularly

ISSUE OF SHARES

On 18 December 2008 the Company increased the authonsed share capital by £19,995,000 and the Company's then parent, Logan Consultants Limited,
was allotted 14,975,000 A Ordinary shares for consideration of £1 per share On 2 February 2009, the shareholder Logan Consuliants Limtted was
allotted a further 3,000,000 A Ordinary shares for consideration of £1 per share Both share 1ssues were made with a view to increase the capital base
of the Company
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HASTINGS INSURANCE SERVICES LIMITED I

For the year to 30 June 2009

DIRECTORS' REPORT (continued)

DIRECTORS
The names of the current Directors appear on page 1 Details of changes 1in Directors are shown below

M Hutton {resigned 8 January 2009)

N Potts (resigned 8 January 2009

1 R Sutherland (restgned on 3 February 2009)
R M Brewster (appointed on 3 February 2009)
P B Pavey (appointed on 6 February 2009)

As permitted by the Compantes Act 2006, the Company has maintained insurance cover for Directors and officers against habilities arsing in relatton
to the Company

EMPLOYEES

The Directors recogmse that staff should be kept informed, so far as pracucable, on matters of interest and concern to them as employees Their views
are sought and taken into account 1n making decisions which affect them Information 1s conveyed through meetings and the distnbution of circulars

Applications for employment by disabled persons are always fully considered, bearing 1n mund the aptitudes and abilines of the applicant concerned In
the event of members of staff becoming disabled every effort 1s made to ensure that their employment with the Company continues and that the
appropnate traimng 15 arranged

It 15 the policy of the Company that the traimng, career development and promotton of a disabled person should, as far as possible, be identical to that
of a person who does not suffer from a disability

PROVISION OF INFORMATION TO AUDITORS |
Each of the persons who are Directors at the time when this Directors' report 1s approved has confirmed that ‘

. so far as that Director 1s aware, there 15 no relevant audit information of which the Company’s auditors are unaware, and ‘
. each Director has taken all the steps that ought to have been taken as a Director in order to be aware of any information needed

by the Company's auditors 1n connection with prepanng their report and to establish that the Company’s auditor are aware of

that information

AUDITORS
KPMG Audit Pl resigned as audrtors duning the year and Rawlinson & Hunter were appointed in their stead The auditor, Rawhnson & Hunter, will be
proposed for reappointment 1n accordance with Section 485 of the Companies Act 2006

By Order of the Board

E Fitzmaurice
Director
8th March 2010
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HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009

STATEMENT OF THE DIRECTORS' RESPONSIBILITIES IN RESPECT OF THE DIRECTORS' REPORT AND THE FINANCIAL
STATEMENTS
The Directors are responsible for prepanng the Directors’ Report and the financial statements 1n accordance with applicable law and regulations

Company Law requires the Directors to prepare financial statements for each financial year Under that law they have elected to prepare the financial
statements n accordance with United Kingdom Generally Accepted Accounting Pracuice (Umited Kimgdom Accounting Standards and apphicable faw)

Under company law the Directors must not approve the financial statements unless they are sausfied 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 penod

In preparnng these financial statements, the Directors are required to
» select suitable accounting polictes and then apply them consistently,
« make Judgments and estmates that are reasonable and prudent,

« state whether apphcable UK Accounting Standards have been followed, subject to any matenal departures disclosed and explained in
the financial statements, and

« prepare financial statements on the going concern basis unless 1t 18 wnappropriate to presume that the Company will continue in
business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company's transachions and 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 2006 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 irregulanties




HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009
INDEPENDENT AUDITORS REPORT TO THE MEMBERS OF HASTINGS INSURANCE SERVICES LIMITED

We have audited the financial statements of Hastings Insurance Services Limited for the year ended 30 June 2009 which comprises the Profit and Loss
Account, the Statement of Total Recogmsed Gains and Losses, the Balance Sheet, and the related notes  The financial reporting framework that has
been apphed 1n therr preparation 1s apphcable law and Umted Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice)

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the Compames Act 2006 Our audit work
has been undertaken so that we might state to the Company's members those matters we are required to state to them n an auditor's report and for no
other purpose To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s
members as a body, for cur audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Statement of Directors' Respensibihities, the Directors are responsible for the preparation of the financial statements and
for bemng sausfied that they give a true and fair view Our responsibihity 15 to audit the financial statements n accordance with applicable law and
Intemational Standards on Audiing (UK and [reland) Those standards require us to comply with the Auditing Practices Board's Etlncal Standards for
Auditors

Scope of the audit of the financial statements

An audit involves obtaiming evidence about the amounts and disclosures 1n the financial statements sufficient to give reasonable assurance that the
financial statements are free from matenal misstatement, whether caused by fraud or error This ncludes an assessment of whether the accounting
policies are appropnate to the Company’s circumstances and have been consistently apphed and adequately disclosed, the reasonableness of sigmificant
accounting estimates made by the Directors, and the overall presentation of the financial statements

Opinion on financial statements

In our opinion the financial statements

*  give a true and fair view of the state of the Company’s affairs as at 30 June 2009 and of 1ts profit for the year then ended,
= have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and

«  have been prepared n accordance wath the requirements of the Companies Act 2006

Opimon on other matter prescribed by the Companies Act 2006

In our opimon the informauion given in the Directors' report for the financial pertod for which the financial statements are prepared 15 consistent with the
financial statements




HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009
INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF HASIINGS INSURANCE SERVICES LIMITED (continued)

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report 1o you (f 10 our opinion

+  adequate accounting records have not been kept or returns adequate for our audit have not been recerved from branches not visited
by us, or

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

»  certain disclosures of Directors' remuneration specified by law are not made. or

+  we have not recerved all the informauon and explanations we require for our audit

e ._SL_‘. - Q(Lg“—v"’\f

Kulwarn Nagra (Senior Statutory Auditor)
for and on behalf of Rawlinson & Hunter
Statutory Audistor & Chartered Accountants
Eighth Floor

6 New Street Square

New Fetter Lane

London EC4A 3AQ

/

8th March 2010
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HASTINGS INSURANCE SERVICES LIMITED

PROFIT AND LOSS ACCOUNT
For the Year to 30 June 2009

Notes
TURNOVER 1,3
Administrative expenses
OPERATING LOSS 4
Interest receivable and similar income 6
Interest payable and similar charges 7
LOSS ON ORDINARY ACTIVITIES BEFORE TAXATION
Tax credit on loss on ordinary activities 8
PROFIT / (LOSS) ON ORDINARY ACTIVITIES AFTER TAXATION 17

All of the company’s operations are classed as continuing

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
for the year ended 30 June 2009

Profit/{Loss) for the financial year and total recogrised gains and losses refating
to the year

Prior year restatement 2

Total gains and losses recogmsed since last annual report

The notes on pages 10 to 20 form an integral part of these financial statements

Year Ended Year Ended
30 June 30 June
2009 2008
{as restated)
£ £
47,845,366 47,668,500
(50,855,433) (70,519,320)
(3,010,067) {22,850,820)
1,068,041 1,300,703
(794,954) (2,206,511)
(2,736,980) (23,756,628}
5,534,873 3,828,209
2,797,893 (19,928,419)
2009 2008
(as restated)
£ £
2,797,893 (19,928419)
2,258,371 -
5,056,264 (19,928,419)




HASTINGS INSURANCE SERVICES LIMITED

Company Number 3116518
BALANCE SHEET
As at 30 June 2009

FIXED ASSETS
Intangible assets

Tangible assets

CURRENT ASSETS
Debtors
Listed current asset investment

Cash at bank and m hand

CREDITORS: Amounts falling due within one year
NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES
CREDITORS Amounts falling due after more than one year

PROVISIONS FOR LIABILITIES & CHARGES

NET ASSETS/(LIABILITIES)
CAPITAL AND RESERVES

Called up share capital
Profit and loss account

SHAREHOLDERS' FUNDS/DEFICIT) - All equity

These financial statements were approved and authorised for 1ssue by the Board of Directors on 8th March 2010

and were signed on its behalf by

E Fitzmaurnié
Director
8th March 2010

Notes 2009 2008
(as restated)

£ £

9 - 572 709
10 4 409,675 3,574 482
4 409,675 4.147.191

11 50 775,495 67.425 328
12 20 000,000 -
15 354,270 31,919 257

86 129,765 99 344.585
13 (65365.474) (96 089 364)
20.764,291 3,255 221

25 173,966 7402412
14 (3 817.526) (5134.273)
15 (5.140.408) {6 825 000)
16,216,032 (4,556,861)

16 22 980 000 5.005 000
17 (6 763.968) (9.561 861)
17 16,216,032 (4,556,861)

The notes on pages 10 to 20 form an intergral part of these financial statements
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HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009

NOTES TO THE FINANCIAL STATEMENTS

(@

&)

(©)

(d)

(=)

Statement of accounting policies

The following accounung palicies have been applied consistently in dealing with 1tems which are considered matenal in relation to the
Company's financial statements

Basis of preparation

The financial $tatements have been prepared under the historical cost convention, in accordance with applicable accounting standards in the
United Kingdom, the Compames Act 2006 and on a going concem basis, which the Directors believe to be appropnate for the following
reasons

» The Company was recapitahsed during the year by its immediate parent company through the 1ssuance of
A Ordinary shares for cash consideration of £17,975,000

» The Directors have reviewed the business ptans and cash flow forecasts of the Company for a penod of not less than 12

months from the date of signing these financial statements, which shows that the Company has sufficient resources to
meet 1ts obligations as they fall due

Accordingly, the Directors are of the opinion that 1t remains appropnate to prepare the financial statements on a going concern basis

Group accounts

The Company 1s itself a subsichary company and 15 exempt from the requirement to prepare group accounts by virtue of section 400 of the
Companies Act 2006 These financial statements therefore present mformation about the Company as an individual entity and not about its
group

Cash flow statement

The Company, being a subsidiary undertaking where 90% or more of the voung nghts are controlled within the group whose consolhidated
financial statements are publically available, 1s exempt from the requirement to draw up a cash flow statement 1n accordance with Financial
Reporting Standard |

Turnover

Turnover, represented by brokerage commussion, 15 recognised when cover commences with deferral of revenue for ongoing contractual
obligations Policy fees, including rmd-term adjustments, are recogmsed when received Premium finance fee income 1s recogmised at the
nception of the agreement when the Company has substantally met i's obligations, which 15 considered to be at inception of the
agreement, with a deferral of revenue for associated future costs

As detaled in Note 2 the Directors have camed out a review of the accounting pohcies used by the Company and tdentfied areas where
they behieve that the pohicies previously applied did not correctly reflect the nature of the underlymg transactions and were considered to be
inconststent with other companies in the tndustry Premium finance income had previously been recogmsed on the basis of sum of digits
basis and 15 now recognised at the inception of the agreement with deferral of revenue for associated future costs to reflect the fact that the
Company has substantially met 1t's obligations at mception The rmpact on these financial statements of this change in policy 15 detailed m
Note 2

Marketing costs
Marketing costs that can be directly related to the mtroduction of customers are expensed over the period that 1t 15 expected that the

customer will be retained by the Company

As detailed m Note 2 the Directors have carried out a review of the accounting policies used by the Company and 1dentified areas where
they believe that the policies previously apphed did not correctly reflect the nature of the underlying transactions and were considered to be
wmeonsistent with other companmies n the industry The specific markeung costs dentified had previously been expensed to the Profit and
Loss Account as incurred The ympact on these financial statements of this change in pohicy 15 detailed i Note 2

-10-
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HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009
NOTES TO THE FINANCIAL STATEMENTS (continued)

M

(®

(h

()]

Q)

()

M

Statement of accounting poheles (continued)
Intangible assets and goodwill

Goodwill represents the excess of cost of acquisition over the fair value of separable net assets acquired and 1s amorused in equal annual
mnstalments over its estmated useful hife The carrying value of goodwll 1s reviewed for tmpairment :f events or changes in circumstances
mdicate that the carrying value may not be recoverzble

Intangible assets purchased separately from a business are capitalised at their cost and amortised over therr estimated lives

Tangible fixed assets

Tangble fixed assets are depreciated on a straight line basis over their useful economic hives and are stated 1n the balance sheet at cost less
accumulated depreciation All fixed assets are depreciated over 4 years, unless their useful economic hife 15 assessed to be shorter, 1n which
case the shorter penod 15 used

Listed investments

Investments held as current assets are stated at the lower of cost and net realisable value as determined by their quoted price at the balance
sheet date

Insurance debtors and creditors

Insurance brokers normally act as agents m placing the msurable nsks of ther chents with msurers and, as such, generaily are not hable as
principals for amounts ansing from such transactions Notwithstanding such legal relationships, debtors and creditors ansing from
msurance broking transactions are shown as assets and habihiies 1n recogninon of the fact that the insurance broker 15 entitled to retain

mvestment income on any cash flows ansing from such wansactions

Balances ansing from msurance broking transactions included under debtors and creditors are only offset to the extent permutted under the
provisions of Financial Reportung Standard 5*Reporting the substance of transactions’

Leasing commitments

Assets held under finance leases are capitalised in the balance sheet and are depreciated over their useful lives The capital element of future
obligations under finance leases 15 mcluded within Labilittes i the balance sheet and the mterest element of obligations under finance
leases 1s expensed on a sum of digits basis over the term of the lease

Rentals payable under operating leases are expensed on a straight kine basis over the term of the lease

Benefits recerved and receivable as an incentive to sign an operating lease are recognised on a straight ine basis over the penod until the
date the rent 15 expected to be adjusted to the prevaiiing market rate

Pensions

Some employees participate m a defined contribution pension scheme  The pension charge represents the amount payable by the Company
to that scheme m respect of the perted

Deferred tax

Full provision 1s made for deferred tax assets and habilities ansing from all tming differences between the recogmtion of gamns and losses
in the financial statements and recognition m the tax computation

A deferred tax asset 1s recogmsed only 1f 1t can be regarded as more Itkely than not that there will be smtable taxable profits from which the
future reversal of the underlying timing differences can be deducted

Deferred tax assets and liabilities are calculated at the tax rates expected to be effective at the time the uming differences are expected to
reverse

Deferred tax assets and habihties are not discounted, unless matenal
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HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009

NOTES TO THE FINANCIAL STATEMENTS (continued)

2

Prior year restatement

The Directors have camed out a review of the accounting policies used by the Company and 1dentified areas where they believe that the
pohicies previously applied did not correctly reflect the nature of the underlying transactions and were considered to be mconsistent with
other companies m the mdustry This has resulted wmn a change 1n accounting policies n relation to premium finance mcome and certamn

marketing costs (as detaled in Note 1) and necessitated a prior year restatement of the comparatives

The impact of the change of accounting policies on the prior penod comparatives ts noted below

As previously Prior period As restated
reported restatement

£ £ £
2008
Turnover 47,981,414 (312,914) 47,668,500
Admmistrative expenses (70,178,839) (340,481) (70,519,320)
Loss on ordinary activities before taxation (23,103,233) (653,395) (23,756,628)
Debtors 65,166,957 2,258,371 67,425 328
Profit and loss account reserve (11,820,232) 2,258,171 (9,561,861)

The profit and loss account reserve pnior pentod restatement adjustment of £2,258,371 includes an adjustment to the reserves as at | July

2007 of £2,911,766, as detaled in Note 17

The impact of the change of accounting poticies on the current year financial results 1s noted below

Reported Impact of As reported
under previous  policy change
policy
£ £ £

2009

Turnover 47,588 495 256,871 47 845,366
Admunistrative expenses (53,268,137 2,412,704 (50,855,433)
L_oss on ordinary activities before taxation (5,406,555) 2,669,575 (2,736,980)
Turnover

Tumover represents net income from insurance broking and claims handling business, and legal representation fees receivable, all

origmnating from within the United Kingdom
Operating loss

The operating loss 1s stated after charging / (crediting)

Auditors remuneration - audit services
Auditors remuneration - non-audit services
Depreciation - tangtble fixed asset - owned

- leased
Amortisation - intangible fixed asset
Amortisation of goodwill
Impaument charge - poodwill
Loss/(Profit) on disposal of tangible fixed assets
Operaung lease rentals - land and buildings
Operatng lease rentals - office equipment and vehicles

Year to Year to
30 June 30 June
2009 2008
{as restated)

£ £
50,000 100,000
69,151 117,775
1,721,308 1,708,977
361,864 227,956
- 195,707

- 780,363

- 3,964,841
469,213 (3,603)
741,005 2,445,151
35,562 137,083




HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009

NOTES TO THE FINANCIAL STATEMENTS (continued)

5  Staff costs
Year to Year to
Staff costs were as follows 30 June 30 June
2009 2008
£ £
Salares 18,958,450 19,366,487
Social secunity costs 1,455,013 2,790,118
Pension costs 354,363 396,087
20,767,826 22,552,692
The average number of persons employed during the year was
Sales and customer services 321 545
Claims 181 212
Admmistration 224 288
726 1,045
Prior to the Management Buy Out (see page 2) the emoluments of N Utley, T Ablett, E Fitzmaunice, M Hutton, N Potts and | Sutherland
were paid by Equity Insurance Management Limited a fellow [AG group undertaking and charged to other group compames There were no
recharges (2008 - £N1l) made from this or any other IAG group company 1n respect of their services as Directors of the Company
The Directors' emoluments, excluding pension contributions, dunng the year amounted to £898,170 (2008 - £647,204) The remuneration
of the tughest paid drrector during the penod amounted to £782,915 (2008 - £184,226)
The aggregate value of Company pension contributions mn respect of the Directors duning the year amounted to £35,945 (2008 - £26,217)
Company contributions to the defined contribution pension scheme in respect of the highest paid divector were £30,067 (2008 - £m1]) There
were 2 (2008 — 7) Directors in the Company's defined contribution scheme dunng the year
6  Interest receivable and similar income Year to Year to
30 June 30 June
Interest recervable compnises 2009 2008
£ £
Interest on loan to Logan Consultants Lumited 381,887 812,346
interest on loan to Hastings 888 (UK} Limited 24,723 -
Interest on loan to Lucky 888 Global Limited 8,626 -
Bank interest receivable 652,805 488,357
1,068,041 1,300,703
7  Interest payable and similar charges Year to Yesar to
30 June 30 June
Interest payable compnises 2009 2008
£ £
Fmance charges payable under finance leases 10,695 17911
Interest payable on subordinated loans 159014 -
[nterest payable to Advantage Insurance Company Limited 616,978 -
Other Interest 8,267 -
HMRC late payment nterest (see Note 19) - 1,500,000
Interest payable on receivables financing - 688,600

794,954 2,206,51t

- 13-




HASTINGS INSURANCE SERVICES LIMITED

For the year to 30 June 2009

NOTES TO THE FINANCIAL STATEMENTS (continued)

8

Tax on loss on ordinary activities

Year to Year to
{a) Analysis of credit in year 30 June 30 June
2009 2008
(as restated)
£ £
Current tax
UK Corporation tax on losses of the year - (1,616,305)
Over provision 1n respect of prior penods (3,460,108) (2.211,804)
Total current tax credit (3,460,108) (3,828,209)
Deferred tax
Current peniod deferred tax credst {Nate 8(c)) (2,074,765) -
Tax credit on ordmary activities (5,534,873) (3,828,209)
Year to Year to
(b) Factors affecting tax charge for the pered 30 June 30 June
2009 2008
{(as restated)
£ £
Loss before taxation (2,736,980) _ {23,756,628)
Tax at 28% (2008 - 29 5%) {766,354} (7.008,205)
Disallowed expenditure 64,792 1,505,534
Depreciation tn excess of capitat allowances 414,515 628,935
[ncome of prior penods taxed in current year 632,344 -
Relief for expenditure of prior periods 1n current year (2,958,009) -
Tax losses group rehieved without payment 154,41 -
Tax losses not recopmised 2,458,241 3257331
Adjustment in respect of prior periods (3,460,108) (2,211,804)
Current tax credut (3,460,108) (3,828,209)
(¢) Deferred tax asset
The movement n the pertod 1n the net deferred tax asset (see Note 1) s as follows
Year to Year to
30 June 30 June
2009 2008
(as restated)
£ £
At begmnmg of year 930,105 930,105
Deferred tax credit for the period {Note 8(a)) 2,074,765 -
At end of period 3,004,870 930,105
Deferred tax asset ts analysed as follows
Decelerated capital allowances 1,083,072 128,559
Taxaton losses 1,373,240 -
Other timing differences 548,558 801,546
3,004,870 930,105

The deferred tax asset of £1,083,072 {2008 - £128,559) relates to carred forward available capital allowances in excess of depreciation,
£1,373,240 (2008 - £N1]) relates to taxation losses available for offset against future trading profits and £548,558 (2008 - £301,546) relates
to other nming differences that are expected to reverse 1n later accounting pertods

{d) Factors affecting the tax charge for future penods

Unprovided deferred tax asset m relation to trading losses amounts to £1,085,000 (2008 - £2,908,754)
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For the year to 30 June 2009
NOTES TO THE FINANCIAL STATEMENTS (continued)

9

Intangible assets

Goodwill Other Total
£ £ £
Cost
At 1 July 2008 7,803,559 868,954 8,672,513
Reclassification (Note 10) - (868,954) (868,954)
At 30 June 2009 7,803,559 - 7,803,559
Amortisation
At 1 July 2008 7,803,559 296,245 8,099,804
Reclassification {Note 10) - (296,245) (296,245)
At 30 June 2009 7,803,559 - 7,803,559
Net book value at 30 June 2009 - - -
Net book value at 30 June 2008 - 572,709 572,709
[n January 2009, the net book value of the Websphere project was reclassified from [ntangible assets to Computer Software withm
Tangible assets
Tangible assets
Fixtures and Computer Motor Leasehotd Capital Work Total
Fittings Equipment Vehicles Improvements in Progress
£ £ £ £ £ £
Cost
At 1 July 2008 4,496,251 13,348,536 14,506 2,256,061 517,133 20,632 487
Purchases in the year 191,516 1,153,009 - 805,036 665,828 2,815,389
Reclassifications - 1,502,498 - - (633,544) 868,954
Disposals {1,512,561) (4,012,564) (14,506) (84,387) {182,266) (5,806,284)
At 30 June 2009 3,175,206 11,991,479 - 2,976,710 367,151 18,510,546
Depreciation
At 1 July 2008 3,936,085 11,161,348 14,506 1,946,066 - 17,058,005
Charge for the vear 431,395 1,345,075 - 306,702 - 2,083,172
Reclassifications - 296,745 - - - 296,745
Disposals (1,483,312) (3,765,074} (14,506) (74,159) - (5,337,051
At 30 June 2009 2,884,168 9,038,094 - 2,178,609 - 14,100,871
Net book value
At 30 June 2009 291,038 2,953,385 - 798,101 367,151 4,409,675
At 30 June 2008 560,166 2,187,188 - 309,995 517,133 3,574,482

Reclassifications include the transfer of the Websphere project from intangible fixed assets as detailed m Note 9

The net book value of computer equipment above mcludes £Nil (2008 - £248,522) n respect of assets held under finance leases

The net book value of fixtures & fittings above includes ENil (2008 - £113,342) in respect of assets held under finance leases

-15-
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For the year to 30 June 2009
NOTES TO THE FINANCIAL STATEMENTS (continued)

14

Debtors

Due in more than one year

Deferred tax asset (Note 8{c}))

Due within one year

Trade debtors

Amounts owed by Hastings 888 (UK) Limuted / Logan Consultants Limated
Amounts owed by related companies (Note 21)

Other debtors

Corporation tax receivable

Prepayments and accrued income

Listed current asset investment

Listed mvestments

The market value of the hsted investments ts not matenially different from their carrying amount

Creditors amounts falling due within one year

Trade creditors

Bank overdraft

Amounts owed to related companies {Note 21)
Obligations under finance leases (Note 14(a))
Accruals and deferred mcome

Gther creditors includmg taxation and social security

Creditors amounts falhing due after more than one year

Obligations under finance leases (Note 14 (a))
Claims handling provision
Subordinated loan (Note 14 (b))

(a) Finance leases

Amounts payable n respect of finance leases for plant and machinery are as follows

Amounts payable within one year
[n two to five years

Less finance charges allocated to future penods
Finance lease obligations are analysed as follows
Current obligations (Note 13}

Non-current obhgations

(b) Subordinated loan

30 June 30 June
2009 2008
(as restated)

£ £
3,004,870 930,105
36,155,047 39,048,928
3,309,491 18,389,505
749,156 74,028
3,203,009 2,599,214
- 2,970,766
4,353,922 3,412,782
50,775,493 67,425,328
30 June 30 June
2009 2008

£ £
20,000,000 -
30 June 30 June
2009 2008

£ £
1,780,994 3,010,459

- 175,233
52,762,284 73,721,046
11,468 259,282
9,940,326 18,049,497
870,402 873,847
65,365,474 96,089,364
30 June 30 June
2009 2008

£ £

- 55,644
3,817,526 3,078,629
- 2,000,000
3,817,526 5,134,273
12,401 270,160

- 56,394

12,401 326,554
(933) (11,628)
11,468 314,926
11,468 259,282

- 55,644

11,468 314,926

On 27 February 2008, the Company entered wnto a subordmated Loan Agreement with Equity [nsurance Holdings Limited for the sum of
£2,000,000 Interest was charged at 2% above Bank of England base rate The foan was secured and was not required to be repaid until at

least 26 February 2010 The loan was repaid as part of the MBO process
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NOTES TO THE FINANCIAL STATEMENTS (continued)
15  Provisions for Lialmlibes and Charges

Potential claims Leicester and  Dilapidations Compensstion Total provisions
Manchester payments and fine
£ £ £ £ £
At 1 July 2008 3,875,000 - 1,750,000 1,200,000 6,825,000
Utilised (3,875,000) (1,963,182) (543,405) (1,150,000) {7,531,587)
Charge/(credit) for year - 6,146,995 (250,000) {50,000) 5,846,995
At 30 June 2009 - 4,183,813 956,595 - 5,140,408

As at 30 June 2008 a commercial dispute existed with International Insurance Company of Hannover Limited Thus has been settled duning
the year at a cost of £3,875,000 including legal costs

Dunng the year the Directors decided to close the Lercester and Manchester call centres Despite strenuous efforts and sigmficant
mncentives offered, the Directors have been unable to 1dentfy new tenants for these premises Due to the current economic climate and the
location of the properties, the Dhrectors are of the opimion that they are unlikely to be able to sublet these premises without difficulty This
provision 1s expected to be utilised over the remautung lease pertods up to 2015

In 2007/8 year a full evaluation was made of the Company's repainng lease properties  As a consequence of this review, the Company
made a provision of £1,750,000 in order to make good maintenance and decorative obhgations which 1s expected to be utilised between
orne to three years Thus has been revised dunng the year following vanous decorative works carmed out during the year

A provision of £1,200,000 was made i 2007/8 in respect of a potential fine and associated compensation payments following a Financia!
Services Authonty mvestigation under the Treating Customers Fawrly regulatons This incident arose due to a systems problem which
resulted i customers bemg sent letters cancelling their policies The Company took immediate corrective action on discovery of the
problem and wrote to all those affected Dunng the current year the resulting fine and associated costs of £1,150,000 was paid and the
excess provision released

Share capital

30 June 30 June
2009 2008
£ £
Authonsed

A Ordinary shares of £1 each - 10,003,750
B Ordinary shares of £1 each - 625
C Ordinary shares of £1 each - 625
Ordinary shares of £1 each 30,001,250 -
30,001,250 10,005,000

Allotted, called up and fully paid share capital
A Ordmary shares of £1 each - 5,003,750
B Ordinary shares of £1 each - 625
C Ordnary shares of £1 each - 625
Ordinary shares of £1 each 22,980,000 -
22,980,000 5,005,000

On 18 December 2008 the shareholder passed a wnitten resolution increasing the authonised share capital by the creation of 19,995,000 A
Ordinary shares of £1 each On the same date the shareholder applied for and was allotted 14,975,000 A Ordinary shares of £1 each for
£14,975,000

On 2 February 2009 the shareholder appiied for and was allotted 3,000,000 A Ordinary shares of £1 each for £3,000,000

On 17 March 2009 the A, 8, and C Ordinary shares of £ each were reclassified as Ordmary shares of £1 each

-17-
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Reserves and reconcihation of movement in shareholders’ funds

At 1 July 2007 (as previously reported)
Pnor year restatement

At I July 2007 {as restated)

Issued share capital

Loss for the year (as previously reported)
Pror year restatement

At t July 2008 (as restated)

Issued share capital

Profit on ordinary activities after taxation

At 30 June 2009

Total
Profit and loss shareholders’
Share capital account funds
£ £ £
5,000 7,454,792 7,459,792
- 2,911,766 2,911,766
5,000 10,366,558 10,371,558
5,000,000 - 5,000,000
- (§19,275,024) (19,275,024)
- (653,395) (653,395)
5,005,000 {9,561,861) (4,556,861)
17,975,000 - 17,975,000
- 2,797,893 2,797,893
22,980,000 (6,763,968) 16,216,032

The profit and loss reserve and total shareholders funds have been restated following the pnior year restatement as detaled i Note 2

Details of the amounts at which these were onginally stated are detailed below

At 1 July 2008 (as previously reported)
Prior year restatement

At | July 2008 (as restated)

Operating lease commitments

1 otal
Profit and loss shareholders'
account funds

£ £
(11,820,232) (6,815,232)
2,258,371 2,258,311
(9,561,861) (4,556,861)

At 30 June the Company was commutied to making the following payments under operating leases i the following vear For 2009 these
figures do not include the commtments anising on the Leicester and Manchester property leases (see Note 15) which have been fully

provided for within these financial statements

2009 2009 2008 2008
Land and Land and
Buildings Other Buildings Other
£ £ £ £
Operating leases which expire
Within 1 - 2 years - 6,186 833,832 -
Between 2 - 5 years - 20,924 - -
After § years 538,964 - 1,200,000 -
538,964 27,110 2,033,832 -

S18-
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19 Excepaonal items

20

21

30 June 30 June
2009 2008
£ £
Admmmistrative expenses 5,846,995 14,005,801
Interest payable and similar charges - 1,500,000

Durmg the year the Company mncurred exceptional costs of £5,846,995 (2008 - £15,505,801)

VAT partial exemption status

HMRC has challenged the Company's partial exemption status The Company does not agree with HMRC's optmion and has appealed
agaunst the challenge but provided for £7,180,801 duning 2007/8 for the potental cost to the Company should the appeal fail In addition to
this amount, £1,500,000 had been provided relating to interest that may be payable 1f the HMRC VAT challenge 1s upheld

Dunng 2008/9 the Company has continued to provide for VAT based upen the HMRC proposed partial exemption method and therefore
should the Company's appeat fail, no further costs will need to be recogmsed within the financial statements 1n refation to this matter

Other provisions

Dunng 2007/8 provisions of £6,825,000 relating to other exceptional costs were made These are as detailed it Note 15 and are represented
by the provistons as at 30 June 2008 Movements on the provisions tn 2008/9 are also considered by the Directors to be exceptional n
nature and a net £5,846,995 has been charged 1n administrative expenses duning the year in relation to these matters

Subsidiary undertakings

Investinents in subsidiary undertakings at 30 June 2009 were as follows

Ordinary Principal

Shareholding Activity
1066 Direct Limnted 100% Dormant
Advantage Insurance Services Lunited 100% Dormant
Hastings Direct Accident Management Limited 100% Domant
Hastings Dhrect Limited 100% Dormant
Peoples Choice (Europe) Limited 100% Dormant

All of the subsidianies are incorporated 1in England and Wales

Related Parties

The Company 1s exempt under the terms of Fmanctal Reporting Standard 8 from disclosing related party transactions with entities that are
part of the Hastings 888 (UK) Limited group and IAG UK Holdings Lirmted group prior to the Management Buy Qut (see page 2)

Followmg the acquisiuon of the Company by Hastings 888 (UK) Lumited, Conquest House Limited and Advantage Insurance Company
Limited both remained related parties of the Company by virtue of the common ownership of thewr ultimate parent undertaking, Lucky 888
Global Limited and the parent undertakung, Hastings 888 (UK) Limited

Commussion earned by the Company m the penod i respect of palicies sold that were underwritten by Advantage Insurance Company
Limited was £22,556,878 (2008 - £22,564,867) Amounts owed to related companies (Note 13) include a creditor balance due to Advantage
Insurance Company of £52,762,284 (2008 - £63,678,635) Trade debtors include a debtor balance due from Advantage Insurance Company
of £295,268 (2008 - £Nil) which relates to claims

Within Accruals (Note 13) 1s an amount for rent payable to Conquest House Lumited of £83,333 (2008 - £2,100,000 - Trade creditors)

Duning 2009 the Company provided a loan facility to Lucky 888 Global Limited Interest on the loan 1s charged at 2% over LIBOR
Interest m the penod was £8,626 (2008 - £Nil)  The value of this loan as at 30 June 2009 was £749,156 (2008 - £Nil)

Subsequent to the Management Buy Out the Company continued to have a trading relationship with Equity Syndicate Management Lirmted
("Equity Red Star"), part of the 1AG UK Holdings Lunsted group Commussions eamned by the Company from the date of the Management
Buy Out were £1,113,195 and £140,582 was owed to Equity Red Star at the year end
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NOTES TO THE FINANCIAL STATEMENTS (continued)
22 Parent undertaking and controlling party

At the year end the Company's immediate parent undertaking and ultinate controlling party 15 Hasungs 888 (UK) Limited, whose
registered office 1s at Conquest House, Collington Avenue, Bexhill-on-Sea, East Sussex, TN39 3LW The consolidated accounts for
Hastings 888 (UK) Limited are available upon request from its registered office




