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STRONGHOLD HOLDINGS LIMITED

Report of the Directors

The Directors present their report and the consohdated financial statements of the Group for the year ended 31 December
2012

Principal activity

The only activities of the Group are carried out by i1ts insurance subsidiary  [ts business 1s described under Nature of
Business below

Nature of Business

The group’s only subsidiary, Stronghold Insurance Company Limited, 1s 1n solvent run-off This company’s main activity
1s the settlement and administratton of claims and the collection of reinsurance The majority of the habilities outstanding
relate to Asbestos and Environmental Pollution related claims

Risks and Uncertainties

There are fundamental uncertainties 1n the provision for claims outstanding This 1s tn part due to the long term nature of
the claims and n part due to the vagaries of the American legal system The Group constantly assesses the exposures and

wherever possible will seek to make favourable settlements

When 1t 15 commercially viable to do so commutations of both inwards and outwards claims risks are agreed with the
relevant parties The Group will continue to seek commutation opportunitzes 1n the future

Staff

The retention of key employees has been achieved through flexible working conditions Staff tumover s neghgible
Environmental Impact

The Group considers that 1ts impact on the environment 1s mimmat

Key Performance Indicators

As the Group 1s in run-off the Group’s key performance indicators are based on claims which remain outstanding both at
the gross and remnsurance level Gross outstandings have reduced mainly as a result of payments made in the year

2012 2011
uss’ o0 USS'000
Gross outstanding claims (including claims handling expenses) after discount 105.959 119.233
Asbestos and pollution related gross outstanding claims
(including claims handling expenses) after discount 93,016 108,237
Reinsurance recoveries on gross outstanding claims after discount 13,031 16,862

Results and dividends

After allowing for taxation, there was a Group profit on ordinary activities for the year of US$1,630,000 (2011 — loss
USS1,817,000)  The loss anses from the run off activines of the subsidiary undertaking The Directors do not
recommend the payment of a dividend for the year (2041 —Nil}




STRONGHOLD HOLDINGS LIMITED

Report of the Directors (continued)
Gomg Concern
The financial statements have been prepared on the going concern basis The Directors gave due consideration to the

going concern and iqudity rnisk guidance 1ssued by the Financial Reporting Council

As described 1n note 1(a) there are matenial uncertainties which cast significant doubt on the Group $ ability to continue
as a gong concern  The uncertainties derive principally from the long term nature of the group’s insurance hiabilities,
comprising reserves for asbestos. polluuon and other health hazards, rather than theirr short term cash 1ssues These
reserves have significant reinsurance assets that reduce the ultimate habilitres

Following their assessment of the uncertainties described above and in more detai] in the notes to the accounts, the
Directors and the Group have a reasonable expectation that the Group has adequate resources that enable 1t to continue in
existence for the foreseeable future For these reasons they continue to adopt the going concern basis 1n preparing the
tinancial statements

Directors
The names of the Directors at the date of this Report appear on page 2 All the Directors served throughout the year
The Directors at 31 December 2012 had the following wnterests in the share capral of the Company

At 3] December 2012 At 31 December 2011

Ordinary shares Ordinary shares
A M Duffy 40 40
H Sopher 40 40
K F Watkins 20 20

Disclosure of Information to Auditors

So far as each person who was a director at the date of approving thus report 15 aware, there 15 no relevant audit
information, being information needed by the auditor in connection with preparing its report, of which the auditor 1s
unaware Having made enquiries of fellow directors and the company’s auditor, each director has taken all the steps that
he/she 15 obhged to take as a director in order to make himself/herself aware of any relevant audit information and to
establish that the audutor 1s aware of that information

Chantable and pohitical donations

No donations were made for chantable or political purposes during the year

Auditors

Ernst & Young LLP are deemed to be reappointed as the Company’s auditors in accordance with Section 487(2) of the
Companies Act 2006

By Order ofithe Board

K F WATKINS
Dhrector

22 March 2013




STRONGHOLD HOLDINGS LIMITED

Statement of Directors’ Responsibilities in respect of the Financial Statements

The directors are responsible for preparing the Directors’ Report and the group 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 in accordance with United Kingdom Generally Accepted Accounting
Pracuce (Untted 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 Group and
the Company and the profit or loss of the Group for that period

In prepanng these financial statements, the directors are required to
= select suitable accounting policies and then apply them consistently,
= make judgments and accounting estimates that are reasonable and prudent, and
= gtate whether applicable UK Accounting Standards have been followed, subject to any material departures

disclosed and explained 1n the financial statements

The directors are responsible for keeping adequate accounting records that are su fficient to show and exptain the Group’s
transacttons and disclose with reasonable accuracy at any time the financial position of the Group and the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They are also responstble for
sateguarding the assets of the Group and the Company and hence for taking reascnable steps for the prevention and
detection of traud and other rregularities




STRONGHOLD HOLDINGS LIMITED

Independent Auditor's Report to the Members of Stronghold Holdings Limited

We have audited the financial statements of Stronghold Holdings Limited for the year ended 31 December 2012 which
comprise the Consolidated Profit and Loss Account, the Consolidated and Parent Company Balance Sheets, the
Consohidated Statement of Cash Flows, the Consolidated Statement of Total Recognised Gamns and Losses, the
Reconcihation of Movements 1n Consclidated Shareholders Funds and the related notes | to 23 The tinancial reporting
framework that has been appled in their preparation 15 apphcable law and United Kingdom Accounting Standards
(United Kingdom Generally Accepted Accounting Practice)

Tins report 1s made solely to the company’s members, as a body, 1n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we mught state to the company s members those
matiers we are required to state to them 1 an auditor’s report and for no other purpose To the fullest extent permtted by
law we do not accept or assume responsibility to anyone other than the company and the company’s members as a body,
for our audit work for this report or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully 1n the Directors” Responsibilities Statement set out on page 35, the directors are responsible for
the preparation of the financial statements and for being saustied that they give a true and fair view Qur responsibility 1s
to audit and express an opinion on the financial statements in accordance with applicable law and International Standards
on Auditing (UK and Ireland) Those standards require us to comply with the Audiung Practices Board’s Ethical
Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining 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
Thus includes an assessment of whether the accounting policies are appropriate to the group’s and the parent company's
circumstances and have been consistently applied and adequately disclosed, the reasonableness of significant accounting
estimates made by the directors, and the overall presentation of the financial statements In addition, we read all the
financial and non-financial information 1n the Annual Report and Financial Statements to idenufy material inconsistencies
with the audited financial statements If we become aware of any apparent material misstatements ot inconsistencies we
consider the implications for our report

Opimien on financial statements

In our opinion the financial statements

& give a true and farr view of the state of the group’s and of the parent company’s affairs as at 31 December 2012
and of the group's profit tor the year then ended,

= have been properly prepared in accordance with Unied Kingdom Generally Accepted Accounting Practice, and

= have been prepared in accordance with the requirements of the Companies Act 2006

Emphasis of matter — claims provision, ¢laims handling expense provision and going concern

In forming our opinton on the financial statements, which is not modified, we have considered the adequacy of the
disclosure made m note La to the financial statements concerming the group's ability to continue as a going concern The
conditions explaned n note la and 18 indicate the existence of a matenal uncertainty which may cast sigmficant doubt
about the group's ability to continue as a going concern The financial statements do not nclude the adjustments that
would result tf the group was unable to continue as a going concern

Opuon on other matter prescribed by the Companies Act 2006

In our opinion the information given 1n the Directors Report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

- PR - - [




STRONGHOLD HOLDINGS LIMITED

Independent Auditor’s Report to the Members of Stronghold Holdings Limited {continued)

Matters on which we are required to report by exception

We have nothing to report in respect of the foliowing matters where the Companies Act 2006 requires us 1o report to you
1f, 1n our opinion

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

the parent company financtal statements are not in agreement with the accounting records and returns, or

= certain disclosures of directors’ remuneration specified by law are not made, or

*  we have not received all the information and explanations we require for our audit

Eva%v\luj

Clifford Houghton (Senior statutory auditor)

for and on behalf of Emst & Young LLP, Statutory Auditor
London

Date 22- M“"‘""\ 2o I 2




STRONGHOLD HOLDINGS LIMITED

Consolidated Profit and Los s Account
for the year ended 31 December 2012

Notes
Technical account - General busmess
Discontinued operations
Gross premiums written 2
Qutwards reinsurarice premiums
Earned premiums. net of remsurance
Gross claims and claims handling expenses paid
Reinsurers share of claims pard
Net claims and claims handling expenses paid
Gross change n the provision for claims
Reinsurers’ share
Net change 1n the provision for claims
Claims and claims handling expenses incurred net of 4.5
remsurance
Net operating expenses
Total technical charges
Balance on the general business technical account
Non-technical account
Balance on the general business technical account
[nvestment income 8
Unrealised gains/(losses) on investments
Investment expenses and charges 9
Negative goodwill written back
Profit/{loss) on ordinary activities before taxation
Tax on ardinary activities 10

Profit/(loss) for the financial year

2012
US$'000  US$°000

64
(19)
45
19,936
(3,733)
16,203
(14,085)
3,861
(10,224)
5979
5979
(5,934)
(5,934)
4,682
2,909
(206)
7,385
179
1,630
1,630

2011
US$ 000  USS 000
141
(16)
125
14.193
(3.252)
10 941
(7.153)
571
(6 582)
4359
(1}
4,358
(4,233)
(4,233)
4,894
(2.405)
(@2s1)
2,238
178
(1,817)
(1,817)




STRONGHOLD HOLDINGS LIMITED

Consolidated Statement of Total Recognised Gains and Losses
for the year ended 31 December 2012

2012 2011
US$’000 US$ 000
Profit/(loss) for the financial year 1,630 (1,817}
Currency translation differences
on foreign currency net investment 105 (35)
Total recognised gains and losses relating to the year 1,735 (1,.852)

Historical Cost Profits and Losses

The inclusion of unrealised gains and losses in the profit and loss account to reflect the marking to market of investments
in the balance sheet 1s not deemed to be a departure from the unmodtfied historical cost basis of accounting Accordingly,
a separate note of historical cost profits and losses 1s not given

Reconciliation of Movements in Consolidated Shareholders' Funds
for the year ended 31 December 2012

2012 2011

US$000 Uss$ 000

Opening shareholders’ funds 6,509 8,361
Total recognised gains and losses relating to the year 1,735 (1,852)
Closing shareholders funds W W



STRONGHOLD HOLDINGS LIMITED

Consolidated Balance Sheet
as at 31 December 2012

Assets

Intangible assets
Negative goodwill

Tangible assets
Land and butldings

Investments
Other financial investments
Dceposits with ceding undertakings

Reinsurers’ share of technical provistons
Claims outstanding

Debtors
Debtors ansing out of reinsurance operations
Other debtors

Other assets
Cash at bank and 1n hand
Prepayments and accrued income

Accrued interest and rent
Other prepayments and accrued income

Total assets

10

Notes

14(b)

2012
US$’000

(s

1,215

20,911
634

921,595

13,051

2,073
11

2,084

12,191

1,044
24

1,068

120,469

2011
US$ 000

(854)

1.255

78,666
767

79,433

16,862

1,668
LG

1 687

33,680

905
24

929

132,952




STRONGHOLD HOLDINGS LIMITED

Consolidated Balance Sheet
as at 31 December 2012

Liabilities

Capital and Reserves
Called up share capital
Profit and loss account
Shareholders’ funds

Technical provisions
Claims outstanding

Deposits recerved from remnsurers

Creditors

Ansing out of reinsurance operations

Other creditors including taxation and social security

Accruals and deferred income

Total habilhities

K F WATKINS
Director

22 March 2013

Notes

1

2012
US$°000

8,244

8.244

105,959

3,119

2,880
i

2,887

260

120,469

2011
US$ 000

6,509

6,509

119.233

4,317

2682

2682

211

132 952




STRONGHOLD HOLDINGS LIMITED

Parent Company Balance Shest
as at 31 December 2012

Fixed Assets
Investments
Shares in subsidiary undertakings

Current assets
Amounts owed by group undertakings

Creditors. amounts falling due within one year
Amounts owed to group undertakings
Accruals and deferred income

Net current assets
Net assets
Capital and reserves

Called up share capital
Profit and loss account

vy

F WATKINS
Director

22 March 2013

12

2012
Notes US$’000

2011
US§ 000




STRONGHOLD HOLDINGS LIMITED

Consolidated Statement of Cash Flows
for the year ended 31 December 2012

Net cash outflow from operating activities

Cash flows were invested as follows:
{Decrease)/increase 1n cash holdings

Net portfolio investment
[ncrease/(decrease) in portfolio iInvestments

Net investment of cash flows

Notes

19

20

20

20

Movement in opening and closing cash and portfohio investments

Net cash (outflow)/inflow for the period

Cash inflow portfolio investments

Movement anising from cash flows

Changes 1n market values and exchange rates

Total movement n cash and portfolio investments

Cash and portfolio investments net of financing at | January

Cash and portfolio investments net of financing at 31 December

13

20

20

20

20

20

20

20

2012
UsS$000

(13,640)

(21,883)

8,243

(13,640)

2012
USS’000

(21,883)
8,243

" (13,640)
4,396
9249
112,346

103,102

2011
US$°000

6.591

17,093

(24.084)

(6 991)

2011
US$ 000

17,093

(24,084)

(6.991)

(1,324)

(8.315)

120,661

112346




STRONGHOLD HOLDINGS LIMITED

Notes to the Financial Statements

@

(b)

(c)

Accounting pohcies
Basis of preparation

The group's financial statements, which consolidate the financial statements of the Company and 1ts wholly
owned subsidiary undertaking, have been prepared in accordance with the provisions of paragraph 9 and Part
1 of Schedule 6 (as modified by Part 3) of The Large and Medium-sized Companies and Groups {Accounts and
Reports) Regulatons 2008 relating to insurance groups and comply with the revised Statement of Recommended
Practice 1ssued 1n December 2005 (amended 1n 2006) by the Association of British Insurers The balance sheet
of the parent company 1s prepared in accordance with the provisions of Schedule | to The Large and Medium-
sized Companies and Groups (Accounts and Reports) Regulations 2008 The financial statements have also been
prepared 1n accordance with applicable accounting standards

The Company takes advantage of the exemption under Section 408 of the Companies Act 2006 from presenting its
own profit and loss account The result for the year dealt with in the financial statements of the parent undertaking
was Nil (2011 —Nil)

The Group financial statements incorporate the assets, habihities and resulis of the Company and ns subsidiary
undertaking

In preparing the financial statements for the year ended 31 December 2012, the Directors, having regard to the
matenal uncertainties which cast significant doubt about the company's ability to continue as a going concern
expressed in Note 18 as to the amounts at which the subsidiary undertaking’s technical provisions will ultimately
be settled. consider that the Group has adequate financial resources to meet its day to day obligations as they fall
due Accordingly the financial statements have been prepared on a going concern basis, without including any
adjustments that would be required should the financial resources of the Group prove inadequate This basis could
be invahidated if the resources of the Group were exhausted by adverse adjustments arising from the resclution of
the uncertainties referred to in Note 18

Technical account
) Premiums are accounted for and recorded in the technical zccount 1n the year of notification

(1)  Provision for claims outstanding comprises provisions for the estimated ulimate cost of claims notified but
not settled at the date of the balance sheet and for claims incurred but not noufied at that date, the provision
reflects anticipated remnsurance and other recoveries and takes into account future claims handling costs

The proviston for claims outstanding for environmental and asbestos losses, and other losses for Casualty
classes, together with related claims handling expenses, are included after taking into account the future
attributable investment earnings

Investment return

[nvestment return comprises interest and dividends on an accruals basis, together with realised and unrealised
investment gains and losses Realised investment gains and losses are calculated as the difference between net
proceeds on disposal and thewr purchase price Unreaslised investment gains and losses are calculated as the
difference between the valuation at the balance sheet date and their valuation at the last balance sheet date or
purchase price, if acquired during the year Unrealised investment gams and losses include adjustments in respect
of unrealised gains and losses recorded n prior years which have been realised during the year and are reported as
realised gamns and losses 1n the cumrent profit and loss account

14




STRONGHOLD HOLDINGS t.IMITED

Notes to the Financial Statements

G

{e)

0

(2

h)

Accounting policies (continued)
Investments

Financial investments are stated at bid market value Unrealised gains and losses are taken to the profit and loss
account

In the financial statements of the parent undertaking, shares 1in subsidiary undertakings are stated at histonical cost
Negative goodwill

Negative goodwill ansing on consohdation has been capitahised and 1s amortised through the profit and loss
account over a period of 20 years, estumated by the Directors to be the useful economic hfe

Fore 10 currencies

Foreign currency transactions are translaled to Umited States dollars at the rate applicable when recorded 1n the
books, with the exception of transactions in sterling and Canadian dollars, which are translated at the year end rate

Assets and habilhities, other than fixed assets which are converted at the rate ruling at the date of purchase, are
shown in the balance sheet at the year end rate

Exchange differences on foreign currency net investment are taken to the Statement of Total Recogrised Gains and
Losses

Deferred taxation

Deferred taxation 1s l'e(;OngEd in respect of all umung differences that have onginated but not reversed at the
balance sheet date where transactions or events that resuli in an obligation to pay more, or a nght to pay less, tax 1n
the future have occurred at the balance sheet date Deferred tax assets are recogmsed only to the extent that 1t 1s
more likely than not that there will be suitable taxable profits from which the future reversal of the underlying
timing differences can be deducted

Tangible fixed assets and depreciation

Land and Buildings

Land and buildings are stated at cost less depreciaion Depreciation is calculated from when the asset 1s brought
nto use so as to write off the cost of the asset less 1ts estimated residual vatue over its useful estimated hife of 23
years Depreciation 1s not charged on freehold land

Premiums

Premium income substantially relates to reinstatement premiums and 1s attributable to discontinued operations

15




STRONGHOLD HOLDINGS LIMITED

Notes to the Financial Statements

3 Segmental information

2012 2011
Techmcal account Us$°000 US$ 000
Gross premiums earned 64 141
Gross claims and claims handling expenses 1incurred (5,851) (7,040}
Gross techmical result (5,787) (6.899)
Remnsurance balances (147) 2,665
Net operating expenses - 1
Net techmical result (5,934) (4,233)

All premiums relate to general reinsurance business concluded in the United Kingdom The Group’s insurance
subsidiary ceased underwnting in 1987 and smce that date the company’s business has been discontinued In the
opinion of the Directors the Group s only mvolved in one activity, the settlement and administration of claims, and
accordingly no detailed analysis has been prepared

4 Net claims and claims handhng expenses incurred
Gross Reins Net
US$°000 US$000 US$000
2012
Claims paid 16,651 3,733 12,918
Claims handling expenses paid 3,285 - 3,285
19,936 3,733 16,203
Qutstandmng clatms carmed forward 105,959 13.031 92,928
QOutstanding claims brought forward (119,233) (16,862) {102,371)
Revaluation of outstanding claims brought forward (811) (30) (781)
(14,085) (3,861) (10,224)
Claums incurred 5,851 (128) 5,979
2011
Claims paid 10.951 3.252 7699
Claims handling expenses paid 3,242 - 3,242
14.193 3252 10,941
Outstanding claims carned forward 119233 16,862 102,371
Qutstanding claims brought forward (126,445} (17,436)  {109,009)
Revaluation of outstanding claims brought forward 59 3 56
(7.153) (571) (6 582)
Claims mncurred 7.040 2 681 4,359
5 Clamms handhing expenses paid
Claims handling expenses include
2012 2011

US$000 US$ 000

Auditors remuneration - audit of financial statements of the parent

company and the group 4 4
- audit of financial statements of the subsidiary
undertaking 17 116
- other services pursuant to fegislation
including the audit of the regulatory return 26 25
Depreciation 40 40

16




STRONGHOLD HOLDINGS LiMITED

Notes to the Financial Statements

6

Staff costs
2012 2011
US$’000 US$ 000
Wages and salanes 587 553
Social security costs 71 66
Other pension costs 79 75
737 694

The average monthly number of employees employed, excluding directors, during the year was

made up as follows

Management 1 1
Claims 5 5
Directors’ emoluments
T'he total remuneration recetved by the Directors for the year is as follows
2012 2011
Uss USS
Fees 459,290 404,030
Other emoluments - -
459,290 404 030
The highest paid director received emoluments of US$379 290 (2011 - US$324,030)
Investment income
2012 2011
Uss'o00 US$'000
Income from histed invesiments 3,503 3,465
Income from other investments 242 249
Other interest receivable 9 48
Gains on the realisation of investments 628 1,132
4,682 4 894
Investment expenses and charges
2012 2011
US$'000 Us$000
Investment management expenses 200 230
Interest payable - on remsurance balances 6 21
206 251

17




STRONGHOLD HOLDINGS LIMITED

Notes to the Financial Statements

10

11

Taxation

(a) No provision has been made in the financial statements for UK corporation tax on the assessable profits for the
year as they have been set off against losses of previous years

(b) Factors affecting current tax charge
The tax assessed for the peniod 1s lower than the standard rate of corporation tax inthe UK of 24 5% (2011 -

26 5%)
The differences are explained below

2012 2011
USs*000 US$ 000
Profit/(loss) on ordinary activities before tax 1,630 (1.817)
Profit/(loss} on ordinary activities multiplied by standard rate of
corporation tax in the UK of 24 5% (2011 — 26 5%) 399 (482)
Expenses not deductible for tax purposes 6 (76)
Tax on currency translation differences (43) 3
Unrelieved losses carried forward - 561
Utlisation of tax losses (362) -

(c) Factors that may affect future tax charges

The group has tax losses arising in the UK of £7 182m (2011 - £8 097m) that are available indefinitely for offset
against future taxable profits of the company in which the losses arose The deferred tax asset has not been
recognised in respect of these losses due to the uncertainty of its recovery

Deferred taxation

Details of the deferred 1ax asset calculated at 23% (2011 - 25%) not included 1n the financial statements are given
below The deferred tax asset 1s not recogmsed due to the uncertainty of 1ts recovery

2012 201

USs$'000 Us$ 000
Other timing differences (649) (684)
Decelerated capital allowances 8) (12)
Trading losses available for carry forward _ (2,666) (3.123)

(3.323) (3.819)

18




STRONGHOLD HOLDINGS LIMITED

Notes to the Financial Statements
12 Intangible assets

Negative goodwll

Cost

Balance 1 January

Addions durning year

Balance 31 December

Amounts written back

Balance | January

Written back during the year

Balance at 31 December

Net book value at 31 December

13 Tangible fixed assets

Cost
Asat | January 2012

As at 31 December 2012
Depreciation

Asat | January 2012

Charge for year

Asat 31 December 2012

Net book value
As at 31 December 2012

As at 31 December 2011

14 (a) Investments of the Group

2012 2011
USS’000  USS$ 000
(3.575) (3,575)
(3,575) (3.575)
2,681 2,503
179 178
2,860 2,681
(715) (894)

Freehold land
and buildings
US$000
1,375

1,378

120
— 40
160
__1215

1,255

Current value

Historical cost

2012 201 2012 2011
US$’000 US$'000 US$’000 USS 000
Other financial investments
Shares in other variable-yield securities and shares in 10,327 10,978 11,092 12,459
unit trusts (histed)

Shares 1n other variable-yield secunties and shares in - - 430 430

unit trusts {unhsted)
Debt securities and other fixed income securities (listed) 77,766 64,614 76,935 65§70
Deposits with credit institutions 2,818 3074 2,818 3.074
90,911 78,666 91,275 81,933

(b) Cash at bank and in hand

The facility provided to the Group in respect of 1ts letter of credit habihties, amounting to US$8 877m (2011 -

US$8 709m) 1s secured by a charge over a bank account of an equal amount

19




STRONGHOLD HOLDINGS LIMITED

Notes to the Financial Statements
15 Substdiary undertaking

The Company owns 100% of the 1ssued share caputal of Strongheld Insurance Company Limited. an insurance
company registered in England

Stronghold Insurance Company Limited has retained losses as at 31 December 2012 and any future retained profits
are subject 1o a restriction on dividend payments by the Financtal Services Authority

The shares in Stronghold Insurance Company Linuted are valued in the parent company balance sheet at nil, this
being the historical cost

16 Share capital

2012 2011
USS Uss
Issued, called up and fully pard
100 ordinary shares of £1 each 162 162
The share capital comprises shares of one class only
17 Shareholders’ funds
Share Profit & Total
Capital loss a'c
Group Us$ 000 LiS$ 000 US$7 000
(Note 16)

2002
Balance at 1 January - 6,509 6,509
Currency translation differences

on forergn currency net investment - 105 105
Retained profit for the year - 1,630 1,630
Balance at 31 December - 8,244 8,244
2011
Balance at 1 January - 8361 8361
Currency translation differences

on foreign currency net investment - 3% (35)
Retained loss for the year - {1817 {1.817)
Balance at 31 December - 6,509 6509
Company
2012

Balance at 1 January - - -
Retamned profit for the year - - -
Balance at 31 December - - -

2011

Balance at | January - - -
Retained profit for the year - - -
Balance at 31 December - - -

20




STRONGHOLD HOLDINGS LIMITED

Notes to the Financial Statements

18

Claims outstanding

Gross Reins Net
US$ 000 US$ 000 US$ 000
2012
Provision before discounting 103,090 17,410 85,680
Discounting adjustment (25,550) 4,379) {(21,171)
77,540 13,031 64,509
Claims handling expenses 35,338 - 35,338
Discounting adjustment (6,919) - (6,919)
28,419 - 28,419
105,959 13,031 92,928
2011
Proviston before discounting 126.893 22 562 104 331
Discounting adjustment (31,764) (5,700) {26,064}
95129 16.862 78,267
Claims handling expenses 30.086 - 30,086
Discounting adjustment (5,982) - (5.982)
24 104 - 24,104
119233 16 862 102,371

The claims outstanding are those of the nsurance undertaking, Stronghold Insurance Company Limited, and
comprise primarily estimates of asbestos and environmental exposures In the opimon of the directors estimates of
these habilities are subject to greater variatnlity than other categories Estimates are usually difficult because of
1ssues such as a general lack of sufficiently detailed data, additional unresoived 1ssues such as whether coverage
exists, definion of an occurrence and determination and allocation of damage to financially responsible parties

Where appropriate, individual exposures are assessed using ground up methods and further reserves have been
established to cover additienal exposures on both known and unknown claims Other vanables which impact the
ultimate exposure to asbestos-related claims include the effect of bankruptcies, the extent to which non impaired
claimants can be precluded from making claims and strategies to broaden the population of defendant companies

The level of the related remsurance recoveries 1s dependent upon both the accuracy of the estimated gross
technical provisions and the ultimate ability to pay of the underlying security The reinsurance recoveries are stated
net of the provision for estimated tuture irrecoverable amounts

The level of the proviston for claims handling expenses 1s dependent upon the settlement of gross techmical
provisions, collection of related reinsurance recoveries and changes in the factors influencing these

Whilst the Directors consider that the gress provision for claims and the related reinsurance recoveries, together
with the provision for claims handling espenses, are fairly stated on the basis of the informatron currently avatlable
to them, the ulumate hability 15 considerably uncertain and will vary as a result of subsequent information and
events which may result in matenal adjustments to the amounts provided Adjusiments to the technical provisions
are reflected in the financial statements tor the period 1n which the adjustments are made

The provision for claims outstanding for environmental and asbestos losses, and other losses for Casualty classes
together with related claims handhing expenses, are included after taking nto account the future attributable
investment earrungs at an assumed compound discount rate of 3 30% (2011 — 3 50%) per annum The discount rate
15 calculated taking account of the fact that the subsidiary undertaking has a mixed portfolio of US Dollar and
Sterling investments and cash holdings and future claims will be settled mamly in US Dollars and future claims
handling expenses will be settled mainly in Sterling The assumed settlement pattern for gross claim payments
results in an average term for the habihities of 9 1 years (2011 — 92 years) This settlement paitern has been
denived from the historical development of claims payments approprate for the types of claims within these
classes, in particular those relating to environmental and asbestos losses Of the change 10 outstanding claims net
of reinsurance of $10 2m (2011 - $6 6m), $4 2m relates to the effect of discounting (2011 - $6 7m)
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Reconcihiation of result before tax to net cash flow from operating activities

Profit on ordinary activities before tax
Realised mvestment gains

Unrealised mnvestment (gains)/losses
Decrease n provision for claims outstanding

(Increase)/decrease 1n debtors, prepayments and accrued income
Increase/(decrease) in creditors, accruals and deferred income

Decrease 1n deposits with ceding undertakings
Decrease n deposits received from reinsurers
Negative goodwiil wrntten off

Depreciation

Net cash outflow from operating activities

Movement 1n cash and portfolio investments

Cash at bank and in hand and deposits with credit
institutions

Shares and other variable-yield securities and
shares 1n unit trusts

Debt securities and other fixed income securities

Gross investment cash flows

Shares and other variable-yield securities and
shares in unit trusts

Debt securities and other fixed income
securities

2012 2011
US$'000 US$ 000
1,630 (1817
(628) (1,132)
2,909 2,405
(10,224) (6,582)
(583) 1.613
3n 981)
109 114
(1,208) 473)
(179) (178)
40 40
(13,640) (6 991)
At Cash Changes At
1 Jan flow to market 31 Dec
2012 value and 2012
CuITencles
USE 000 Uss$ 000 USS$ 000 US$'000
36,754 (21,883) 138 15,009
10,978 (1,807) 1,156 10,327
64,614 10.050 3,102 77,766
112,346 (13,640) 4,396 103,102
Purchases Sales Total
US$’ 000 US$°000 Uss’ 000
2,849 (4,656) (1,807)
29,864 (19,814) 10,050
32,713 (24.470) 8,243
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Related party transactions
Emoluments paid to Directors are disclosed in note 7

Ms A M Duffy and Mr H Sopher, directors of Stronghold Holdings Limuted, are also directors of Isis Consulting
Inc  During 2012 Isis provided Stronghold Insurance Company Limited with consultancy services for tees
totalling US$950,000 (2011 — US$1 000 000), of which US$50,000 (2011 — USS Nil) was outstanding at 31
December 2012

Pension scheme

Employees, excluding directors, are members of a defined contribution personal pension scheme to which the
Group contributes

Financial Services Authonty Regulatory Reporting

The consohdated financial statements wnclude outstanding claims and future claims handling expenses on a
discounted basis For regulatory reporting purposes. to the Financial Services Authority, discounting Is no longer
allowed and the regulatory reporting requirement for a company to maintain capital resources equivalent to 1ts

capital resource requirement 15 not met by the nsurance company subsidiary as a result The Financial Services
Authonty have indicated they do not intend to take any action in respect of this mater
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