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Directors’ Report
Year ended 31 December 2011

The Directors of CNA Insurance Company Limited (“the Company” or "CICL") present their Annual Report and
Financial Statements for the year ended 31 December 2011

CICL's immediate parent undertaking 1s CNA Europe Holdings Ltd ("CNAE"} which 1s wholly owned by
Continental Casualty Company {"CCC") and The Continental Insurance Company (“CIC") CCC and CIC are a
part of CNA Financial Corporation (*CNAF") which, in turn, i1s controlled by the Loews Corporation References
to "CNA" in this report are to CNAF and its group undertakings including CCC and CIC

Forward-Looking Statements

This Directors’ Report may include statements which relate to anticipated future events (forward-looking
statements) rather than actual present conditions or hustorical events Forward-looking statements, by their
nature, are subject to a variety of inherent risks and uncertainties that could cause actual results to differ
materially from the results projected Many of these nisks and uncertainties cannot be controlled by CICL Any
forward-looking statements made in this Directors’ Report are made by CICL as of the date of this Directors’
Report Further, CICL does not have any obhigation to update or revise any forward-looking statement contained
in this Directors’ Report, even if CICL's expectations or any related events, conditions or circumstances change

Principal Activity

The principal activity of the Company 1s the transaction of general insurance business from its offices within the
United Kingdom and Continental Europe

Business Review
Results

Gross written premium for the year of £199 5 mithon increased by 12% over 2010 {£178 4 million) This growth
was predominantly generated by the newer specialist lines of business that have been a focus of iInvestment by
the Company in recent years The HealthPro, Renewable Energy and Technology practices now have well-
developed product offenngs and are operating in many of the countries in which the Company has branch
operations As a result, there were strong levels of new business in 2011 In addition, interaction with
underwriting colleagues in other CNA operations has enabled the Company to grow its multi-national business

The more traditional and mature lines of business such as Marine Cargo, Property, Casualty and Financial Lines
did not see premium velumes grow significantly in the year Rate levels remained under significant pressure in
the continuing soft market and the Company maintained its philosophy of imiting the expansion of these lines in
these conditions This approach led to reduced retention levels in certain areas The Company has also been
mindful of the 1ssues within the wider European economic environment and has sought to Iimit its exposures to
the potential iImpacts of the sovereign debt 1ssues in certain European countries

With a strong branch fectprint in the United Kingdom and Continental Europe and a well-developed portfolio of
specialist product offerings, the Company 1s well placed to leverage market opportunities and generate
sustained profitable growth The Company has also expanded its ability to service business originating outside
Europe During 2011 the Company applied to be included on the National Association of Insurance
Commissioners {"NAIC"} hst of ehgible surplus hines insurers  The Cempany 1s hsted with effect from 1 January
2012 and, as a result, 1s able to write surplus lines business emanating from the United States In addition, the
Company Is pursuing various reinsurer licences in South America and s already approved in Brazil

Again, the Company delivered a significant underwriting profit with a combined ratio at 92 8% (2010 — 84 1%)
This translated to an underwriting profit of £11 4 million (2010 - £23 1 million) Loss ratios related to the latest
accident year were broadly in line with expectations and reflected the rate levels, claim inflation and loss
incidence that were being seen in the Company’s lines of business

In 2011 the global insurance and reinsurance industry was heavily impacted by a senies of catastrophes which
included the Japanese tsunami, the Christchurch earthquake in New Zealand and the Queensland floods in
Australia  The Company experienced £2 3 million of claims from these three events in the 2011 acaident year
This amount is small relative to overall industry catastrophe losses during the year and reflects the Company's
approach of not targeting business in parts of the world which are heavily exposed to major catastrophe risks
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Directors’ Report - continued
Year ended 31 December 2011

Results - continued

Reserve releases contributed positively to the result with claims expernence being favourable against
expectations in a few areas In the shorter tail lines, such as Marine Cargo, Property and Renewable Energy,
there was an absence of large individual claims on prior acadent years  In the longer tail lines, notably Financial
Institutions, there were significant improvements relating to the outcome of large losses for accident years 2003
and prior For Professional Indemnity business there was an evident increase in loss frequency that led to
additions being made to prior year reserves

The expense ratio element of the combined ratio at 35 1% improved over 2010 at 36 9% The Company has
continued to make underwriting and technology investments but, at a time where there has been little growth in
traditional lines of business, expenditure has been closely controlled Projects to generate operational
efficiencies within the organisation continue to be a key area of focus

After investment returns and other income and expenses, pre-tax profits were £30 0 million (2010 — £41 7
million)  The continuing low interest rate environment resulted in investment income being lower than the
previous year even though streng cash flows meant that the investment portfolio increased significantly The
Company continues to maintain an investment portfolio entirely composed of corporate and government fixed
income secunities and bank deposits  The balance of the portfolio 1s the subject of continuous review with the
appointed investment managers to ensure that appropriate actions have been taken with regard to the unique
issues raised by the current European economic environment

The low level of foreign currency gains and losses reported in other income and charges reflects the fact that the
key currency rates were relatively stable durning the year However, the Company also ensures that exposures to
foreign currency movements are mimimised by a careful process of matching foreign currency assets and
habiities Surplus net assets are predominantly maintained in Sterling and Euro

Pre-tax profits of £30 0 million (2010 — £41 7 mullion) translated to after-tax profits of £20 ¢ million (2010 - £31 9
million} The effective tax rate for the year i1s higher than the standard United Kingdom corporation tax rate
primanly because of the impact of taxes in higher rate countries

Key performance indicators

e Gross wntten premiums (GWP} — £199.5 million (2010 - £178 4 million)
¢« Combinedratio — 92 8% (2010 — 84 1%),

. Expense ratio — 35.1% (2010 — 36 9%)

s  Profits before tax— £30.0 million (2010 — £41 7 mullion),

e  Net assets — £281 6 million (2010 - £275 O m:lhon)

Financial Position

The accounted capital base of the Company grew to £281 6 million from £275 0 million as at the end of 2010
The increase was the result of after tax-profits of £20 9 million offset by other equity movements related to
pensians and currency translation of £6 3 mithon and a dividend payment of £8 0 milhon The dividend payment
was made to the Company’s immediate parent company and was used to eliminate indebtedness between the
two entities and to equalise the capital position of the Group and of the Company

The net asset profile in the balance sheet i1s indicative of continued improvement in the financial strength of the
Company The exposure to reinsurers and other debtors has decreased whilst the value of the investment
portfolio has substantially increased The capital base remains strong in terms of the amount of business
underwnitten by the Company and 1t continues to allow room for longer-term strategic growth plans

Business Operations

The Company operates through branch offices that have been established in Belgium, Denmark, France,
Germany, Italy, the Netherlands and the United Kingdom In each of these locations domestic business 1s
underwritten, but the Company also underwrites cross-border under Freedom of Services into other EEA
countries In addrtion the Company 1s authonised to underwnte risks located in Switzerland through its regulated
status In that country The Company i1s included on the NAIC list of eligible surplus ines insurers with effect from
1 January 2012 and, as a result, i1s able to underwrite surplus lines business emanating from the United States
from this date
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Directors’ Report - continued
Year ended 31 December 2011

Business Operations - continued

Underwriting staff and certain support functions are located in the branch offices but the main support functions
are based in the United Kingdom in the Company’s offices in London and Norwich  Minster Court in London has
been the Company’s European headquarters and London Market operation since May 2010 During 2010 and
2011 improvements have alsc been made to some of the other branch offices

investments have been made in the underwniting and support teams in all branch locations but, otherwise, there
have not been significant changes toc the Company’s branch footprint or the portfolio of specialist product
opportunities that the Company pursues

Commercial Lines

The Company underwrites a broad-based Marine Cargo account focusing predominantly on domestic European
small to mid-sized nisks A small book of international (London market) business i1s also wnitten on a subscription
basis Opportunittes in the London Market wili be enhanced by the recent listing of the Company by the NAIC as
an ehigible surplus lines insurer The Company Is also well established in the French, Danish, Belgran and Italian
markets

Gross written premium for this line of business has been relatively static in 20710 and 2011 and weak economic
activity 1s a factor in this regard However, the focus on the approprniate alignment of this business to the areas
with greatest potential has been rewarded by improving results in recent accident years Some reserve releases
have been possible because of this improving loss experience

From the start of 2012 the Company Is separating a new Transport & Logistics ine from the Marine Cargo book
This will enable a specific focus on customers in the Transport and Logistics sector and enable the development
of products speafically to meet their needs

The Property and Casualty businesses have been consolidated with regards to underwnting management and
this 1s enabling a more co-ordinated approach to be taken to opportunities in this area The strategy in these
lines has been reviewed and an increasingly specialised approach is being taken A combined Property and
Casualty product 1s under development and an emphasis on speafic industries 1s being pursued

The Property book I1s primarily wrnitten in the United Kingdom from the Cempany’s offices in London and
Manchester The focus is on corporate and middle market customers and major nsk programmes A strong
underwriting profit was recorded in 2011,although premium levels were shightly below 2010 There were no
significant individual losses in the year and catastrophe losses were minimal 1n a year where there were a number
of significant industry catastrophe events Positive loss experience also led to some reserve releases

The Casualty business primarily compnses Public, Product and Employers’ Liability The business 1s written
mostly out of London and Paris, but some business 1s now being written in Benelux and Scandinavia The
Company avoids high hazard and long tait business in the Casualty sector

Again, there was no growth in the book and a careful review of the portfolic was undertaken The loss ratios on
recent accident years for pnimary business in the United Kingdom remain relatively high  Actions are being taken
to address the areas where there 1s a need to improve results Loss emergence on older accident years
continued to be within expectations and allowed for some reserve release  The French book i1s predominantly
for Contractors’ Liability and profitability has been strong in this area, as a result some expansion of appetite and
geographic reach in Europe 1s underway

Renewable Energy 15 written from the offices in the United Kingdom, Denmark, Italy and France and good
pregress has been made, especially in the Continental operations Larger international accounts are
underwntten from the London and Copenhagen operations, with the focus elsewhere being on mid sized pan-
European accounts and smaller domestic accounts Gross written premium levels were behind plan for the
London operation as refinements were made to the appetite for certain aspects of the business

The Technology line, an industry practice offering tallored insurance solutions te the technology and
communications sector set up in 2009, generated very strong premium growth in 2011 This business 1s now
being written in the United Kingdom and in most of the branch operations The suite of products 1s also
expanding, most recently with an offering for first and third party Cyber exposures The initial impact of
expenses for this new line has been mitigated significantly by the levels of growth in the last year and the
Company anticipates profitable growth of this business
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Directors’ Report - continued

Year ended 31 December 2011
Specialty Lines

Financial Lines encompasses Professional Indemnity insurance and a range of hiability coverages for Commercial |
Institutions and Financial Institutions  This business 1s spread broadly over the locations in which the Company
maintains offices There is also a wide spectrum of available products

The Professtonal Indemnity book has continued to grow, but has seen some deterioration 1n loss ratios ansing
from the difficult economic environment  In particular, the regulated professions business 1s generating more
losses and the Company 1s adjusting the business mix accordingly Some additions to reserves have been made
for recent accident years in recognition of this emerging loss experience

The Commercial Institutions market 1s one of the most saturated areas at the present time and obtaining
adequate levels of rate 1s a significant challenge Competition is fierce and, as a result, the Company has
allowed premium levels to drop off to a degree A very careful and cautious approach continues to be taken to
this line given the current economic conditions

The Financiat Institutions line ts another area that is being closely monitored in the context of economic
conditions Exposures related to the most troubled European countries have been monitored and managed and
the Company has actively hmited and reduced exposures to large banks An underwniting profit was recorded,
however, as a result of reserve releases The positive outcomes on certain large cases from early in the last
decade are the reason that such releases could be made |

HealthPro 1s a specialty practice targeting the Healthcare treatment and Medical Technology sectors The
HealthPro business 1s now established in the United Kingdom, offering a broad range of insurance coverages led
by Medical Professional Liability, Product Liability and Professional Indemnity coverage Business s also being !
underwntten in both France and the Netherlands and oppertunities for the future exist in other countries

This ine of business generated significant growth in 2011 The book of French public hospitals was a notable
element in that and there are now opportunities within the private sector in that country Further product
development continues, an example being a Property product to round out the offering made to Medical
Technology clients The loss experience for this line has been good and the growth in business has brought
expense ratios down to approprate levels

Future Developments

At this time there are early signs of recavery in insurance rates and there 1s some optimism about the potential
for an improvement in market conditions in 2012  The Company continues to be committed to the organic
expansion of its business  The geographic footprint of the Company provides a base to write business on a pan-
European basis Within the existing areas of specialism there 1s the opportunity to add particular lines to the
portfolio written in certain countries The targeted focus on obtaining certain new licences and on interactions
with other CNA operations will also enable the expansion of multi-national and international business The
Company continues to focus on specialist products for particular industries where it believes it can bring greatest
value The financial resources of the Company are strong and investments in capabilities and technolegy are
being leveraged to lay the foundation for profitable growth

Corporate Governance

Ultimate responsibility for the Company’s affairs rests with the Board of Directors The Board is responsible for
approving the Company's business plan and its strategies with regard to risk management The Board provides
leadership on a framework of effective controls and suitable nsk management The Board also seeks to ensure
compliance with all of the relevant internal and external regulations governing CICL's activities The Board meets
quarterly and compnises representatives of the parent company, two independent non-executive Directors and
three members of the local executive management team

The Board has established and authorised two principal committees, an Audit Committee and a Risk Committee,
to deal directly with matters that are the responsibility of the Board Each committee has clear terms of reference
for the matters it 1s responsible fer and 1s chaired by an independent non-executive Director  Each committee
reports to the Board This forms the basic structure for the corporate governance framework which 1s reviewed
and approved by the Board at least annually to ensure continued effectiveness
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Directors’ Report - continued
Year ended 31 December 2011

Corporate Governance - continued

The key objective of the Audit Committee Is to assist the Board with its responsiblity of overseeing the integrity
of CICL's financial statements, the adequacy and effectiveness of the internal control environment, the
qualifications and independence of CICL’s independent auditors and the performance of internal audit staff and
independent accountants

The Risk Committee meets quarterly Its key objectives are to raise the level of management nisk awareness and
accountability, to integrate an effective nsk management process into the organisational structure, decision
making process and CICL's culture, and to provide a mechanmism for oversight of all nsk management issues It
also monitors CICL's nisk based capital and 1s overseeing the Company’s Solvency Il implementation The Risk
Committee assesses compliance with CICL risk management strategy, nisk policies and rnisk appetite while
ensuring that the nsk register 1s both up to date and maintained at an appropniate level It monitors all key risks
including emerging risks, and related mitigating controls

CICL has made further enhancements to its Corporate Governance framework with the establishment of an
Underwriting Committee reporting directly to the Risk Committee The Underwnting Committee 1s chared by
John Taylor, Chief Underwriting Officer, and its key objective 1s to ensure appropnate governance of
underwriting operations and consistency of underwriting standards, policies and procedures across CICL's lines
of business and geographies

Various other sub-committees of the Board operate to cover specific areas of responsibility The sub-committees
which meet regularly throughout the year and report to either the Audit or Risk committee include

s Investment Committee

» Legal, Regulatory and Compliance Committee
s Internal Controls and Attestation Committee

» Solvency ll Steering Committee

s Reserving Group

Capital Management

The Company maintains its capital base in accordance with its own risk based requirements and in order to meet
the regulatory requirements of the Financial Services Authonty (“FSA”) In addition, capital requirements are
assessed in the light of prospective business growth The Company also seeks to maintain a Standard & Poor’s
rating (currently A-} at the same level as Continental Casualty Company (“CCC") As explained in note 26 to the
financial statements, a deed of guarantee ensures that this 1s accomplished

The modelling used by the Company to calculate its Individual Capital Assessment (“ICA”), in ine with the
requirements of the FSA, 1s a key element in the capital and business management of the Company The
Company's capital levels continue to be in excess of the resultant Individual Capital Guidance (“ICG") 1ssued by
the FSA

During 2011 the Company has continued to be highly engaged in preparing for the new Solvency Il regulatory
regime By the end of 2011 these efforts have resulted in the Company having in place the various elements of
nsk, capital management infrastructure and governance framework that are required under Pillars | and Il The
Company has also modified several of its reinsurance programmes to improve cost-effectiveness and capital
protection Finally, the Company continues to work with the FSA on the path towards seeking approval to use an
internal model for setting 1ts capital requirements under Solvency |l

Risk Management

The Risk Committee reviews all key risks to which the Company 1s exposed including underwnting risk, reserve
nisk, asset risk, credit risk, operational nsk, currency nsk and hquidity sk The Committee maintains a risk
register to monitor all relevant enterpnse-wide risks and ensures that adequate controls or other mitigation
techniques exist to manage those risks The Company has a dedicated risk management function with
capabilities in nsk management, capital modelling, reinsurance and catastrophe risk management The risk
management framework includes a Board approved risk appetite statement, nsk management governance
structure, risk reporting processes, stress testing and an emerging risk management process The nisk appetite
statement is aligned with the Company’s business strategy and risk based capital assessment
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Directors’ Report - continued
Year ended 31 December 2011

Risk Management - continued

The Company also employs a capital mede! to determine i1ts regulatory and nsk based caprtal and to support
management decision making Further information on how the Company manages risk 1s disclosed in note 2 to
these financial statements

Going Concern

The Company’s business activities, together with the factors likely to affect its future development, performance
and position are set out in this Directors’ Report  The financial position of the Company and its nisk exposures
are also explained in the financial statements

The Company has continued to operate in 2 difficult economic environment which s still to recover from a global
financial erisis and recession In recent times this situation has been exacerbated by the financial concerns in
relation to certain country economies within the “Eurozone” The impacts of these economic 1ssues are varied
and potentially unknown

The Company has strong risk management disciplines in terms of the exposures that the Company underwrites
and the protection of its financial resources In particular, the potential impacts of the economic 1ssues described
above have been assessed and mitigating actions have been taken where appropriate  The Company’s current
financial condition 1s strong 1n the context of the amount of business it underwrites It operates with a broad
range of brokers, clients and other business contacts in different product hines and geographic areas As a
consequence, the Directors believe that the Company 1s well placed to manage its business nsks successfully
despite the current economic conditions

After making enquiries, the Directors have a reascnable expectation that the Company has adequate resources
to continue 1n operational existence for the foreseeable future Accordingly, they continue to adopt the going
concern basis In preparing the annual report and financial statements

Corporate and Social Responsibility

CICL aims to minimise any adverse impact on the environment that arises from its business activities All UK
offices have recycling facilities for plastics and paper, and IT equipment 1s disposed of In accordance with Waste
Electrical and Electronic Equipment (“WEEE") directives Furniture disposals are undertaken without use of
landfill sites  Ongoing technology initiatives are focused on developing more efficient processes that will enable
working 1n a more paperless way General use paper 1s made from recycled matenals

Community Involvement Grants, which are funded through the CNA Foundation set up by CNA Financial
Corporation, make grant money available to eligible chanitable organisations to help fulfil the Corporation’s
mussion of bullding stronger relationships in local communities  The grant monies are made available both inside
and outside the United States and this has allowed CICL to pass grants to various chanitable organisations in
Europe

Dividends

The Company paid a dividend of £8,019,437 in respect of the year ended 31 December 2011 (2010 £nil)
Directors

The Directors who have held office since 1 January 2011 are as follows

Executive Directors
J B Hennessy

D J Stevens

C A Kearney

Non-executive Directors
T J Szerlong

P W Wilson

H | Thomas

R W Forrest
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Directors’ Report - continued
Year ended 31 December 2011

Charitable and Political Donations

During the year, CICL made chantable donations of £2,238 (2010 £32,678), principally to local and national
charties In the communities in which the Company operates

The Company made no political donations in 2011 (2010 £nil)
Directors’ Indemnities

The Company has made qualifying third party indemnity provisions for the benefit of its Directors which were
made during the year and remain in force at the date of this report

Elective resolutions

The Company has elected to dispense with the laying of financial statements and reports before the
Company In general meeting, the holding of an annual general meeting and the obligation to appoint
auditors annually

Auditor
Each of the persons who i1s a Director at the date of approval of this report confirms that

1 so far as the Director 1s aware, there is no relevant audit information of which the Company’s auditor 1s
unaware, and

2 the Director has taken all the steps that he or she ought to have taken as a Director in order to make himself
or herself aware of any relevant audit information and to establish that the Company’s auditor i1s aware of
that information

This confirmation 1s given and should be interpreted in accordance with the provisions of secticn 418 of the
Companies Act 2006

Deloitte LLP have expressed their willingness to continue in office as auditor of the Company
Approval
Approved by the Board of Directors and signed on its behalf by

Hennessy Directo

2 Minster Court, Mincing Lane,
London EC3R 7BB

1 March 2012
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Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Annual Report and the financial statements in 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 Practice {(United Kingdom Accounting Standards and applicable law}) Under company law
the Directors must not approve the financial statements unless they are satisfied that they give a true and fair
view of the state of affairs of the Company and of the profit or loss of the Company for that period In preparing
these financial statements, the Directors are required to

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

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

e prepare the financial statements on the going concern basis unless it 1s inappropnate 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 transactions and disclose with reasonable accuracy at any time the financial position of the
Company and enable themn to ensure that the financial statements comply with the Compames 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 irregularities

The Directors are responsible for the maintenance and integnity of the corporate and financial information
included on the Company’s website Legislation in the United Kingdom governing the preparation and
dissemination of financial statements may differ from legislation in other junsdictions
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Independent Auditor’s Report to the Members of CNA Insurance Company Limited

We have audited the financial statements of CNA Insurance Company Limited for the year ended 31 December
2011 which comprise the Profit and Loss Account, the Balance Sheet, the Statement of Total Recognised Gains
and Losses, the Reconciliation of Movements in Shareholders’ Funds and the related notes 1 to 27 The financial
reporting framework that has been applied in their preparation i1s applicable law and United 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
Companies 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 in an auditor’s report and for no other purpose To the fullest
extent permitted by law, we do not accept or assume responsibility to any one 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 auditor

As explained more fully in the Directors’ Responsibilities Statement, the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and farr view  Our
responstbility 1s to audit and express an opimion 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
Auditing Practices Board's (APB'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 matenal misstatement, whether caused by

fraud or error  This includes an assessment of whether the accounting policies are appropriate to the

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

Opinion on financial statements

In our opinion the financial statements

e gwe a true and fair view of the state of the Company'’s affairs as at 31 December 2011 and of its profit for the
year then ended,

s have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice,
and

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

Opinion on other matters prescribed by the Companies Act 2006

In our opinton the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
report to you if, in our opinion

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

» the financial statements are not in agreement with the accounting records and returns, or

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

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

US Generally Accepted Accounting Principles

Accounting principles generally accepted in the United Kingdom vary i certain significant respects from
accounting principles generally accepted in the United States of Amenca Information relating to the nature and

ect of suchéjﬁ?s 1s presented 1n note 27 to the financial statements
R ‘,b

David Rush ACA {Senior Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
Londen, United Kingdom

1 March 2012
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Profit and Loss Account
Year ended 31 December 2011
Techrical Account — General Business
2011 2010
Notes £:000 £'000
Gross premiums written - continuting operations 3 199,515 178,370
Outward reinsurance premiums (29,040 (31,295)
Premiums written, net of reinsurance 170,475 147,075
Change n provision for unearned prermums
— gross amount 16 (8,905) {4,681)
- reinsurers' share 16 6,060 3.841
Earned premiums, net of reinsurance 167,630 146,235
Claims paid
— gross amount 97,189 109,461
- reinsurers’ share (26,019 (11,086)
Net claims paid 71,170 98,375
Change in the prowision for claims
— gross amount 16 6,847 (13,610)
—reinsurers’ share 16 18,747 (15,686)
Change in the net provision for claims 25,594 (29,296)
Claims incurred, net of reinsurance 96,764 69,079
Net operating expenses 6 58,768 53,938
Change in equalisation provision 17 721 88
Surplus on the technical account for general business 11,377 23,130

The notes 1 to 26 form an integral part of these financial statements
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Profit and Loss Account - continued
Year ended 31 December 2011
Non-Technical Account
2011 2010
Notes £'000 £000
Surplus on the general business technical account 11,377 23,130
Income from investments 26,784 27,710
Realised gains on investments 1,649 3,632
Realised losses on investments (5,047) (3,809)
Unrealised gains on investments 6,257 7,166
Unrealised losses on investments {12,429) (14,433)
Investment management expenses (520) (469)
Overdraft interest (69) {53)
Total investment return 16,625 19,744
Other income/(charges) 8 2,034 (1,148)
Profit on ordinary activities before taxation 5 30,036 41,726
Tax charge on profit on ordinary activities 9 (2.102) (9.873)
Profit for the financial year 15 20,934 31,853
All the amounts above are in respect of continuing operations
Statement of Total Recognised Gains and Losses
Year ended 31 December 2011
2011 2010
Notes £000 £000
Profit for the financial year 20,934 31,853
Actuanal (loss)/gan relating to the pension schemes 22 {5,384) 5,635
UK deferred tax attnbutable to actuarial (loss)/gain ? 969 (1.521)
Currency translation differences (1,865) (2,966)
Total recognised gains for the year 14,654 33,001
Reconciliation of Movements in Shareholders’ Funds
Year ended 31 December 2011
2011 2010
Notes £000 £000
Profit for the financtal year 20,934 31,853
Actuanal (loss)/gain relating to the pension schemes 22 (5,384) 5,635
UK deferred tax attnbutable to actuanal {loss)/gain 9 969 {1,521)
Currency translation differences {1,865) {2,966)
Dvidend paid {8.019) -
Net increase to equity shareholders’ funds 6,635 33,001
Opening equity shareholders’ funds 274,956 241,955
Closing equity shareholders’ funds 281,591 274,956

The notes 1 to 26 form an integral part of these financial statements
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Balance Sheet
As at 31 December 2011
Assets 2011 2010
Notes £°000 £'000
Investments - other financial investments 1 646,776 595,326
Prowision for unearmed premiums 16 17,400 11,383
Claims outstanding 16 95,144 114,492
Remnsurers' share of technical provisions 112,544 125,875
Debtors ansing out of direct insurance operations 54,986 50,788
Debtors ansing out of reinsurance operations 6,316 7,982
Other debtors 12 7,488 16,852
Debtors 468,790 75,622
Tangible assets 13 5,673 6,188
Cash at bank and in hand 4,764 9,915
Other assets 10,437 16,103
Accrued interest 11,751 12,506
Deferred acquisitton costs 17,460 15,795
Other prepayments and accrued income 624 534
Prepayments and accrued income 29,835 28,835
Total assets excluding pension asset 868,382 841,761
Net pension asset 22 384 2,858
Total assets 868,766 844,619

The notes 1 to 26 form an integral part of these financial statements
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Balance Sheet - continued
As at 31 December 2011

Liabilities 2011 2010

Notes £000 £000

Called up share capital 14 130,200 130,200
Profit and loss account 15 151,39 144,756
Equity shareholders’ funds 281,591 274,956
Prowiston for uneamed premiums 16 93,717 85,008
Claims outstanding 16 454,599 452,774
Equalisation provision 17 809 88
Technical prowistons 549,125 537,870
Creditors ansing out of direct insurance operations 2,81 5,573
Creditors arsing out of reinsurance operations 12,620 10,460
Amounts owed to credit institutions 18 2,226 1,534
Other creditors including taxation and social secunty 19 13,863 7,096
Creditors — Amounts falling due within one year 31,520 24,663
Reinsurers’ share of deferred acquisition costs 956 554
Other accruals and deferred income 3.936 5,043
Accruals and deferred income 4,892 5.597
Provisions for labilities and charges - onerous lease provisions 20 437 834
Total liabilities excluding pension hability 867,565 843,920
Net pension liability 22 1,201 699
Total iabilities 868,766 844,619

Registered in England and Wales number 950

The notes 1 to 26 form an integral part of these financial statements

These financial statements were approved by the Board of Directors on 1 March 2012 and signed on its behalf

by

-
]
Hennessy D J Stevens
irector Director
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Notes to the Accounts
Year ended 31 December 2011

1 Accounting Policies

Basis of preparation

The financial statements are prepared in accordance with the provisions of section 396 of the Companies Act
2006 and Schedule 3 of Large and Medium sized Comparues and Groups (Accounts and Reports) Regulations
2008

The financial statements have been prepared in accordance with applicable United Kingdom accounting
standards and under the histoncal cost accounting rules as modified by the revaluation of investments The
Company has adopted all material recommendations of the Statement of Recommended Practice on
Accounting for Insurance Business issued by the Association of British Insurers in December 2005 as amended in
December 2006

As explained in the Directors’ Report on page 9 the Directors have a reasonable expectation that the Company
has adequate resources to continue in operational existence for the foreseeable future and therefore continue to
adopt the going concern basis in preparing these financial statements

The principal accounting policies are summarnised below They have all been applied consistently throughout
the year and the preceding year

Basis of accounting for underwriting activities
All classes of business are accounted for on an annual basis

Products are classified at inception, for accounting purposes, as either insurance contracts or investment
contracts A contract that is classified as an insurance contract remains an insurance contract untif all nghts and
obligations are extinguished or expire Investment contracts can be reclassified as insurance contracts after
inception if insurance risk becomes significant

Insurance contracts are those contracts that transfer significant insurance risk, if and only if, an insured event
could cause an insurer to pay benefits that were significantly greater than the premium received  Such contracts
may also transfer financial nsk  Investment contracts are contracts that carry financial nsk with no significant
insurance risk

Premiums

Under the annual basis of accounting, written premiums comprise the premiums on contracts incepting in the
financial year

Estimates are included of pipeline premiums due but not yet notified to the Company

Written premiums are stated gross of commussions payable to intermedianes and exclusive of taxes and duties
levied on premiums The amount due but not paid 1s Included in debtors arising out of direct insurance
operations in the balance sheet

Outwards reinsurance premiums are accounted for in the same accounting perod as the premiums for
the related direct inwards reinsu rance business

Unearned premiums

The provision for unearned premiums comprises the amount representing that part of gross premiums written,
and reinsurers' share of premiums written, that 1s estimated to be earned in the following or subsequent
financial years It 1s calculated separately for each insurance contract on the 24ths or 365ths basis where the
inadence of nisk 1s the same throughout the contract  Where the incidence of risk varies during the term of the
contract, the provision 1s based on the estimated risk profile of business written

Claims incurred

Claims incurred compnse all claim payments and internal and external settlement expense payments made
in the financial year and the movement in the provisions for outstanding claims and settlement expenses,
including claims incurred but not reported, net of salvage and subrogation recoveries

Qutwards reinsurance recoveries are accounted for in the same accounting penod as the claims for the
related direct or inwards reinsurance business being reinsured
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Notes to the Accounts - continued
Year ended 31 December 2011

Claims outstanding and related rernsurance recovenes

Provision 1s made for outstanding claims and settiement expenses incurred at the balance sheet date including
an estimate for the cost of claims incurred but not reported (“IBNR”) at that date Included in the provision is an
estimate of the internal and external costs of handling the outstanding clams Matenal salvage and other
recoveries are recorded as other assets and not deducted from cutstanding claims

The estimation of IBNR 1s generally subject to a greater degree of uncertainty than the estimation of the cost of
settling claims already notified to the Company, where there 1s more available information about the clam event
In calculating IBNR the Company uses a variety of estimation techniques These are largely based on statistical
analysis of historical experience, which assumes the development pattern of the current claims will be consistent
with past experience Allowance s made, however, 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 including

¢ changes in Company processes which might accelerate or slow down the development and/or recording of
paid or incurred claims compared with the statistics from previous periods,

* changes in the legal environment,

o the effects of inflation,

s changes in the mix of business,

¢ the impact of large losses, and

¢+ movements in industry benchmarks

Large claims are generally assessed separately by each business class, being measured on a case by case basis,
to allow for the possible distortive impact of the development and incidence of the large claims

When calculating the provision for claims outstanding, the Company selects an estmation technique taking into
account the individual characteristics of each business class as follows

Reinsurance recoveries related to the provision for claims outstanding are based upon the provision for
outstanding claims, having due regard to collectability Reinsurance recoveries in respect of estimated IBNR are
assumed to be consistent with historical patterns of such recovenes, adjusted to reflect any changes in the nature
and extent to the Company’s reinsurance pragramme aover time  The recoverability of reinsurance recovertes 1s
assessed having regard to market data on the financial strength of each reinsurer

The Company takes all reascnable steps to ensure that it has appropriate information regarding its claims
exposures and the Directors therefore consider that its provisions for claims outstanding and related reinsurance
recoveries are farrly stated However, given the uncertainty in establishing claims prowvisions, 1t 1s likely that the
final outcome will prove different from the original hability established Any adjustment made to amounts for
claims provisions in respect of prior years are included in the technical account for general business within the
financial statements of the pericd when such adjustment 1s made

Deferred acquisition costs

Acquisition costs comprise the expenses, both direct and indirect, of acquinng insurance policies written during
the financtal year Acquisition costs are accrued over an equivalent period to that over which the underlying
business 1s wnitten and are charged to the accounting periods in which the related premiums are earned
Deferred acquisition costs represent the proportion of acquisition costs icurred In respect of unearned
premiums at the balance sheet date

Portfolio transfers

Portfolio claims receipts represent amounts receivable in consideration for the Company taking responsibility
for the unpaid claims incurred by the transferor prior to a speaified date The value of the assumed claims 1s
included within technical provisions

Unexpired nsks

Provision 1s made for unexpired nisks ansing from general business where the expected value of clams and
expenses attributable to the unexpired penods of policies in force at the balance sheet date exceeds the
unearned premiums provision In relation to such policies after the deduction of any acquisition costs deferred
The provision for unexpired risks 1s calculated separately by reference to classes of business which are
managed together, after taking into account relevant investment return
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Notes to the Accounts - continued
Year ended 31 December 2011

Equalisation provision

An equalisation reserve 1s established in accordance with the requirements of section 1 4 of the Prudential
Sourcebook for insurers It 1s required by Schedule 3 to the Large and Medium sized Companies and Groups
(Accounts and Reports) Regulations 2008 to be included within technical provisions in the balance sheet
notwithstanding that it does not represent a hability at the balance sheet date

Foreign currencies

The Company operates through foreign branches in a number of European countnes The financial statements
of the branch entities are maintained in functional currency being the currency of the primary economic
environment in which the entity operates Typically, the functional currency and the currency of the pnmary
economic environment is the currency of the country in which the entity is located

Foreign currency transactions are converted to functional currency using the exchange rates prevailing at the
date of the transactions  Monetary assets and labiities denominated in foreign currency are revalued to
functional currency at year end exchange rates and the resultant differences are recognised as gains and losses
i the non-technical element of the profit and loss account Nen-monetary assets and liabihities denominated in
foreign currency are converted to functional currency at historical rates and are not subject to revaluation

The presentational currency of the Company’s financial statements s Sterling The Functional currency financial
statemnents of foreign branches are translated to Sterling as follows Income and expenses are translated to
Sterling using the exchange rates prevailing at the date of the underlying transactions Assets and habilities are
translated at year end exchange rates All resulting exchange differences are recorded as currency translation
differences in the Statement of Total Recognised Gains and Losses

Cash flow statement

The Company has not presented a cash flow statement under the exemptions available in Financial
Reporting Standard No 1 (Cash Flow Statements, Revised 1996), paragraph 5a

Fimancial assets and hiabilities

The Company recognises a financial asset or a financial hability on its balance sheet when it becomes a party to
the contractual provisions of the instrument  On initial recognition the Company determines the category of
financial instrument and values 1t accordingly The classification depends on the purpose for which the
Instruments are acquired

Financial assets and liabilities are offset and the net amount reported in the balance sheet only when there 1s a
legally enforceable nght to offset the recognised amounts and there is an intention to settle on a net basis, or to
realise the asset and settle the liability simultaneously

Although permitted by its Investment guidelines, the Company does not normally hold or i1ssue dervative
financial instruments for trading purposes or to hedge its exposure to foreign exchange nisk or interest rate risk
This position 1s regularly reviewed by the Investment Committee  No dervative financial instruments were held
or issued durning 2011 or the preceding year

Purchases and sales of securities and currencies are recognised on trade date — the date on which the Company
commits to purchase or sell the asset

Investments at fair value through profit and loss

The Company designates financial assets upon initial recognition as “fair value through profit and loss” on
the basis that the Company manages and evaluates the performance of its investment portfolio on a fair
value basis in accordance with its investment strategy

These financial assets are initially recognised at fair value with any transaction costs being expensed
through the profit and loss account For quoted investments where there is an active market, the fair
value 15 the quoted bid price at the balance sheet date For quoted investments where there 1s no active
market, the fair value i1s determined by reference to prices for similar assets in active markets

Realised gains and losses and unrealised gains and losses arising from changes in the farr value of financial
assets at fair value through profit or loss are included in the profit and loss account in the period in which they
anse
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Notes to the Accounts - continued
Year ended 31 December 2011

Cash at bank and in hand

Cash at bank and in hand 1s cash in hand and deposits repayable on demand Deposits are repayable on
demand If they can be withdrawn at any time without notice and without penalty or if a matunity or period of
notice of not more than 24 hours or one working day has been agreed

Insurance and other receivables

Insurance and other receivables are measured at amortised cost using the effective interest method, less
any impairment Interest income 1s recognised by applying the effective interest rate, except for short-
term receivables when the recognition of interest would be immaterial

Impairment of financial assets

Financial assets, other than those at fair value through profit or loss, are assessed for indicators of impairment
at each balance sheet date Financial assets are impaired where there 1s objective evidence that, as a result of
one or more events that occurred after the 1utial recognition of the financial asset, the estimated future cash
tlows of the investment have been mpacted

The carrying amount of the financial asset 1s reduced by the iImparrment loss directly for all financial assets and
the loss 1s recognised in the profit and loss account

Reclassification of financial assets

An entity 1s required to disclose details of carrying amounts and fair values for all financial assets re-
classified until they are derecognised, together with the fair value gain or loss that would have been
recognised if the financial asset had not been reclassified

The Company has not reclassified any financial assets Reclassification 1s only permitted in rare circumstances
and where the asset 1s no longer held for the purpose of selling in the short-term In all cases, reclassifications
of financial assets are mited to debt instruments Reclassifications are accounted for at the farr value of the
financial asset at the date of reclassification

Derecognition of financial assets

The Company derecegnises a financial asset only when the contractual nghts to the cash flows from the asset
expire, or it transfers the financial asset and all the nisks and rewards of ownership of the asset to another entity
If the Company neither transfers nor retains substantially all the risks and rewards of ownership and continues to
control the transferred asset, the Company recogrnises its retained interest in the asset and an associated hability
for amounts it may have to pay If the Company retains substantially all the risks and rewards of ownership of a
transferred financial asset, the Company continues to recognise the financial asset and also recognises a
collateralised borrowing for the proceeds receved

Financial habihties and equity
Debt and equity instruments are classified according to the substance of the contract

Equity instruments

An equity instrument Is any contract that evidences a residual interest in the assets of the Company after
deducting all of its liabilities  Equity instruments issued by the Company are recorded at the proceeds received,
net of direct issue costs

Other financial habilities

Other financial liabilities, including payables ansing from insurance contracts, investment contracts, creditors and
deposits received from reinsurers, are initially measured at fair value, net of transaction costs  Other financial
habilities are subsequently measured at amortised cost using the effective interest method, with interest expense
recognised on an effective yield basis The effective interest method 1s a method of calculating the amorused
cost of a financial liability and of allocating interest expense over the relevant period The effective interest rate
i1s the rate that exactly discounts estimated future cash payments through the expected life of the financial
liability, or, where appropriate, a shorter penod
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Derecognition of financial habilities

The Company derecognises financial habilities when, and only when, the Company’s obligations are discharged,
cancelled or they expire

Investment return
All investment return 1s recognised in the non-technical account

Investment income comprnises interest and dividends, exclusive of the tax credit and realised gains and losses on
investments Interest 1s dealt with on an accruals basis and dividends are included on an ex-dividend basis
Realised gains or losses represent the difference between the net sales proceeds and purchase price

Interest payable and expenses incurred in the management of investments are accounted for on an accruals
basis

Unrealised gains or losses represent the difference between the valuation of investments at the balance sheet
date and their purchase price The movement in unrealised gains and losses therefore includes the reversal of
previously recognised unrealised gains and losses on investments disposed of in the current year

Tangible fixed assets

Tangible fixed assets are stated at cost net of depreciation and any prowvision for imparrment Depreciation 1s
provided on all tangible fixed assets at rates calculated to write off the cost, less estimated residual value, of
each asset on a straight-line basis over its expected useful Iife as follows

Leasehold property and improvements Over the term of the lease
Fixtures, fittings and equipment 5-7 years
Computer equipment and software 3 -7 years

Residual value is calculated on prices prevailing at the date of acquisition

Taxation

Current tax, including UK corporaticn tax and foreign tax, i1s provided at amounts expected to be paid (or
recovered) using the tax rates and laws that have been enacted or substantively enacted by the balance sheet
date

Deferred taxation 1s recognised in respect of all tming differences that have onginated but not reversed at the
balance sheet date where transactions or events that result in an obligation to pay more tax in the future or the
right to pay less tax in the future have occurred at the balance sheet date  Timing differences are differences
between the Company’s taxable profits and its results as stated in the financial statements that anse from the
inclusion of gains and losses In tax assessments In periods different from those in which they are recognised in
the financial statements

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

Deferred tax 1s calculated at the tax rates that are expected to apply in the penods in which the iming
differences are expected to reverse, based on the tax rates and laws that have been enacted or substantively
enacted at the balance sheet date

Investment in group undertakings

Investments in group undertakings are valued at their respective net asset value Changes in value of group
undertakings are dealt with through the Statement of Total Recognised Gains and Losses
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Leases

Assets held under finance leases and other similar contracts, which confer nghts and obhigations similar to those
attached to owned assets, are capitalised as tangible fixed assets and are depreciated over the shorter of the |
lease terms and their useful lives The capital elements of future lease obligations are recorded as habtlities,
while the interest elements are charged to the profit and loss account over the period of the leases to produce a
constant rate of charge on the balance of capital repayments outstanding Hire purchase transactions are dealt
with similarly, except that assets are depreciated over their useful lives

Rentals under operating leases are charged on a straight-line basis over the lease term, even If the payments
are not made on such a basis Benefits recewved and receivable as an mcentive to sign an operating lease
are similarly spread on a straight-line basis over the lease term

Pension costs

For defined benefit schemes the amounts charged to operating profit are the current service costs and gains and
losses on settlements and curtailments They are included as part of staff costs Past service costs are
recognised immedately in the profit and loss account if the benefits have vested If the benefits have not vested
immediately the costs are recognised over the period untll vesting occurs  The Interest cost and the expected
return on assets are shown as a net amount of other finance costs or credits adjacent to interest Actuanal gains
and losses are recognised immediately in the Statement of Total Recognised Gains and Losses

The defined benefit schemes are funded, with the assets of the scheme held separately from those of the
Company, In separate trustee administered funds Pension scheme assets are measured at farr value and
habiliies are measured on an actuarial basis using the projected unit method and discounted at a rate
equivalent to the current rate of return on a high quality corporate bond of equivalent currency and term to the
scheme liabiliies The actuarial valuations are obtained at least tnennially and are updated at each balance
sheet date The resulting defined benefit asset or habihty, net of related deferred tax, 1s presented separately
after other net assets on the face of the balance sheet

For defined contribution schemes the amount charged to the profit and loss account in respect of pension
costs and other post-retirement benefits is the contributions payable in the year Differences between
contributions payable in the year and contnibutions actually paid are shown as either accruals or
prepayments in the balance sheet

Group accounts

The Company 1s exempt under section 401 of the Companies Act 2006 from preparing group accounts as it
15 an indirect wholly-owned subsidiary of CNA Financial Corporation, incorporated in the United States of

America, which prepares consolidated accounts that contain the results of this Company Accordingly these
financial statements present information about the Company as an indwidual undertaking and not about its

group
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2 Risk Management

The Company utilises a number of processes to manage and monitor its nisks within the overall governance
framework set by the Board Duning the year the Company enhanced its sk management capzabilities through
iniatives such as the iImplementation of a fit-for-purpose enterprise nsk management system The notes below
describe how the principal nisks of the Company are managed

Underwniting nisk

Underwriting nsk represents nisk associated with the continuing acceptance of insurance policies by the
Company This relates to the uncertainty as to whether premiums received will be sufficient to cover future
incurred losses, including expenses

Processes used to manage underwnting nsk include the setting of underwriting and pricing standards and limits |
on risk-taking The Company also monitors and manages its accumulation exposures Where necessary,

reinsurance is used to mitigate and transfer nisk falling outside risk appetite Additionally the Company employs

a business model that achieves diversification through the spread of business across terntories and sectors The
Underwriting Committee provides governance in all underwriting matters and reports to the Risk Committee

Reserve risk

Reserve nisk i1s associated with habilities falling to the Company from insurance policies issued in the past This s
the nsk that claims reserves and related claims handling reserves will be materially different from the ultimate
cost of settlement

Reserves for business written in the past are established through detalled actuanal studies of CICL's habslities
These studies are subject to extensive management review and discussion The Company reserves fully, using a
variety of established methodologies for all habilities reported and unreported Where necessary, policies or
parts of the portfolio that give nise to particular uncertainty are segmented and analysed separately as part of the
reserving process The drivers underlying changes in estimates of reserves are identified and analysed When
setting reserves for the current accident year additional sources of uncertainty, such as changes in pricing levels,
catastrophe claims or the mix of business written, are explicitly considered In order to monitor the adequacy of
previously established reserves, claims experience 1s reviewed each quarter

Asset risk

Asset nisks are principally related to the Company’s investment activity, notably its holding of debt and other
fixed income investments Within this area, the primary risks to which the Company 1s exposed are
concentration risk, currency rnisk and interest rate nisk

The Cornpany manages these exposures through i1ts Investment Committee The Committee 1s responsible for
establishing and maintaining an investment policy In line with the nisk appetite of the Company In addition, the
Committee 1s responsible for the management of all investment asset risks, the selection of its investment
managers and reviewing investment performance

The investment management function i1s outsourced to external fund managers, Conning Asset Management
Limited ("Conning”)

The Investment Committee has established an asset allocation policy of investing only in listed debt and other
fixed iIncome secunties The policy also stipulates that surplus cash can only be held on deposit with highly rated
credit institutions until such tme as suitable investments in appropriate listed debt and other fixed income
secunities can be made

Aninvestment management agreement has been established with Conning The agreement includes specific
guidehnes for each individual portfolio in order to limit nsks arising from duration, currency, hquidity, credit and
concentration exposures The agreement also imits concentration of exposures to single countries, economic
sectors and individual securnities and provides for minimum standards of creditworthiness Conning provides
quarterly affirmation of compliance with these guidelines
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Currency risk

The Company 1s primarily exposed to currency nsk in respect of assets and habilities relating to insurance
policies denominated in currencies other than Sterling The Company looks to maintain an approprate currency
match of assets and habilities with surplus funds being held in hine with the currency profile policy for surplus
Investments

The accounting palicy for foreign currencies 1s stated 1n note 1 to the financial statements

The Investment Committee has established a currency profile policy which defines target ranges for surplus
investments The policy cites two key functional currencies, Sterling and Euro, and stipulates a target range of
between 60% and 80% for Sterling denominated net assets and a range of between 20% and 40% for Euro
denominated net assets This position 1s regularly reviewed by the Investment Committee

For the profit and loss account, the average rates for Austrahian Dollar, Swedish Kroner, Swiss Franc, Danish
Kroner and Euro have all fallen to AUD%$1 55 (2010 AUD%$1 69), SEK 10 39 (2010 SEK11 15), CHF 142 (2010
CHF1 61), DKK 8 56 (2010 DKK8 68) and EURO 1 15 (2010 1 16) whereas the US Dollar has increased against
the Sterling to USD 1 61 (2010 USD1 56)

For the balance sheet, the year end rates used to translate the currencies have moved as follows Swedish
Kroner, Danish Kroner and Euro have all increased to SEK 10 70 {2010 SEK 10 48), DKK 8 21 {2010 DKK 8 69)
and EURO 1 20 (2010 1 17) compared to a decrease in the Australian Dollar and US Dollar AUD$1 52 (2010
AUDS$1 53)and USD 1 55 (2010 USD 1 56) The Swiss Franc rate used was the same as the prior year at CHF
146 (2010 CHF 1 46)

Given the net asset position at year end, a 10% strengthening of Sterling against all other currencies (pnimanly
the Euro, Danish Kroner, US Dollar and Australian Dollar) would result in a £7 9 milhon foreign exchange loss and
a £2 2 million tax credit in the profit and loss account It would also give nise to a £3 9 million currency
translation loss in the statement of total recognised gains and losses The total decrease to shareholders’ funds
would be £5 7 million

Interest rate nsk

The Company's exposure to interest rate risk 1s primarily through its investments in debt and other fixed income
secunties due to instrument duration and the associated duration of the liabilities arising from insurance
activities The investment portfolio ts managed based on the characteristics of the underlying habilities and the
alignment of the duration of the investment portfolio to the duration of the liabilities

The tnvestment portfohio is periodically analysed for changes in duration and related price change nsk The
evaluation is performed by applying an instantaneous change in yield rates of varying magnitude on a static
balance sheet to determine the effect such a change in rates would have on the fair value at rnisk and the resulting
effect on shareholders’ funds

To illustrate the down side risk within the debt and other fixed income securities portfolio of £611 0 million as at
31 December 2011 (2010 £568 2 million), the impact of an increase of 100 basis points in Interest yields across
al! portfolios simultaneously (principally Sterling, Euro, US Dollars and Australian Dollars) has been calculated
Such an increase would decrease the market value of the investment portfolio and lead to a decrease in the total
investment return of £13 1 million and accordingly decrease total shareholders’ funds by £9 4 million

Credit nsk

Credit nisk 1s the risk of loss if a counterparty fails to meet its contractual obligations resulting in a financial loss to
the Company The Company i1s exposed to credit nsk primanly through its investment and insurance activities

The investment nsk, from its holding in debt and other fixed income securities, 1s managed by acherence to
the Company's investment guidehnes which detail minimum issuer credit quality, duration limits and the
maximum value of individual holdings The average Standard & Poor's credit rating of the Company’s debt
and other fixed income securities remained high throughout the year, and at 31 December 2011 was “A-"
(2010 "AA-")
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Credit risk — continued

The Company 1s exposed to credit nsk as a result of its regular insurance and reinsurance activity The areas of
key exposure are the reinsurers’ share of claims outstanding and debtors ansing out of direct and reinsurance
operations from both policyholders and intermedianes Ceded reinsurance 1s used to mitigate nisks ansing from
inwards business Ceded reinsurance does not discharge the Company’s ltability as pnimary insurer If a ceded
retnsurer fals to pay a claim, the Company remains hable for the payment to the policyholder When purchasing
reinsurance coverage the Company only uses reinsurers that appear on the Company’s own approved
reinsurance security istings Generally, these reinsurers will have a Standard & Poor’s credit rating of “A” or
better With regard to direct insurance and reinsurance recevables, the Company operates processes to review
broker security and to menitor arrangements with managing general agents Receivables consist of payments of
premium due from a farge number of policyholders, spread across diverse industries and geographical areas
Ongoing credit evaluation is performed on the financial condition of accounts receivable

The Company does not have any significant credit nsk exposure to any single counterparty or any group of
counterparties The credit nsk on quid funds i1s Iimited because the counterparties are banks with high credit
ratings assigned by international credit ratings agencies

The assets beanng credit sk are summansed below

2011 2010

£'000 £000
Other financial investments 646,776 595,326
Remnsurers’ share of claims cutstanding 95,144 114,492
Debtors arising out of direct insurance operations 54,986 50,788
Debtors arising out of reinsurance operations 6,316 7,982
Cash at bank 4,764 92,915
Total assets bearing credit rnisk 807,986 778,503

The concentration of credit nsk 1s substantially unchanged compared to prior year

Other financial investments are designated as fair value through profit or loss at inception, and their performance
evaluated on a fair value basis, in accordance with a documented investment strateqy The credit rating for other
financial iInvestments 1s detailed below The ratings are derived from Standard & Poor’s or Moody's Investor
Services, Inc

2011 2010

£:000 £'000
AAA 252,601 191,877
AA 88,977 115,430
A 287,040 239,116
BBB 10,774 10,511
Below BBB or not rated 7.384 38,392
Total other financial investments bearing credit nsk 646,776 595,326

Other financial investments and cash at bank are neither past due nor impaired

Reinsurers’ share of claims outstanding includes a £3 8 million (2010 £3 2 million) provision for impairment
Debtors arising out of direct and reinsurance operations includes a £5 0 million (2010 £6 2 million) provision for
impairment which represents 79 1% (2010 60 5%) of the total past due amount
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Credit nsk — continued

The Standard & Poor’s credit rating for reinsurers’ share of technical provisions and debtors ansing out of
reinsurance operations Is detailled below

2011 2010

£'000 £000
AAA - -
AA 1,132 7,403
A 91,393 109,148
BBB 77 40
Below BBB or not rated 8.858 5,883
Total reinsurers' share of claims outstanding and debtors arising out of
reinsurance operations bearing credit risk 101,460 122,474

Liquidity nisk

In order to ensure that the Company has sufficient funds available for ongoing operations and future
developments 1t holds a mixture of cash, short-term and long-term investments The Company also seeks to
match its assets and liabilities by currency and matunty and avaids the concentration of assets within specific
markets or asset types

Operational nsk

The Company 1s exposed to a variety of operational risks associated with internal processes, people and systems
and external events These exposures are analysed and monitored under the nsk mitigation programme
established and operated by the Risk Committee
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3 Segmental Information
Segmental information required by the Companies Act 2006 is as follows

Analysis of gross premiums written, gross premiums earned, gross claims incurred, gross operating expenses
and the reinsurance balance

Marine, Commercial
Aviation and  Property and Personal Financial Overall
Cargo Casualty  Accident Lines Motor Total
£'000 £:000 £'000 £000 £000 £000
2011
Gross premiums written 50,731 92,527 1,031 55,226 - 199,515
Gross premiums earned 50,175 84,513 1,631 54,291 - 190,610
Gross claims incurred 29,205 41,470 528 32.861 (28) 104,036
Gross operating expenses 18,496 22,818 382 17,668 - 59,364
Reinsurance balance 1,073 13,565 910 (436) - 15,112
2010
Gross premiums written 50,477 69,954 3,171 54,768 - 178,370
Gross premiums earned 48,038 69,241 3,294 53,116 - 173,689
Gross claims incurred 25,813 34,947 89 35,504 {502) 25,851
Gross operating expenses 17,285 23,366 1,745 16,348 - 58,744
Reinsurance balance 2,939 (5,207} 1,087 (3.013) 70 (4,124)

Segmental information required by Statement of Standard Accounting Practice 25 i1s as follows

Analysis of geographic area (location of business wrnitten) 1s as follows

Gross Written
Premiums Profit before Taxation Net Assets
2011 2010 2011 2010 2011 2010
£'000 £000 £000 £000 £000 £000
United Kingdom 121,131 104,294 21,922 36,304 235,046 231,507
Other EEA Member States 77,918 73,540 8,042 5116 44,665 42,616
Other countries 466 536 72 306 880 833

Total 199,515 178,370 30,036 41,726 281,591 274,956
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3 Segmental Information - continued

Gross written premium by destination {location of risk) is as follows

28

2011 2010
£000 £000
United Kingdom 93,576 76,764
Other EEA Member States 92,314 81,734
Other countries 13,625 19,872
Total 199,515 178,370
4 Prior Years' Claims Prowvisions
Material over/(under) provisions for claims at the beginning of the year as compared with net payments and
provisions at the end of the year in respect of prior years' claims are as follows
2011 2010
£000 £'000
Manne, Awviation and Cargo 4,006 7,248
Commercial Property and Casualty 2,300 23,549
Personal Accident 287 1,050
Financial Lines 10,300 4,555
Motor - 447
Total 23,893 36,849
5 Profit on Ordinary Activities before Taxation
Profit on ordinary activities before taxation 1s stated after charging
2011 2010
£000 £'000
Depreciation
- owned (see note 13) 1,328 1,337
- held under finance leases (see note 13) - 17
Operating lease rentals
- other (see note 23) 2,128 2,447
- plant and machinery (see note 23) 14 13
Fees payable to the Company's auditor for
- the audit of the Company's annual accounts 260 285
- the audht of the Company's previous year annual accounts under accrued 18 60
- other services pursuant to legislation 5 4
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6 Net Operating Expenses
2011 2010
£'000 £'000
Acquisition costs
- commission 29,358 27,013
- other 11,579 12,069
Change in gross deferred acquisition costs (1,690) (1.468)
Administrative expenses 20,117 21,130
Gross operating expenses 59.364 58,744
Reinsurance commissions and profit participation (1,000) (4,667)
Change in deferred reinsurance commuission 404 {139)
Total 58,768 53,938
7 Information regarding Directors and Employees
Directors’ remuneration
The following Directors of the Company were remunerated by the Company
J B Hennessy, D J Stevens, C A Kearney, H | Thomas, R W Forrest
2011 2010
The total remuneration comprised £'000 £'000
Emoluments 1,234 782
Amounts recevable under long-term incentive schemes 76 62
Company contributions to defined contribution pension scheme 137 42
Company contributions to defined benefit pension scheme 27 7
Total 1,474 893
2011 2010
The number of directors who Number Number
Were members of a defined contribution pension scheme 2 2
Were members of a defined benefit pension scheme 1 1
Total 3 3
2011 2010
Remuneration of the highest paid director: £°000 £'000
Emoluments 662 427
Amounts receivable under long-term incentive schemes 48 43
Company contnbutions to defined contnbution pension scheme 105 1
Total 815 481
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7 Information regarding Directors and Employees — continued

The remaining Directors of the Company who served during the year, listed below, are all employed and
remunerated by CCC, part of the CNA Financial Corporation group (see note 25) It 1s not practicable to

30

allocate

these Directors’ remuneration between their services across the companies they are executives of, therefore the
remuneration and pension benefits are included in the financial statements of the indiwvidua! company which

employed and remunerated them, CCC

T J Szerlong and P W Wilsen

Employee costs

The average monthly number of employees, including executive Directors, during the year, was made up as

follows
2011 2010
Number Number
United Kingdom 201 213
Continental Europe 83 73
Total 284 284
Management 21 20
Claims 32 33
Underwriting 141 130
Administration 90 103
Total 284 286
Staff costs incurred during the year in respect of employees were
2011 2010
£'000 £'000
Wages and salaries 20,226 19,247
Sccial security costs 3,366 3,160
Pension costs {see note 22)
Defined benefit pension schemes 325 406
Other pension schemes 1,513 1,431
Total 25,430 24,244
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8 Other Income/(Charges)
2011 2010
£000 £'000
Foreign exchange loss (322) (1,302)
Other finance income (see note 22) 354 6
Sundry other income 519 236
Interest Income on investment contracts 145 -
Amounts settled with an associated group company 1,338 (88)
Total 2,034 (1,148)
The amounts settled with an associated group company represents settlements during the financial year with
CCC, under the terms of the indemnity in place between the Company and CCC, in respect of the CNA Re
Management Company Limited Retirement Benefits Plan (1977) (see note 22) split as follows
2011 2010
£'000 £'000
Actuanal loss relating to the pension scheme net of attnbutable UK deferred tax
reported in the statement of total recognised gains and losses 1,508 (559)
Other pension costs net of atinbutable UK deferred tax charged to the profit
and loss account dunng the year (170) 471
Total 1,338 (88)
9 Tax charge on Profit on Ordinary Activities
2011 2010
£'000 £'000
Current tax:
UK Corporation tax on profits of the year (7.7449)  (11,754)
Double taxation relief 3.385 2,183
Overseas taxation (4,467) (3,064)
(8.826)  (12,635)
Adjustments in respect of previous years
UK corporation tax (277) 772
Overseas tax 315 831
Total current tax charge (8,788) (11,032)
Deferred tax
Ongination and reversal of uming differences 389 13
Effect of change in tax rate on opening asset (141) (121}
Adjustment 1n respect of prior years (264) 1,657
Movement in post-retirement habihty excluding actuarial gain (298) (390}
Total tax charge on profit on ordinary activities (9,102) (9.873)
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9. Tax charge on Profit on Ordinary Activities - continued

2011 2010
£'000 £'000
Factors affecting tax charge for the year
Profit on ordinary activities before tax 30,036 41,726
Profit on ordinary activities multiplied by standard rate of corporation tax in the
UK of 26 5% (2010 28 0%) (7,959) (11,683)
Effects of
Expenses disallowed for tax purposes 170 (287)
Net pension contribution relief in excess of pension charges 125 72
Short term timing differences 19 (57)
Add back profit on disposal of fixed assets (22} 2
Caputal allowances for year net of depreciation (106) 3
Overseas tax payable (42) 75
Group relief received without payment 71 94
Adjustments to tax charge in respect of previous years 38 1,603
Adjustments in respect of foreign tax rates (1,082) (882)
Total current tax charge (8,788) (11,032)
Details of the full potential asset for deferred taxation are given below
Not Not
Provided Provided Provided Provided
2011 2010 2011 2010
£'000 £'000 £'000 £000
Accelerated capital allowances {150) (294) - -
Short—term tirming differences 2,301 2,461 - -
Unutlised capital losses - - 137 147
2,151 2,167 137 147
Post-retirement liability (see note 22) (128) 799) - -
Total 2,023 1,368 137 147

The reduction in the deferred tax balance relating to the post-retirement asset/(hability) of £670,660 comprises
£96%,000 attrnibutable to the actuanal loss recognised in the statement of total recognised gains and losses and
£(298,340) attributable to other movements recognised in the profit and loss account

The total deferred tax asset has been recognised in the financial statements to the extent that the Directors
consider that it 1s likely to be utilised in the foreseeable future

As a result of the change in the 2011 UK main corporation tax rate to 26% that was substantively enacted during
the year and that will be effective from 1 April 2011 and the change in the main corporation tax rate from 26% to
25% that will be effective from 1 April 2012 the relevant tax balances have been re-measured

A further reduction to the UK corporation tax rate was announced in the 2011 Budget The change, which s
expected to be enacted in 2012, proposes to reduce the rate by 1% each year to 23% by 1 Apnl 2014 The
change has not been substantively enacted at the balance sheet date and, therefore, has not been recognised in
these financial statements
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10. Investments in Group Undertakings

The Company owns one ordinary £1 share, issued at par value, of Maritime Insurance Company Limited (“MICL")
representing 100% of MICL's authorised share capital MICL 1s incorporated in Great Britain and registered in
England and Wales and 1s currently dormant

11 Other Financial Investments

Fair Farr

Cost Cost Value Value

2011 2010 2011 2010

£000 £000 £'000 £000

Debt securities and other fixed income securities - listed 606,923 585,254 610,960 568,194
Deposits with credit institutions 35,817 27,132 35,8146 27,132
Total 642,740 582,386 646,776 595,326

£351,311 (2010 £401,371) of deposits with credit institutions are secured against letters of credit 1ssued by the
Company (see note 21)

Fair value

Fair value 1s the price that would be received upon sale of an asset or paid to transfer a hiability in an orderly
transaction between market participants at the measurement date  The following fair value hierarchy 1s used in
selecting inputs, with the highest prionty given to Level 1, as these are the most transparent or relable

Level 1 — Quaoted prices for identical instruments in active markets

Level 2 - Quoted prices for similar instruments in active markets, quoted prices for identical or similar instruments
in markets that are not active, and mode! denved valuations in which all significant inputs are observable in
active markets

Level 3 ~ Valuations denved from valuation techniques in which one or more significant inputs are not
observable

The Company attempts, either itself or through 1ts external fund manager Conning (see note 2}, to establish far
value as an exit price in an orderly transaction consistent with normal settlement market conventions The
Company 1s responsible for the valuation process and seeks to obtain quoted market prices for all secunties
When quoted market prices in active markets are not available, the Company utilises market observable
information to the extent possible As further validation of the Company's valuation process, the Company
samples past fair value estimates and compares the valuations to actual transactions executed in the market on
similar dates
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11 Other Financal Investments - continued
Other financial investments measured by fair value hierarchy at 31 December are summarised below
Level 1 Level 2 Level 3 Total
£000 £'000 £'000 £000
2011
Debt securities and other fixed income secunties 2,503 608,033 424 610,960
Deposits with credit institutions 35,816 - - 35,816
Total 38,319 408,033 424 646,776
2010
Debt securities and other fixed income securties 13,643 554,172 379 568,194
Deposits with credit institutions 27,132 - - 27,132
Total 40,775 554,172 379 595,326
During the year no significant transfers occurred between Level 1 and Level 2
A reconciliation of the movements in the Level 3 fair value 1s as follows:
2011 2010
£000 £000
Opening balance 379 139
Gans recognised in the profit and loss account 45 240
Total 424 379
Gains/(losses) recognised in the profit and loss account comprise net realised gains/(losses) of £nil (2010 £nil)
and net unrealised gains of £45,001 (2010 £240,130) as presented within the non-technical account
12 OQOther Debtors
2011 2010
£000 £°000
Amounts due from group undertakings 3,763 11,900
Taxation 1,176 2,509
Deferred tax asset (see note 9) 2,151 2,167
Cther 398 276
Total 7,488 16,852




CNA Insurance Company Limited

Notes to the Accounts - continued
Year ended 31 December 2011

13. Tangible Assets
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Leasehold Fixtures, Computer
Property and  Fittings and Equipment
Improvements Equipment and Software
Total
£'000 £000 £000 £'000
Cost
At 1 January 2011 3,926 1,248 4,527 9,701
Additions 274 277 603 1,154
Disposals - (18) (323) (341)
At 31 December 2011 4,200 1,507 4,807 10,514
Accumulated depreciation
At 1 January 2011 216 442 2,155 3,513
Charge for year 452 180 905 1,537
Disposals - (2) (207) (209)
At 31 December 2011 1,368 620 2,853 4,841
Net book value
At 31 December 2011 2,832 887 1,954 5,673
At 31 December 2010 3,010 806 2,372 65,188
Leased assets included above:
Net book value
At 31 December 2011 - - - -
At 31 December 2010 - 123 - 123

The net book value of Leasehold Property and Improvements includes £721,574 (2010 £740,077) relating to a
property held under a long-term lease with the remainder held under short-term leases

14. Called Up Share Caputal

2011 2010
£'000 £'000
Authorised:
15,000,000 ordinary shares of £10 each (2010 15,000,000) 150,000 150,000
Alloted, called up and fully paid:
13,020,000 ordinary shares of £10 each (2010 13,020,000) 130,200 130,200
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15 Reserves
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Share  Profit and
Capital Loss Account Total Shareholders' Funds

201 2011 201 2010
£°000 £'000 £000 £000
Balance at 1 January 130,200 144,756 274,956 241,955
Profit for the financial year - 20,934 20,934 31,853
Actuanal (loss)/gain relating to the pension scheme - {5,384) (5,384) 5,635
UK deferred tax attnbutable to actuaral {loss)/gain - 369 969 (1,521
Currency translation differences - (1,865) (1,865) (2,966)
Dividend paid - {(8.019) (8,019) -
Balance at 31 December 130,200 151,391 281,591 274,956
16 Technical Provisions
Provision
for Unearned Claims
Premiums  Qutstanding Total
£'000 £000 £'000
Gross
At 1 January 2011 85,008 452,774 537,782
Exchange adjustments (196} (5.022) {5,218)
Movement in provision 8,905 6,847 15,752
At 31 December 2011 93,717 454,599 548,316
Reinsurance amount
At 1 January 2011 11,383 114,492 125,875
Exchange adjustments (43) (601) (644)
Movement in provision 6,060 (18,747} (12,687)
At 31 December 2011 17,400 95,144 112,544
Net
At 31 December 2011 76,317 359,455 435,772
At 31 December 2010 73,625 338,282 411,907

17 Equalisation Provisions

As explained in the accounting policies {see note 1) an equahsation prowvision i1s established 1n the financial
statements The effect of this provision s to reduce shareholders’ funds by £593,544 (2010 £63,609) The
Increase In the provision during the year had the effect of reducing the balance on the technical account for
general business and the profit on ordinary activities by £721,346 (2010 £88,346)
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18 Amounts Owed to Credit Institutions

Borrowings are repayable as follows

2011 2010
£'000 £000
Unsecured bank loans and overdrafts 2,226 1,534
Total repayable on demand or within one year 2,226 1,534
19 Other Creditors including Taxation and Social Secunty
201 2010
£'000 £'000
Insurance premium tax 1,247 582
Other taxation and social security 6,019 4,961
Financial habilities 5,760 -
Other 837 1,553
Total 13,863 7,096

The carrying amounts of all items approximate to fair value

The financial hability relates to a payable arising from an insurance contract The hability was initially reported at
fair value At 31 December 2011 the liabtlity has been measured at amortised cost using the effective interest
method, with interest recognised on an effective yield basis

20 Prowvisions for Liabihties and Charges

Onerous lease provision

2011

£'000

As at 1 January 2011 834
Charged to the profit and loss account 138
Utilised (535}
As at 31 December 2011 437

The cnerous lease provision has ansen as a result of the relocation of the Company’s London Head office in

2010 This relocation resulted in the exited space becoming void, and as a result the Company has established a
provision for the net present value of estmated future Labilities associated with the void space Full settlement of
the remaining provision 1s expected to take place in 2012
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21 Contingent Liabilities

Institute of London Underwriters (“ILU")

Following the merger of the Institute of London Underwnters (“ILU") and the London Insurance & Reinsurance
Market Association to form the International Underwriting Association of London, the Company resigned its
membership of the ILU on 31 December 1998 The Company had to establish a fund of £1,048,780 by way of
an irrevocable letter of credit in order to meet the ILU's expected shortfall of income from the period 1999 untl
further notice At 31 December 2011 the amount remaining on the letter of credit after draw downs was
£351,311 (see note 11)

London Underwriting Centre

In 2002 CCC sold its subsidiary undertaking CNA Re Management Company Limited ("CNA Re") to Tawa Plc
(formerly Tawa UK Limited) By virtue of a letter dated 10 February 2003 and pursuant to Clause 9 8 of the
Share Purchase Agreement between CCC and Tawa UK Limited dated 15 July 2002, CCC provided an
indemnity in favour of CNA Europe Holdings Limited ("CNAE”) for its liabtlities as the legal holder of certain
shares in LUC Holdings Limited and the related guarantees ("LUC Shareholder and Guarantor”)

By virtue of a Deed of Adherence dated 7 August 2008 {(“Deed of Adherence”), the execution of an identical
Deed of Adherence by each current member of LUC Holdings Limited, and the Deed of Release and
Substitution of Guarantor effective 7 August 2008 , the Company replaced CNAE as LUC Shareholder and
Guarantor CCC has agreed to provide an indemnity in favour of CICL
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22 Staff Pension Plans

Retirement Benefit Penston Scheme
The Company operates two defined benefit schemes in the United Kingdom

Scheme A — CNA Pension Plan for UK Employees

Composition of the scheme

A full actuanal valuation was carned out at 1 Apnl 2010 and updated to 31 December 2011 by a qualified
independent actuary

The scheme 1s closed to new entrants In accordance with FRS 17, the valuation of the Scheme’s liabilities has
been determined using the projected unit method In these circumstances the use of this method can lead to
the contribution rate underlying the current service cost increasing In future years

The amounts recognised in the balance sheet are as follows

2011 2010
£°000 £'000
Total far value of scheme assets (42,117)  (41,922)
Present value of funded obligation 41,605 38,007
Surplus in the scheme (512) (3,915)
Related deferred tax liability 128 1,057
Net asset (384) (2,858)
The amounts recognised in profit and loss are as follows
2011 2010
£000 £'000
Current service cost 325 406
Expected return on scheme assets (2,539) (2,337)
Interest on obligation 2,110 2,181
Total (104) 250
2011 2010
£'000 £°000
Actual return on scheme assets - gamn 794 4,841

Analysis of amount recognised in the Statement of Total Recognised Gains and Losses {(“STRGL"):

2011 2010

£000 £'000

Opening cumulative STRGL 2,590 (2.279)
Actuanal (loss)/gain (3,876) 4,869

Closing cumulative STRGL (1,286) 2,590
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22 Staff Pension Plans - continued
Changes in the present value of the defined benefit obligation are as follows
2011 2010
£°000 £000
Opening defined benefit obligation 38,007 38,328
Current service cost 325 406
Contributions by members 100 17
Interest cost 2,110 2,181
Actuanal losses/(gains) 2,131 (2,365}
Benefits paid (1,068) (660)
Closing defined benefit obligation 41,605 38,007
Changes in the farr value of scheme assets are as follows
201 2010
£000 £000
Opening fair value of scheme assets 41,922 37,117
Expected return 2,539 2,337
Actuanal gains (1,745) 2,504
Contributions by employer 369 507
Contributions by members 100 117
Benefits paid {(1,068) (660)
Closing fair value of scheme assets 42,117 41,922

The Company’s contributions during the accounting period amounted to £36%9,000 (2010 £507,000) and the

agreed Company contribution for the coming year 1s 20 0% of pensionable salaries

The major categornies of scheme assets as a percentage of total scheme assets are as follows

2011

%

Equities 691
Bonds 91
Gilts 200

Other 18

2010

704
g5
199
02
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22 Staff Pension Plans - continued

The principal actuarial assumptions were

Rate of increase in salaries

Rate of increase to pensions in payment accrued before 1 Apnl 2003
Rate of increase to pensions in payment accrued after 1 Apnl 2003
Rate of increase to pensions in payment accrued after 6 Apnl 2006
Rate of increase to deferred pensians

Discount rate at 31 December

Inflation assumption

Meortality assumption

2011

46
36
30
24
24
49
24

41

2010

50
38
34
26
28
56
28

2011 - 95% of S1NxA projected in line with 2011 CMI projecton model with default parameters and 1 25%

long-term rate of improvement

2010 - 95% of STNxA projected in ine with 2009 CMI projection model with default parameters and 1 25%

long-term rate of improvement

The expected return on scheme assets at 31 December

Equrties
Bonds
Gilts
Other

Amounts for the current and previous four periods are as follows

2011
£000
Defined benefit obligation (41,605)
Scheme assets 42,117
Surplus/(deficit) 512
Expenence adjustments on scheme liabilities - gain/(loss) (2,131)

Expenence adjustments on scheme assets - gain/(loss) {1,745}

2010
£'000
(38,007)
41,922
3,915
2,365
2,504

2009
£'000
(38,328)
37,117
(1.211)
(6,541)
4,316

2011

75
47
29
05

2008
£000
(30,174)
31,017
843
3,982
(8,749)

2010

75
54
40
05

2007
£'000
(32,251)
37.535
5,284
4,726
582
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22 Staff Pension Plans - continued

Scheme B — The CNA Re Management Company Limited (“CNA Re") Retirement Benefits Plan (1977}

In 2002 CCC scld 1ts subsidiary undertaking CNA Re to Tawa UK Limited By virtue of a letter dated 3 November
2005, and pursuant to Clause 12 1 of the Share Purchase Agreement between CCC and Tawa UK Limited dated

15 July 2002, CCC provided an indemnity in favour of CNAE in respect of obligations which CNAE assumed as
Principal Employer of the Plan

By virtue of a Deed of Substitution of Principal Employer effective 10 July 2008, the Company replaced CNAE as
Principal Emplayer of the Plan CCC has agreed to provide an indemnity in favour of the Company

Composition of the scheme

A full actuanal valuation was carned out at 1 January 2009 and updated to 31 December 2011 by a qualified
independent actuary The scheme is closed to new entrants |n accordance with FRS 17, the valuation of the
Scheme’s habilities has been determined using the projected unit methad

The amounts recognised in the balance sheet are as follows:

2011 2010

£'000 £°000

Total fair value of scheme assets (8,607) (8.006)
Present value of funded obligation 2,808 8,963
Defiat in the scheme 1,201 957
Related deferred tax asset (300) (258)

Net hability 901 699
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22. Staff Pension Plans - continued
The amounts recognised in profit and loss are as follows
2011 2010
£'000 £'000
Expected return on scheme assets (458) (387)
Interest on obligation 532 537
Total 74 150
2011 2010
£°000 £000
Actual return on scheme assets - gain 350 73¢9
Analysis of amount recognised in the Statement of Total Recognised Gains and Losses (“STRGL")
2011 2010
£'000 £'000
Opening cumulative STRGL (479) (1,245)
Actuanal {loss)/gain (1,508) 766
Closing cumulative STRGL (1,987) (479)
Changes in the present value of the defined benefit obligation are as follows
2011 2010
£'000 £000
OCpening detfined benefit obligation 8,963 9,986
Interest cost 532 537
Actuanal losses/{gains) 1,400 (414)
Benefits paid (1,087) (1,146)
Closing defined benefit obligation 9,808 8,963
Changes in the fair value of scheme assets are as follows
2011 2010
£000 £000
Opening fair value of scheme assets 8,006 7,075
Expected retum 458 387
Actuanal (losses)/gains (108) 352
Contnbutions by employer 1,338 1,338
Benefits paid (1,087) (1,146)
Closing fair value of scheme assets 8,607 8,006

The Company’s contributions during the accounting period amounted to £1,338,000 (2010 £1,338,000) and the

agreed Company contribution for the coming year 1s £1,338,000
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22 Staff Pension Plans - continued

The major categories of scheme assets as a percentage of total scheme assets are as follows

Equities
Bonds
Gilts
Other

The principal actuanal assumptions were

Rate of increase to deferred pensions
Discount rate at 31 December
Inflaton assumption

Mortality assumptions

2011

4% 0
240
210
60

2011

30

49
23

44

2010

550
160
14 0
150

2010

35

56
28

2011 - PCAQO on a year of birth usage projected using the 2011 CMI projection model with a long term rate

of future mortality iImprovement equal to 1 25% p a

2010 - PCAQOQ year of birth usage projected using the 2009 CMI projection model with a long term rate of

future mortality improvement equal to 1 25% p a

The expected return on scheme assets at 31 December

Equrties
Bonds
Gilts
Other

Amounts for the current and previous four periods are as follows:

2011

£000
Defined benefit obligation {9,808)
Scheme assets 8,607
Surplusf{deficit) (1,201)
Experience adjustments on scheme liabilities - gain/{loss) (122)
Experience adjustments on scheme assets - gain/{loss) (108)

Cther pension schemes

2010
£'000
{8,963)
8,006
(957)
291
352

2009
£°000
(9,986)
7,075
(2,211)
(96}
551

2011

%
75
49
30
05

2008
£000
(7.818)
5,006
(2,812)
{10
{1.485)

2010

%
75
54
42
05

2007
£7000
(8,514)
5,586
(2,928)
(207)
{(65)

The Company also operates defined contribution schemes and state pension schemes for eligible full and part-
tme employees The state pensions are administered and managed at each local branch

The pension cost for the pertod was £1,512,652 (2010 £1,430,680)
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23 Operating Lease Commitments

Land and buldings Other
2011 2010 2011 2010
£000 £000 £000 £°000
Leases which expire

Within one year 862 284 66 82
Within two to five years 1,261 1,348 157 122
After five years 74 597 - -
Total 2,197 2,229 223 204

24 Related Parties

The Company has taken advantage of the exemption given in Financial Reporting Standard No 8 ‘Related Party
Transactions’ not to disclose transactions with companies in the group qualifying as related parties 100% of the
votng rights of the Company are controlled within the group and results are included in the consolidated
financial statements of the ultimate parent company

The group 1s taken to mean the group of companies controlled by the ultimate parent company, Loews
Corporation

25 Ultimate Parent Company

Durning the year and at the end of the year, the ulimate parent and controlling party and also the company
which headed the largest group of undertakings for which group accounts were drawn up and of which the
Company was a member was Loews Corporation, incorporated in the United States of Amenca

The immediate parent undertaking of the Company 1s CNAE, a company incorporated in Great Britain and
registered in England and Wales

The parent undertaking which heads the smallest group of undertakings for which group accounts were drawn
up and of which the Company i1s a member is CNA Financial Corporation ("CNAF”), a company incorporated in
the United States of America

The consolidated financial statements of CNAF are available to the public and may be obtained from CNA
Financial Corporation, 333 South Wabash Avenue, Chicago, IL 60604

26 Deed of Guarantee

The Company has been granted a Deed of Guarantee by CCC (the Guarantor), part of the CNA Financial
Corporation group effective 24 January 2002 Under the terms of the Deed of Guarantee, CCC guarantees all
habihties that anise or have arisen under policies of insurance or contracts of reinsurance entered into by the
Company, including policies or contracts entered into before 24 January 2002

The Deed of Guarantee will remain in place until 31 December 2012 unless written notice s received from
Standard & Poor’s that the guarantee is no longer needed for the Company to maintain a Standard & Poor’s
rating at the same level as the rating assigned to the Guarantor, or, if the majonty shareholding in the Company
1s transferred to a corporate entity outside the CNA Financial Corporation group which has a Standard & Poor's
rating equal tc or better than the rating assigned to the Guarantor
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27. Reconcihiation from UK GAAP 1o US GAAP

46

As outlined in the Statement of Directors’ Responsibilities and note 1, the Company prepares and presents

statutory financial statements in accardance with accounting principles generally accepted i the United

Kingdom (UK GAAP) The Directors have prepared a reconciliation to accounting principles generally accepted
in the United States of America (US GAAP) for the benefit of the parent company’s regulator in the Unrted States

of America as follows

Reconcibiation of profit for the financial year on a UK GAAP basis to net income on a US GAAP basis

2011 2010
£°000 £'000
Profit for the financial year on a UK GAAP basis (see note 15) 20,934 31,853
Adjustments to reconcile to US GAAP
Foreign exchange loss/{gain) on financial investments included in Other Comprehensive
Income {* OCI*) for US GAAP net of tax of £(724,000) (2010 £950,000) — see 1 below 2,008 (2.443)
Difference in net investment income and realised gains and losses due to differing
financial Investments cost basis and presentation net of tax of £(833,000) (2010
£{1,274,000)) — see n below 2,310 3,276
Change in difference in valuation allowance on deferred tax hability — see m below (774) 432
Difference in treatment of amounts In relation to Scheme A - see v below - (163)
Equalisation provision net of tax of £(178,000) (2010 £{25,000)) - see v below 542 64
Net income on a US GAAP basis 25,020 33,019
Reconcihation of equity shareholders’ funds from UK GAAP basis to stockholders’ equity per US GAAP
2011 2010
£:000 £°000
Equity shareholders' funds on a UK GAAP basis {see note 15) 281,591 274,956
Difference in valuation allowance on deferred tax liability - see m below - 799
Equalisation prowvision - see v below 607 b4
Stockholders' equity on a US GAAP basis 282,198 275,819
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27 Reconcihation from UK GAAP to US GAAP - continued

t Under UK GAAP foreign exchange (gain)/loss on the revaluation of investments is included in profit for the
financial year whereas under US GAAP the foreign exchange (gain)/loss 1s recorded within OC| consistent
with the treatment of unrealised gains and losses

1 Whilst the carrying value of financial investments are both stated at market value under UK GAAP and US
GAAP there are differences in the cost basis and the treatment of unreahsed gains and losses  Under UK
GAAP the cost basis 1s historic cost and both realised and unrealised gains and losses are included within
profit for the financial year

Under US GAAP the investments are classified as avallable for sale Consequently, the cost basis 1s
amortised cost with accretion and amortisation of premiums and discounts reported within net income
and changes in unreahsed gains and losses also included within OCI  Upon disposal of the investments
the unrealised gains and losses are recycled to net income Provisions for other than temporary
impairments are recorded in net income

m Under UK GAAP, deferred tax 1s recognised in respect of all timing differences that have onginated but not
reversed at the balance sheet date Deferred tax assets are recogrised to the extent that, on the basis of
all available evidence, 1t 1s regarded as more likely than not that there will be suitable taxable profits from
which the future reversal of the underlying timing differences can be deducted In certain circumstances
where it 1s expected to take some time for tax losses to be recovered, it may not be appropriate to
recognise the deferred tax assets at all FRS 19 ‘Deferred Tax’ does not define or provide guidance
relating to the phrases “some time’ or ‘more hkely than not’

Under US GAAP, deferred tax assets and liabilities are recognised in respect of all temporary differences
(differences between the financial statement carrying amounts of existing assets and habilities and the
respective tax bases and operating and capital loss and tax credit carry forwards}) Deferred tax assets are
reduced through the establishment of a valuation allowance at such time as, based on avallable evidence, it1s
more likely than not (a likehhood of more than 50%) that the deferred tax assets will not be realised

v Under US GAAP, amortisation of actuartal gains and losses are accounted for as part of the net periodic
pension cost, but offset by a credit to OCI  Under UK GAAP amortisation of actuanal gains and losses are
included in profit for the financial year As a result no net asset difference anses between UK GAAP and US
GAAP

v As explained in the accounting policies (see note 1) an equalisation provision is establshed in the UK GAAP
financial statements The effect of this provision 1s to reduce profit for the financial year on a UK basis by
£530,000 (2010 £64,000) net of tax of £191,000 (2010 £24,000) The equalisation provision also reduces
shareholders’ funds under UK GAAP by £594,000 {2010 £64,000) net of tax of £215,000 (2010 £24,000)
Equalisation provisions are not permitted under US GAAP reporting rules




