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The Marine Insurance Company Limited

Directors’ report
for the year ended 31 December 2012

The directors present their annual report on the affars of the Company and the audited financial statements for the year ended 31 December 2012
Business review and principal activities

The pnncipal activity of the Company 1s the wnting of direct manne, awation and transport insurance business

The results for the Company show a foss on ordinary actwbies before tax of (£1 297 000) (2011 profit of £476,000) for the year and gross premums
wntten of £21,268,000 (2011 £7,709,000) The shareholders' funds of the Company were £30,530,000 as at 31 December 2012 (31 December 2011
£81,062,000) A share capital reduction has been completed 1n the year in line with a group policy to transfer excess capital to the parent company
Royal & Sun Alliance Insurance plc

As part of the RSA Insurance Group pic's (the Group) response to the anticipated implementation of the Solvency II Directive and to deliver significant
operational efficiencies, the Company undertook an insurance business transfer under Part VIl of the Financial Services and Markets Act 2000 whereby
some or all of the business of certan Group companies transfarred to the Company with effect from 1 January 2012 A number of RSA Group
companies transferred their Legacy Manne Business to the Company, and the legacy general insurance business of PA(GI) Limited (“PAGI"} (a former
Group company that Is currently a member of the Phoenix Group of companies) was transferred to the Company and Royal & Sun Alkance Insurance
plc under two separate insurance business transfer schemes

Effective 1 January 2012, the Company entered into an aggregate excess of loss agreement and a queta share agreement with Royal & Sun Alllance
Insurance pic under which the insurance nsk of the Company’s business is transferred to Royal & Sun Alliance Insurance plc

Future outlook

There are not expected to be any changes to the company's activiies

Dividends

A dividend of £50,000,000 was paid in respect of the year ended 31 December 2012 (2011 £nil}

Principal nsks and uncertainties

The Company s pnncipal nsks ang uncertainties are integrated within and managed together with the principal nsks of the Group The pnncipal nsks
and uncertainties of the Group which inciude those of the UK business, and hence the Company, are set out in the estimation techniques, nsks
uncertainties and contingencies on pages 88 to 91, and in the nsk review on pages 26 to 29 of the Annual Report & Accounts of the Group which do not
form part of this report

A discussion on the management of financial nsk 1s set out below

Financial nsk management

The Company's management of nsk 15 set at Group leve! The Group's approach to financial risk, through its management of credit, market and hquidity
nsks, 15 set out below

Credit nisk

The pnmary sources of crednt nsk within the Group are investment and treasury actvities and reinsurance counterparty nsk Within the investment
management and treasury aclivities a range of bank counterparty concentration and credit quality hmits together with other controls are in place to
ensure that exposure 15 managed New remnsurance cover I1s placed with remnsurers that are authonsed as Approved Rensurance Counterparbes
recommended by the Group Remsurance Credit Committee

Market nsk

Market nsk anses from the Group's nvestment portfolios The Group committee oversees the Group's investment strategy and seis appropriate nsk
Imits to ensure that no significant concentrations to individual companies or sectors anse

Liquidity risk
Liquidity nsk 1s considered to be a low nsk category Group hquidity 1s managed by Group Treasury and each operation 1s required to maintain a

mmimum level of cash or cash equivalents or highly iquid assets thal can be liguidated within a maximum stated penod of tme Contingency funding
plans are prepared and monitored to ensure that these munimum levels are met even in stress condiions




The Marine insurance Company Limited

Directors’ report (continued)
for the year ended 31 December 2012

Key performance Indicators

The directors of the Group manage the Group's operations on a divisional basis as descnbed in the Annual Report & Accounts of the Group For this
reason the Company’s directors believe that analysis using key performance indicators {(KPIs) for the UK business i aggregate is relevant to the
Company A key measure used by the Company in managing the business is the technical result This measure 1s calculated by aggregating eamed
premums less claims mncurred less expenses  Further information on financial KPIs 15 detailed in the Annual Report & Accounts of the Group (which do
not form part of this report) within the Group Chief Executive’s review on pages 10 to 13 and the regional business reviews on pages 18 to 25 The
Annua! Report and Accounts of the Group also includes non-financial KPIs which are detailed in the regional business reviews on pages 18 to 25 the
corporate responsibility report on pages 30 to 33 and the Directors’ and corporate govemance repart on pages 40 to 54

Directors

The names of the current directors at the date of signing the financial stalements are listed on page 1 The directors who held office dunng the year are
hsted below

R J Clayton (resigned 13" Feb 2013)
| A Craston (resigned 13" Feb 2013)
N G P Donaldson (resigned 13" Feb 2013)
WR B McDonne!ll (resigned 13™ Feb 2013)

D P Cockrem (resigned 10" Oct 2012)
M G Culmer (resigned 14™ May 2012}
Mr M Harns (resigned 31% May 2013)

The Drrectors’ responsibiittes statement appears on page 4 and 1s incorporated by reference mto this report

Auditor

Each of the persons who 1 a director at the date of approval of this report confirms that

« so far as the director 18 aware, there is no relevant audit information of which the Company's audifor 15 unaware, and

« the director has taken all steps that he or she ought to have taken as a dwrector in order to make himself or herself aware of any relevant audit
information, and to establish that the Company's auditor is aware of that informaton

This confirmation s given and should be interpreted in accordance with the provisions of s418 of the Comparies Act 2006

At the 2013 Annual General Meeting of RSA Insurance Group plc the Company’s ulimate parent company, KPMG LLP were appointed as external
auditor to the Group Accordingly Deloitte LLP will not be seeking re-appointment as auditors of the Company at the conclusion of therr current term of
office There are no crcumstances connected with the resignation of Deloitte LLP as external auditor which should be brought to the attention of
members or creditors of the Company

Going concern

In considering the appropnateness of the going concern basis the Board have reviewed the key nsks and uncertainties to which they believe the
Company 15 exposed, the Company's ongoing financial commitments and the continuing availability of sufficient Group resources for the next twetve
months and beyond As a result of this, the directors have a reasonable expectation that the Company has adequate resources to continue in
operational existence for the foreseeable future and have satisfied themselves that it 1s appropnate to prepare these financial statements on a going
concem basis

By grder of the Bgard

Mills
For and on behalf of
Roysun Limited
Secretary
28 June 2013



The Marine Insurance Company Limited

Directors’ responsibilities statement

The directors are responsible for prepanng the Annual Report and Accounts in accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the dwectors have elected to prepare the
financial statements n accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounttng Standards and
applicable law) Under company taw the directors must not approve the financial statements unless they are satisfied that they give a true and farr view
of the state of affairs of the company and of the profit or loss of the company for that penod In prepanng these financial statements, the directors are
required to

. select suitable accounting policies and then apply them consistently

. make judgments and accounting estimates that are reasonable and prudent,

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

« prepare the financial statements on the going concern basts unless it 1S INappropnate to presume that the company will continue n 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 positon of the Company and enable them 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 irregularties




The Marine Insurance Company Limited

Independent auditor's report to the member of The Marine Insurance Company Limited

We have audited the financial statements of The Manne Insurance Company Limited for the year ended 31 December 2012 which compnse the profit
and loss account, the statement of total recogmsed gains and losses, the balance sheet and the related notes 1 10 19 The financial reporting framework
that has been applied in therr preparation is applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practce) having regard to the statutory requirement for insurance companies {o maintan equalisation provisions The nature of equalisation provisions,
the amounts set aside at 31 December 2012, and the effect of the movement in those provisions duning the year on sharehelders’ funds, the balance on
the general business technica! account and profit before tax are disclosed in noles 1and 16

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

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ responsibiiies statement, the directors are responsible for the preparation of the financial statements and for
being satisfied that they give a true and fair view Our responsibility 1s to audit and express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland) Those standards require us 1o comply with the Auditing Practices Board's
Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit mvolves obtained 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 mcludes an assessment of whether the accounting
policies are appropnate 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  [n addition, we read all the financial and
non-financial nformation in the annual report to dentfy matena!l inconsistencies with the audited financial statements I we become aware of any
apparent matenal misstatements or iInconsistencies we consider the mplications for our report

Opinion on financial statements
In our opinion the financial statements

+  give atrue and fair view of the state of the Company’s affairs as at 31 December 2012 and of its loss for the year then ended,
«  have been propery prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and
s have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescrnibed by the Companies Act 2006

{n our opinion the mformation given n 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 recerved from branches not visited by us, or
the financial statements are not in agreement with the accounting records and retums or

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

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

Y/

Alexander Arterton 8Sc ACA (Senior Statutory Auditor)
for and on behalf of Delaitte LLP

Chartered Accountants and Statutory Auditor

London, United Kingdom

28 June 2013




Technical account - general business

Gross premiums wntten
Qutward reinsurance premiums
Premiums written, net of reinsurance

Change in the gross provision for unearned premiums
Change n the provision for unearned premiums, reinsurers’ share

Earned premiums, net of reinsurance
Claims paid

Gross amount
Reinsurers share

Change in the provision for claims
Gross amount
Rewnsurers’” share

Claims incurred, net of reinsurance

Acquisibon costs

Change n deferred acquisition costs
Administrative expenses

Remsurance commissions anrd profit parhcipation

Net operating expenses
Balance on the technical account before change in equalisation provision
Change in the equalisation provision

Balance on the technical account for general business

All figures relate to contnuing operations
The notes on pages 10 to 18 form an integral part of these accounts

The Marine Insurance Company Limited
Profit & loss account
for the year ended 31 December 2012

2012 2011
Notes £000 £000
4 21,268 7.709
(109,513) 1494
(88,245) 9203
{3,850) 887
8,408 (582)
{83,689) 9 508
107,748 (8.547)
{38,515) 4 504
69,233 (4,443)
(110,981) 7.403
121,486 (9 789)
10,505 (2 386)
79,738 (6,829)
(5,530 (2 572)
(1,223 {254
2,538 (488)
3,893 19
(322) (3.295)
{4,273} (616)
16 2,041 94
{2,232} (522)




The Marine Insurance Company Limited

Non-technical account Notes

Balance on the techincal account for general business

tnvestment iIncome 9
Investment expenses and charges

Unrealised losses on investments

Other charges 3

Operating {Loss) profit
Taxation on {loss)/ profit on ordinary activities 10
(Loss)! profit for the financlal year 15

All figures relate to continuing operations

Statement of total recognised gains and losses for the year ended 31 December
2012

(L.oss) profit for the financial year

Total recognised gains and losses arising in the year
Total recognised gains and losses since last annual accounts

The notes on pages 10 to 18 form an integral part of these accounts

Profit & loss account {continued)
for the year ended 31 December 2012

2012 2011
£000 £000
(2,232) (522)
2,249 3,457
{1,053) -
(88} {2,194)
(173) (265)
(1,297) 476
365 {250)
(932) 226
2012 2011
£000 £000
(932) 226
{932) 226
{932) 226




Assets

Investments
QOther financial investments

Reinsurers’ share of technical provisions
Proviston for uneamed premiums
Claims outstanding

Debtors

Debtors ansing out of direct insurance operations - intermedianes
Debtors ansing out of reinsurance operalions

Amounts owed by group undertakings

Other debtors including taxation

Deferred tax

Other assets
Cash at bank and i hand

Prepayments and accrued income

Accrued interest and rent
Deferred acquisition costs

Total assets

The notes on pages 10 to 18 form an integral part of these accounts

The Marine Insurance Company Limited
Registered Number- 00014809

Balance sheet
as at 31 December 2012

Notes 2012 201
£000 £000

n | 62230) | 70,438 |

8,163 2
236,985 124,383
245,148 124,385

7,227 5724

13,368 42
7,184 16,629
1,195 -

- 131
28,974 22,526

| s2.468] | 5,338

954 1,048

- 1,246

954 2,294
369,774 224,979




Liabilities

Capital and reserves
Called up share capital
Share premium account
Profit and loss account
Equity shareholders’ funds

Technical provisions

Provision for uneamed premiums
Claims outstanding

Equalhsation provision

Creditors

Creditors arnsing out of direct insurance operations
Creditors ansing out of remsurance operations
Amounts owed to group underakings

Other creditors including taxation

Provisions

Total liabilities

The notes on pages 10 to 18 form an integral part of these accounts

The Marine Insurance Company Limited
Registered number' 00014809

Balance sheet (continued)
as at 31 December 2012

2012 2011
Notes £000 £000
15 12,333 24,267
16 - 26,333
16 18,197 30 462
16 30,530 81062
8,163 4643

236,985 136,473

17 - 2,041
245,148 143,157

as7 298

6,637 28

84,611 21§

13 783 215
14 1,708 -
94,096 760

369,774 224979

The financial statements of The Manne Insurance Company Limited (registered number 00014809) were approved on 28 June 2013 by the Board of

Directors and are signed on its behalf by

R Houghton
Director
28 June 2013




The Marine Insurance Company Limited

Year ended 31 December 2012
1 Financial statements

The financial statements are prepared in accordance with applicable law and UK accounting standards and in comphiance with the Companies Act 2006
The financial statements have been prepared under the current value rules, as permitted by Schedule 3 of the accounting regulations 1ssued under the
Act and the Statement of Recommended Practice (SORP) on Accounting for Insurance Business issued by the Association of Bnftish Insurers n
December 2005 (as amended in December 2006), having regard to the statutory requirement for insurance compames to maintain equahisation
provisions They are prepared on the going concem basis

In conswlenng the approprateness of the going concern basis the Board have reviewed the key nsks and uncertainbes to which they believe the
Company 1s exposed, the Company’s ongoing financial commitments and the continuing availlability of sufficient Group resources for the next twelve
months and beyond As a result of this, the directors have a reasonable expectaton that the Company has adequale resources to continue In
operational existence for the foreseeable future and have satisfied themselves that i 1s appropriate to prepare these financial statements on a going
concern basis

A summary of the major accounting policies, which have been applied consistently throughout the year and the preceding year 1s set out below

a) General insurance busmess
] Underwriting results

The underwnting result 18 accounted for on an annual basis whereby the incurred cost of claims, commussion and related expenses are
charged against the eamed proportion of premuiums, net of remsurance Premiums wntten are accounted for in the year in which the contract 1s
entered into and include estimates where the amounis are not determined at the batance sheet date Premiums wntten exclude taxes and
duties levied on premiums Commission and other acquisiion costs incurred in wnting the business are deferred and amortised over the penod
in which the related premiums are eamed

Claims paid represent all payments made dunng the perod whether ansing from events dunng that or earlier penods
The balance on the Technical account - general busimess 15 armved at after taking account of changes in the equalisation provision
[ Technical provisions

The provision for uneamed premiums represents the proportion of premiums written relating to penods of insurance subsequent to the balance
sheet date, calculated principally on a daily pro rata basis

The provision for claims outstanding, whether reported or not, compnses the estmated cost of clams incurred but not settied at the balance
sheet date It includes related expenses and a deduction for the expected value of salvage and other recovenies The prowision s determined
using the best mformation avaldable of claims settlement patterns, forecast inflation and setilement of claims

Differences between the estimated cost and subsequent settliement of claims are dealt with in the technical account for the year in which the
claims are settled

Provision ts made, based on information avalable at the balance sheet date, for any estimated future underwnting losses refating to unexpired
nsks after {aking nto account future investment income that 1s expected to be earned from the assets backing the provision for uneamed
premiums {net of deferred acquisiion costs) The unexpired nsk provision 1S assessed in aggregate for business classes which, in the opmion
of the directors, are managed together When considering any requirement for a provision for unexpired nisks, no account Is taken of any new
claims events occurming after the balance sheet date other than those that can be expected dunng the unexpired period of nisk at the balance
sheet date

Egualisation prowvisions are established in accordance with Chapter 6 of the Financial Services Authonty's rules for insurers in the UK These
provisions, notwithstanding that they do not represent habiliies at the balance sheet date as they are over and above the anticipated ulimate
cost of outstanding ciaims, are required by Schedule 3 of the accounting regulations to the Companies Act 2006 to be included within technical
provisions in the balance sheet and any change in the prowisions durning the year 1s required to be shown in the Technical account - general
business

Provisions are calculated gross of any remsurance recovenes A separate estmate 15 made of the amounts that wil! be recoverable from
remnsurers based upon gross provisions and having due regard to collectability

i Reinsurance recoveries

Reinsurance recovenes in respect of estimated claims incumred but not reported are assumed to be consistent with the histoncal pattern of
such recovenes, adjusted to reflect changes in the nature and extent of the Company’s remsurance programme over time  An assessment 1s
also made of the recoverability of reinsurance recovenes having regard to the market data on the financial strength of each of the reinsurance
companies and taking into account any disputes on, and defects in, contract wordings

b) Transiation of foreign currencies
Monetary assets and llabiites denominated in foreign currencies are translated into steriing at rates ruling at the balance sheet date
Transactions denominated in foreign currencies are transtated into sterling using the cumulative average rate for the financial year The

resulling exchange differences are included within the Profit and loss account Non menetary items are transfaled at the rate of exchange at
the date of the transacton and are not subsequently retranslated

10



The Marine Insurance Company Limited
Year ended 31 December 2012

1 Financial statements (continued)

c)

d

e)

Investment return

Income from investments 15 included in the non-technical account on an accruals basis Investment return compnses all nvestment income,
realised investment gains and iosses and movements in unreaksed gains and losses, net of mvesiment expenses Dividends on equity
investmenis are recogmsed on the date at which the investment is pnced ‘ex dividend’

Realised gans and losses on mvestments are calculated as the difference between net sales proceeds and purchase pnce

Movements in unrealised gams and losses on investments represent the difference between therr carrying value at the balance sheet date and
therr purchase pnce or their carrying value at the last balance sheet date, together with the reversal of unrealised gains and losses recognised
i earlier accounting pencds 1n respect of nvestment disposals in the current penod

Taxation

Current tax based on profits and income for the year, mcluding UK corporation tax and forexgn tax, 1s provided at amounts expected te be paid
(or recovered) using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date

Deferred tax 1s recognised in respect of all tming differences (except as set out below} that have onginated but not reversed at the balance
sheet date where transachons or events that result in an obligation to pay more tax in the future or a nght to pay less tax in the future have
occurred at the balance sheet date  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 n tax assessments in penods different from those 10 which they are
recognised n the financial statements

A net deferred tax asset 1s regarded as recoverable and therefore recogrused only to the extent that on the basis of all available ewidence 1t
can be regarded as more likely than nol that there will be suitable taxable profits from which the future reversal of the underlying trming
differences can be deducted A deferred lax asset 1s recogmised for rehef for trading losses or other losses only to the extent that the directors
anticipate that suitable profits will absorb such losses in the future

Defarmed tax 1s measured at the tax rates that are expected to apply in the penods in which the tring differences are expected to reverse,
based on {ax rates and laws that have been enacted or substantively enacted by the balance sheet date Deferred tax 1s measured on a non-
discounted basis

Investments

The beneficial interest in the Investment pool was stated at the Company’s share of the value of the underlying assets Movements In carrying
value, together with profits and losses ansing on disposal of any part of the beneficial interest, are taken o the non-technical account

Other investments are stated i the balance sheet at market values compnsing stock exchange values for listed secunties and directors’
valuations for other investments Profits and losses on the realisation of investments and the differences between market values and book
values of the investments, together with the retated tax, are taken to the non-technical account



The Marine Insurance Company Limited
Year ended 31 December 2012
2 Estimation techniques, uncertainties and contingencies

introduction

One of the purposes of Insurance Is to enable policyholders to protect themselves against uncertain future events Insurance companes accept the
transfer of uncertainty from policyholders and seek lo add value through the aggregaten and management of these nsks

The uncertanty inherent 1in insurance 1s inevitably reflected m the financial statements of tnsurance companies The uncertainty In the financial
statements principally anses in respect of the insurance habilities of the company

The insurance habilites of an msurance company include the provision for uneamed premiums and unexpired nsks and the provision for outstanding
claims Unexpired nsks represent the amount of mcome set aside by the company to cover the cost of claims that may anse dunng the unexpired penod
of nsk of Insurance policies in force at the balance sheet date Qutstanding claims represents the company’s estimate of the cost of settlement of clams
that have occurred by the balance sheet date but have not yet been finally settled

In addition to the isherent uncertainty of having to make provision for future events, there 1s also considerable uncertainty as regards the eventual
outcome of the ¢laims that have occurred by the balance sheet date but remain unsettled This includes claims that may have occurred but have not yet
been notified to the company and those that are not yet apparent 1o the insured As a consegquence of this uncertanty, the insurance company needs to
apply sophisticated estimation techriques 1o determine the appropnate provisions

Estimation techmiques

Claims and unexpired nsks prowisions are determined based upon previous clams expenence, knowledge of events and the terms and conditions of the
relevant policies and on interpretation of circumstances Particularly relevant 15 expenence with similar cases and histoncal claims payment trends The
approach also includes the consideration of the development of loss payment trends, the potential longer term significance of large events the levels of
unpaid claims, legistative changes judicial decistons and economic and polittcat conditions

Where possible the Company adopts multtple technigues to estimate the required level of provisions This assists In giving greater understanding of the
trends inherent in the data being projected The Company's estimates of losses and loss expenses are reached after a review of several commonly
accepted actuanal projecuion methodologies and a number of different bases o determine these provisions These include methods based upon the
following

the development of previously settled claims, where payments to date are extrapolated for each prior year,

estimates based upon a projection of claims numbers and average cost,

notified claims development, where notified claims to date for each year are extrapolated based upon observed development of earher years, and
expected loss ratios

In additon, the Company uses other methods such as the Bornhuetter-Ferguson method, which combines features of the above methods The
Company also uses bespoke methods for specialist classes of business In selecting its best estmate, the Company considers the appropnateness of
the methods and bases to the mndwidual circumstances of the provision class and underwnting year The process 15 designed to select the most
appropnate best estimate

Large claims impacting each relevant business class are generally assessed separately, being measured either at the face value of the loss adjusters
estimates or projected separately in order to allow for the future development of large claims

Provisions are calculated gross of any remsurance recovenes A separate estmate 1s made of the amounts that will be recoverable from reinsurers
based upon the gross provisions and having due regard to collectability

The clatms provisions are subject to close scrutiny both within the Company's business units and at Group Corporate Centre In addstion, for major
classes where the nsks and uncertainties iInherent in the provisions are greatest, regular and ad hoc detalled reviews are undertaken by advisers who
are able to draw upon therr specialist expertise and a broader knowledge of current industry trends in clams development The results of these reviews
are considered when establishing the appropriate levels of prowisions for oulstanding claims and unexpired penods of nsk As an example, the
Company’s exposure to asbestos and environmental pollution 1s examined on this basis The results of these reviews are considered when establishing
the appropnate levels of provisions for outstanding claims and unexpired penods of nisk

It should be emphasised that the estimation techniques for the determimation of insurance iabities nvolve obtaiming comoborative evidence from as
wide a range of sources as possible and combining these to form the overall estmate This techmique means that the estimate i1s inevitably deterministic
rather than stochastic

12



The Marine Insurance Company Limited
Year ended 31 December 2012

Uncertainties and contingencies
The uncertamnty ansing under msurance contracts may be charactensed under a number of specific headings, such as

uncertainty as to whether an event has occurred which would give nse to a pohicyholder suffenng an insured loss,
uncertainty as to the extent of policy coverage and imits applicable,

uncertainty as to the amount of insured loss suffered by a policyholder as a result of the event occurnng  and
uncertainty over the timing of a settlement to a policyholder for a loss suffered

The degree of uncertainty will vary by policy class according to the charactenstics of the insured nsks and the cost of a claim will be determined by the
actual loss suffered by the policyholder

There may be significant reporting lags between the occurrence of the insured event and the time it ts actually reported to the Company Following the
identification and notification of an insured loss, there may stll be uncertainty as to the magnitude and timing of the settlement of the claam  There are
many factors that will determine the level of uncertainty such as inflabion, inconsistent judicial interpretations and court judgments that broaden policy
coverage beyond the intent of the onginal msurance, legislative changes and claims handling procedures

The estabishment of insurance liabilites ts an inherently uncertain process and, as a consequence of this uncertanty, the eventual cost of setlement of
outstanding claims and unexpired nisks can vary substantally from the mitial estimates, particularly for the Company’s long tail ines of business The
Company sesks to provide appropriate levels of claims provision and prowiston for unexpired nisks taking the known facts and expenence into account

The Company evaluates the concenfration of exposures to ndmidual and cumulative nsurance nsk and establishes its rensurance policy to reduce
such exposure to levels acceptable to the Company

Lirigaton, disputes and investigations

The Company, 1h common with the msurance industry in general, 1s subject to IMigation, mediation and arbitration, and regulatory governmental and
other sectoral inquines in the nomal course of its business The directors do not believe that any current mediation, arbitration, regulatory, governmental
or sectoral inquines and pending or threatened htigation or dispute as outlined elsewhere in ts note, will have a matenal adverse effect on the
Company's financial positon, although there can be no assurance that losses or financial penalties resulting from any current mediation arbutration,
regulatory, govemmental or sectoral Inquines and investigations and pending or threatened lihgation or dispute will not matenally affect the Company's
financial position or cash flows for any penod

13




The Marine Insurance Company Limited
Year ended 31 December 2012

2 Estimation techniques, uncertainties and contingencies {continued)

Reinsurance

The Company 15 exposed to disputes on, and defects in, contracis with its reinsurers and the possibility of default by ts reinsurers The Company 1S also
exposed to the credit nsk assumed i1 fronting arrangements and to potential reinsurance capacity constraints In selecting the remnsurers with whom we
do business, our strategy Is {o seek reinsurers with the best combimation of financial strength, pnce and capacity We publish mtemally a list of
authonsed remnsurers who pass our selection process and which our operations may use for new transactions

The Company monitors the financial strength of its remnsurers, including those to whom nsks are no lenger cedeg Allowance 1s made in the financial
position for non recoverability due to rensurer default by providing in Iine with Group standards having regard 1o companies on the Group’s 'Walch
List The 'Walch List’ is the list of compames whom the RSA Group's directors believe will not be able 1o pay amounts due in full

Investment nsk

The Company I1s exposed to market nsk and credit nsk on its invested assets Market nsk includes the nsk of potental losses from adverse movements
n market rates and pnces ncluding interest rates, equity pnces property pnces and foreign currency exchange rates The Company's exposure to
market nsks 1s controlled by the setting of investment imits m IIne with the RSA Insurance Group's nsk appetite From time to time the RSA Insurance
Group also makes use of denvative financial mstruments to reduce exposure to adverse fluctuations in interest rates, foreign exchange rates and equity
markets The RSA Insurance Group has strict controls over the use of denvative mstruments

Credit risk includes the non performance of contractual payment obligations on imvested assets and adverse changes in the creditworthiness of mvested
assets including exposures to 1ssuers or counterparties for bonds, equities deposits and denvatves Limits are set at both a portfolo and counterparty
level based on hkelhood of default to manage the RSA Insurance Group's overall credit profile and specific concentrations within nsk appetite

Our nsurance nvestments portfolios are concentrated i listed secunties with very low levels of exposure 1o assets without quoted market pnces We
use model based analysis to venfy asset values when market values are not readly available

Rating environment

The ability of the Company to write certain types of insurance business 1s dependent on the maintenance of the appropriate credit ratings from the rating
agencies The RSA Insurance Group has the objective of mamntaming single ‘A’ ratings Al the present tme the ratings are ‘A+' (negative outlook) from
S&P and 'A2’ (stable outlock) from Moody's Any worsening in the ratings could have an adverse impact on the atilty of the RSA Insurance Group and
the Company to wnte certain types of general insurance business

In assessing credit nsk in relation to rensurance and investments, the RSA Insurance Group takes into account a vanety of factors, mcluding credit
rating If any such rating changes, or 1s otherwise reassessed this has potential implications for the related exposures

Changes i foreign exchange rates may impact our results

We publsh our financiat statements in Pounds Stering  Therefore fluctuations in exchange rates used to translate other currencies particutarly other
European currencies and the US dollar, into Pounds Sterling will impact our reported financial condition, results of operations and cash flows from penod
to penod These fluctuations in exchange rates will also smpact the pound sterling value of our investments and the return on our investments

Income and expenses for each Profit and Loss account tem are translated at average exchange rates Balance sheet assets and habilites are
translated at the clostng exchange rates at the balance sheet date

Regulatory environment

The legal, reguiatory and accounting envirenment 15 subject to significant change in many of the Junsdichions in which the Company operates, including
developments In response to changes in the econormic and political environment and the recent financial crisis  The Company continues to momtor the
developments and react accordingly

The new solvency framework for insurers being developed by the EU, referred to as 'Solvency I 1s mtended in the medium term to achieve greater
harmonisation of approach across EU member states to assessing capital resources and requirements There remains continued uncertainty as de'ays
in agreeing the rules have caused the planned implementation date of 2014 to be delayed The Company s actively participating in shaping the
outcome through its mvolvement with European and UK regulators and mdustry bodies whilst appropnately progressing its implementation plans and
the directors are confident that the Company will continue to meet all future regulatory capital requirements
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3 Exchange rates
The rates of exchange used m these accounts in respect of the major overseas curencies are

2012 20114 2012 2011

Cumulative Cumulative
Average Average End of Penod  End of Penod
LS Dollar 159 18 163 155
Euro 123 115 123 12
Canadian Dollar 158 158 162 158

Other charges in the non-technical account includes £173,000 of net losses (2011 £265,000 of net losses) on the retranslation of foreign currency items,
which 15 included n current year retained loss

4 Segmental information by busmness class and geographical area

a) by business class
The Company wntes manne aviation and transport Insurance business

b} by geographical segment 2012 2011
£000 £000
Gross premiums written
EU member states 21,268 7,709
21,268 7,709
2012 2011
£000 £000
{Loss)/ profit on ordinary activites before taxation
EU member states {1,297) 476
(1,297) 476
2012 2011
£000 £000
Net assets as at 315t December
EU member states 30,530 81,062
30,530 81,062

Gross premiums are disclosed by ongin The destination of the premium s deemed to be the US as all policyholders are based in the US  All business
wntten ts within the manne, aviation and transport class

Total commussions for direct msurance business accounted for by the Company dunng the year, excluding payments to employees amounted to
£3,891 000 (2011 £1,736,000}

included within gross wntten prermium and rensurance wrtten premium recognised in the year are £1 394,000 (2011 £{3,524,000)) and £112,000
{2011 £(1,484,000)) respectwely relating to re-estimation of pnor year pipeling premiums

5 Movement in prior year’s provision for claims outstanding

The movement in net incurred clams ansing from the difference between the net claims provision at the beginning of the vear, and subsequent
payments and the prowision at the end of the year amounted to £3,098,000 favourable (2011 £2,123,000 unfavourable}

6 Auditer's remuneration
Fees payable to Deloitte LLP for the audit of the Company’s annual accounts were £7,700 (2011 £7,700) which were bome by a parent company, Royal

& Sun Alliance Insurance plc Fees payable to Deloitte LLP and thewr associates for non-audit services to the company are not required to be disclosed
because the consolidated financial statements are required to disclose such fees on a consolidated basis
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7 Directors’ emoluments

None of the directors received any emoluments from the Company dunng the year {2011 £nil) Al the directors receive remuneration from Royal & Sun

Alliance Insurance plc as employees of that company, and it 1s not appropnate because of the non-executive nature of ther serwices, to make an
apportonment of their emoluments in respect of the Company

8 Employees and staff costs

The Company did not employ anyone dunng the year (2011 none} All administrative duttes are performed by employees of Royal & Sun Aliance
Insurance plc at a cost to the Company of £722,000 {2011 £488,000)

9 Investment income, expenses and charges

2012 2011
£'000 £'000
Income from cther investments 2249 3457
Investment expenses and charges {1053) -
1,196 3457
10 Taxation
The charge for taxation in the profit and loss acount compnses
2012 2011
£'000 £'000
Current tax
UK corporaton tax (496) 199
Adjustments in respect of pnor penods - 16
Total current tax (496) 215
Deferred tax
Ongination and reversal of timing differences 120 23
Adjustment for change in tax rates 11 12
Total deferred tax 131 35
Tax (credit) icharge {365) 250

The UK corporation tax for the current year 1s based on a rate of 24 5% (2011 26 5%) The rate of corporation tax has reduced from 26% to 24%
effective 1 Apnl 2012 and as a result a composite rate of 24 5% has been used in the accounts

Factors affecting the current tax (credit) /charge

The current tax (credit) /charge for the year 1S more than 24 5% (2011 more than 26 5%} due to the items set out n the reconcikabion below

2012 20M

£000 £000
{Loss) /profit on ordinary activities before tax {1,297) 476
Tax at 24 5% (2011 26 5%) (318) 126
Factors affecting {credit) /charge
Fisca! adjustments (50) a8
Adjustment to tax m respect of pnor penods - 16
Qther timing differences {128) (25}
Current tax (credit) icharge for the year {496) 215

Other debtors includes £ml {2011 £130,500) relating to deferred tax (see note 12)
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11 Other financial investments

Debt secunties and other fixed income secunties

Listed investments included in the above are as foilows
Debt secunties and other fixed income secunties

The histoncal cost of other financial investments 1s £61,261,000 (2011 £68,075,000)

12 Deferred tax

Deferred tax for the current year is based on a rate of 23% (2011 25%}

Other timing differences - claims equalisation reserve
Deferred tax asset

Deferred tax asset at 1 January

Charge for the year - Profit and loss

Effect of change of rate on opening balances
Deferred tax asset at 31 December

43 Other creditors including taxation

UK corporation tax
Other creditors

14 Provisions for habihties

At 1st January
Provision transferred in
At 31st December

The Marine Insurance Company Limited
Year ended 31 December 2012

2012 2011
£'000 £000
2,230 70 438
62,230 70,438
62,230 70,438
62,230 70438
2012 2011
£'000 £'000

. 131

- 131

2012 2011
£'000 £000
131 166
(120) 23
(11) (12)

- 131

2012 2011
£'000 £1000

. 215

783 -
783 215
2012 2011
£'000 £'000
1,708 -
1,708 .

A provision has been made in respect of a rensurance reinstatement premium The amount represents the best esimate available at the date of the

accounts
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15 Share capital

2012 2011
£000 £000
Alflotted, 1ssued and fully paid up
§86,666 (2011 946,666) fully paid up ordinary shares of £12 50 each (2011 £25 each) 12,333 23,667
Allotted, issued and partly paid up
Nil (2011 40,000 £15 called up and paid ordinary shares of £25 each) - 600
12,333 24,267

A share capital reduction has been completed in the year as part of a group policy to transfer excess capital to the parent company Royal & Sun Allance
Insurance plc

40,000 partly paid shares were fully pad up, and the par value of the share capita! was reduced to £12 50 per share The share premium account was
also transferred to retained earnings to provide sufficient distnbutable profits for a £50m diwvidend

16 Reconciliation of movements in shareholders' funds

Share Capital  Share premium Profit and Loss 2012 2011
Account
£000 £'000 £000 £'000 £000
Shareholders' funds at 1 January 24,267 26,333 30,452 81,062 80,836
(Loss)/profit for the financial year - - (932) (932) 226
Payment of part pasd shares 400 - - 400 -
Share capital reduction (12,334) (26,333) 38 667 - -
Dindends pad - - (50,000} (50,000) -
Shareholders’ funds at 31 December 12,333 - 18,197 30,530 81,062
17 Equalisation provisions

2012 2011
£'000 £'000

Provision as at 1 January 2,081 2,135
Charged (2.041) {94)
Provision as at 31 December - 2,041

There 18 no requirement for an equalisation provision in 2012 as the 5 year average net wntten premium is negatve (2011 CER provision £2 041,000)
The release of the provision during the year had the effect of increasing the balance on the Techmical account and the profit on ordinary actiwities before
taxatan by £2 041,000 (2011 increasing by £94,000)

18 Cash flow statement
The Company 1s a wholly-owned subsidiary of RSA Insurance Group ple and the cash flows of the Company are included n the consolidated cash flow

statement of RSA Insurance Group plc The Company has thus taken advantage of the exemption permitted by FRS 1 (revised 1996) Cash flow
Statements’ and has elected not to prepare its own cash flow statement

19 Related party transactions

Advantage has been taken of the exemption prowvided in FRS 8 ‘Related Party Disclosures’ from disclosing details of transactions with RSA Insurance
Group plc and is subsidianes and associated undertakings
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20 Parent companies
The Company's immediate parent company is Royal & Sun Alliance Insurance plc which Is registered in England and Wales

The Company’s ultmate parent company RSA Insurance Group plc, which 1s registered i England and Wales and 15 the parent company of the
smallest and largest group to consolidate these financial statements A copy of that company's accounts can be obtained from 9t Floor, One Plantation

Place 30 Fenchurch Street London EC3M 3BD
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