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EQUITAS REINSURANCE LIMITED

Directors’ report
for the year ended 31 March 2007

The Directors present their report and the audited financial statements for the financial year ended 31
March 2007

Parent company
The Company 1s a whaolly-owned subsidiary of Equitas Holdings Limited
Principal activities

The Company was established as part of the Lloyd’s Reconstruction and Renewal Plan On 3 September
1996 1t executed a Reimnsurance and Run-Off Contract pursuant to which it reinsured the business written
by Lloyd's syndicates allocated to the 1992 and prior years of account, other than hfe syndicates and
business previously reinsured by Lioncover Insurance Company Limited {‘Lioncover’) It reinsured the
business previously reinsured by Lioncover with effect from 18 December 1997 The Company s only
authonsed to effect these reinsurances and related activites The Company 15 authorised and regulated
under the Financial Services and Markets Act 2000 (‘'FSMA') by the Financial Services Authority (‘FSA’)

Business review

The Company does not have an ongoing operational role, the business reinsured by the Company having
been 100 per cent retroceded to Equitas Limited under a retrocession agreement dated 3 September 1996
('Retrocession Agreement’) Unti 30 March 2007 Equitas Limited was responsible for the run-off of that
business Equitas Limited is a wholly-owned subsidiary of the Company and accordingly the movement in
the balance sheet of the Company 1s attributable to the deficit for the year ended 31 March 2007 incurred
by Equitas Limited

On 30 March 2007 Equitas Limited completed a reinsurance agreement with National Indemnity
Company (‘Natianal Indemrnuty’}, a member of the Berkshire Hathaway group of nsurance comparnies.
The first phase of the agreement involves the purchase by Equitas Limited of an additional $5 7 billion of
reinsurance cover over and above the existing reserves as at 31 March 2006, less claims payments made
and reinsurance recoveries recerved since 1 Apnil 2006 It also involved the sub-delegation by Equitas
Limited of its run-off responsibilites to Equitas Management Services Limited {‘EMSL’) and the sale of
EMSL (re-named Resolute Management Services Limited) to a member of the Berkshire Hathaway Group
The second phase involves seeking the approval of the High Court to transfer Names’ obligations to
policyholders to another company, should necessary changes be made to FSMA 2000.

As a result of this transaction both the Company and Equitas Limited have been transformed and the
Board believes the prospect of the failure of the Company now to be extremely remote

Following the completion of the transaction Equitas Limuted will pay a return premium of £50 million to
the Company The Company intends to pay this as an aggregate return premium of £50 million to
Reinsured Names, Lioncover and Centrewrite Limited (‘Centrewnite’) in accordance with their respective

entitlements

Further details of the agreement between Equitas Limited and National Indemmity can be found in the
Report & Accounts of Equitas Holdings Limited for the year ended 31 March 2007

Results

The Company incurred a deficit of £428 million after tax for the year ended 31 March 2007 (2006 £18
milhon deficit) The Company’s Articles of Association do not permit the payment of a dividend




EQUITAS REINSURANCE LIMITED

Directors
The names of the Directors at the date of this report are listed on page 2

Messrs M] Crall, SP Moser, GE Brace, JA Collins, ]W Heap, RA Barfield and JAB Joll also served as
Directors during the year Mr M| Crall retired from the Board with effect from 5 june 2006 The other
Directors stepped down from the Board on 30 March 2007.

The Company's Articles of Association stipulate that the Directors of the Company shall be the same as
the Directors of its immediate parent company, Equitas Holdings Limited All the persons who served as
Directors dunng the year under review were also Directors of Equitas Holdings Limited

Directors’ interests

Mr ME McL Deeny has an interest in the business of the Company as an underwniting member of Lloyd's
who resumed underwriting In 1999 after having ceased to do so in 1994 Messrs IC Agnew and RB
Spooner each has an interest in the business of the Company as a former underwnting member of Lloyd's
who ceased underwriting in 1998 and 1993, respectively Mr Agnew also has an interest in the business
of the Company through his shareholding in Fortw Underwnting Limited, a corporate member of Lloyd’s
which 15 a member of a number of syndicates, through his shareholding in members of the Jubilee Group
of Companies at Lloyd’s and by the provision of caprtal to CBSICP Capital Limited which 1s a corporate
member of Lloyd's with a spread portfolio He 1s also a shareholder and Chairman of Insurance Capital
Partners Limrted, which owns and manages capacity provided to vanous Lloyd’s syndicates

During the year each Director had the benefit of a standard indemnity under the Articles of Association of
the Company, Equitas Holdings Limited and Equitas Limited in respect of liabilities (including legal fees
and expenses) incurred in defending proceedings, whether civil ar cruminal, (in which he 1s acquitted,
judgement 1s given 1n his favour or certain other relief 15 granted These indemnities did not cover habiiity
attaching to a Director in connection with any finding of neghgence, default, breach of duty or breach of
trust by him in relation to the Company, Equitas Holdings Limited or Equitas Limited These companies
also entered into contractual indemnities with the Directors in respect of liabiliies (including legal fees
and expenses} Incurred to third parties relating to thetr position as a Director These indemntties did not
apply if a Court in the United Kingdom had determined that the Director did not act honestly nor did they
cover cniminal fines or regulatory penalties payable by the Director These contractual indemnities and
similar indemnities 1n favour of employees, which were secured by a charge over a £50 million bank
deposit, were replaced by indemnities given by National Indemnity under the reinsurance agreement
entered Into with that Company Those indemnities took effect on 30 March 2007 The £50 mullion
security over the bank deposit was released subsequent to the year end

None of the Directors has an interest in shares 1n any Group company other than Messrs ME Mcl Deeny
and RB Spooner who, since 3 September 1996, have held the two ordinary shares in the Company jointly
with the other Trustees of The Equitas Trust

Directors' responsibilities

The Directors are required by the Companies Act 1985 to prepare financial statements for each financial
year which 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 the financial statements, the Directors are required to
« select suitable accounting policies and then apply them consistently,
» make judgments and estimates that are reasonable and prudent;

« state whether applicable accounting standards have been followed, subject to any matenal departures
disclosed and explained n the financial statements; and
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« prepare the financial statements on a going concern basis unless 1t 1s inappropriate to do so

The accounting policies on page 12 set out the i1ssues relevant to the going concern basis for the
preparation of the financial statements

The Directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Company and enable them to ensure that the financial
statements comply with the Companies Act 1985 They are also responsible for safeguarding the assets of
the Company and hence for taking reasonable steps for the prevention and detection of fraud and other
irregulanties The Directors’ responstbility for the accounting records in relation to the reinsured habihties
commenced on 3 September 1996 on execution of the Reinsurance and Run-Off Contract

The Directors confirm they have complied with the above requirements when preparing the financial
statements

Auditors

A resolution to reappoint PricewaterhouseCoopers LLP as auditors to the Company will be put to the
forthcoming Annual General Meeting

As permitted by the Company's Articles of Association, indemnites have been given to
PricewaterhouseCoopers LLP against costs and liabilities incurred or ansing out of their work as auditors
in circumstances where a court finds 1n their favour

Disclosure of information to Auditors
Each Director confirms that so far as he 15 aware there 15 no relevant audit information of which the
Company’s auditors are unaware Each Director also confirms that he has taken all the steps that he ought

to have taken as a Director in order to make himself aware of any such information and to establish
whether the auditors are aware of that information

By Order of the Board

S T~

Stephen Britt
Company Secretary
7 June 2007
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Independent Auditors' report to the members of Equitas Reinsurance Limited

We have audited the financial statements of Equitas Reinsurance Limited for the year ended 31 March
2007 which compnise the profit and loss account, the balance sheet and the related notes These financial
statements have been prepared under the accounting pohicies set out therein.

Respective responsibilities of directors and auditors

The directors’ responsibilities for prepanng the annual report and the financial statements :n accordance
with apphcable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice) are set out 1n the statement of Directors' responsibilities

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland). This report, including the
opinion, has been prepared for and only for the Company’s members as a body in accordance with
Section 235 of the Companies Act 1985 and for no other purpose We do not, in giving this opinion,
accept or assume respansibility for any other purpose or to any other person to whom this report 1s shown
or into whose hands 1t may come save where expressly agreed by our prior consent in wnting.

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Comparues Act 1985 We report to you whether in our opinion
the information given in the Directors’ report 1s consistent with the financial statements

In additton we report to you If, in our opimion, the Company has not kept proper accounting records, if
we have not received all the information and explanations we require for our avdit, or if information
specified by law regarding directors' remuneration and transactions 15 not disclosed

We read the other information contained in the annual report, and consider whether 1t 15 consistent with
the audited financial statements The other information comprises only the Directors' report We consider
the implications for our report if we become aware of any apparent misstatements or matenal
Inconsistencies with the financial statements Qur responsibilities do not extend to any other information

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) i1ssued
by the Auditing Practices Board, except that the scope of our work was imited as explatined below An
audit wncludes examination, on a test basis, of evidence relevant to the amaounts and disclosures n the
financial statements. It also includes an assessment of the significant estimates and judgments made by the
directors in the preparation of the financial statements, and of whether the accounting policies are
appropnate to the Company's circumstances, consistently applied and adequately disclosed

We planned our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
statements are free from material misstatement, whether caused by fraud or other irregulanty or error

However in respect of claims outstanding of £4,757 million and reinsurers’ share of claims outstanding of
£4,757 mullion, the evidence available to us was hmited as described in note 1 A comprehensive
actuarial review for the year ended 31 March 2007 was not completed as a result of the activity dunng the
year 1n concluding, on 30 March 2007, a significant reinsurance arrangement with Natonal Indemnity
Company Consequently we have been unable to obtain all the information and explanations which we
have considered necessary for our audit regarding the valuation of claims outstanding and reinsurers’
share of claims outstanding, nor were we able to carry out other audit procedures

Claims outstanding and reinsurers’ share of claims outstanding are, as discussed in note 2, subject to
significant uncertainties As described In note 1, because of the reinsurance with Nauonal Indemmnity
Company, movements in claims outstanding would only affect the result for the year or net assets iIf the
remaining reinsurance cover becomes exhausted
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In forming our oprnion we also evaluated the overall adequacy of the presentation of information tn the
financial statements

Qualified opinion arising from limitation of scope

Except for the financial effects of such adjustments, if any, as might have been determined to be necessary
had we been able to satisfy ourselves as to the valuation of claims outstanding and reinsurers’ share of

claims outstanding, in our opinion

- the financial statements give a true and fair view, 1n accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the company’s affairs as at 31 March 2007 and of
the Company’s deficit for the year then ended, and

- the financial statements have been properly prepared in accordance with the Companies Act
1985

In respect solely of the mitation on our work relating to claims outstanding and reinsurers’ share of
claims outstanding we have not obtained all the information and explanations that we considered
necessary for the purpose of our audit

in our opimon the information given in the Directors’ report 1s consistent with the financial statements

A by oK bn s G2
PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors

London
7 June 2007




EQUITAS REINSURANCE LIMITED

Profit and loss account
for the year ended 31 March 2007

Technical account - general business

2007 2006
Note £m £m
Gross premiums written (50) -
Outwards premiums written 50 -
Net premiums wnitten 4 - -
Claims paid
Gross amount (408) (744
Reinsurer's share 408 744
Net claims paid 5 - -
Change in the proviston for claims
Gross amount 673 630
Reinsurer’s share (673) {630}
Change in discount - -
Change in the net provision for claims 14 - -

Clarms incurred, net of reinsurance -

Balance on the technical account for general
Business -

The accounting polices and notes on pages 12 to 19 form an integral part of these financial statements
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Profit and loss account
for the year ended 31 March 2007

Non-technical account

2007 2006
Note £m £m

Balance on the technical account for general
business - -
Unrealised losses on investments 10 (428) (18)
(Deficit} on ordinary activities before tax 6 (428) (18)
Tax on (deficit) on ordinary activities 9 - -
(Deficit) for the year 13 (428) (18)

No gains or losses have been recognised other than through the profit and loss account and the Company
has no discontinued activities.

The accounting polices and notes on pages 12 to 19 form an integral part of these financial staternents

10




EQUITAS REINSURANCE LIMITED

Balance sheet
as at 31 March 2007

Assets
Investments

Shares in Group undertakings

Reinsurer’s share of technical provisions
Claims outstanding

Debtors
Debtors arising from reinsurance operations

Total asseis

Liabilities

Capital and reserves

Called up share capital

Retained surplus

Shareholders’ funds — non-equity interests

Technical provisions
Claims outstanding

Creditors arising out of reinsurance operations

Total habilities

Note

10

14

12
13

14

2007 2006
£m £m
30 458
4,757 4,176
50 -
4,837 4,634
30 458
30 458
4,757 4,176
50 -
4,837 4,634

The financial statements on pages 9 to 19 were approved by the Board on 7 June 2007 and were signed on its

behalf by

HA Stevenson . ( { {/vaw

JV Barker QQ?D%@J\-

The accounting polices and notes on pages 12 to 19 form an integral part of these financial statements




EQUITAS REINSURANCE LIMITED

Notes to the financial statements
for the year ended 31 March 2007

1  Accounting policies
No changes In respect of accounting policies have been made this year

Going concern
The financial statements have been prepared on a going concern basis

Significant uncertaintbies exist as to the accuracy of the provision for claims outstanding established by the
Company Adjustments to claims outstanding due to the uncertainties highlighted 1n note 2 may be
matenal Because of the terms of the reinsurance agreement with National Indemnity, the Company 1s not
exposed to movements in claims outstanding provided these remain within the limits of the reinsurance
cover purchased

In view of the financial strength of National Indemnity and the size of the additional reinsurance cover
available to the Company following the National Indemnity transaction, in overall terms and relative to
the stze of the provision for clarms outstanding, the Directors have concluded that it continues to be
appropriate to prepare the financial statements on a going concern basis

Basis of presentation

As a result of the activity relating to the transaction between Equitas Limited and National Indemnity a
comprehensive actuarial review was not completed at 31 March 2007. Instead a high level review was
undertaken that focused on those aspects of the reserves with the greatest potential for matenal change
The brought forward reserves were adjusted for any such changes, as well as net payments in the year and
the unwinding of the discount

The level of detail at which the actuanal analysis has been carned out 15, \n most cases, less than has
historically been the case As a consequence, the accuracy of the estimated changes in habilities is less
reliable than n previcus years, when a full actuanal exercise has been carned out The Directors are
satisfied as to the appropriateness of the level of the review that has been conducted because of the
significant addihonal cover now available

The Company i1s exempt under section 228 of the Companies Act 1985 from the requirement to produce
consolidated accounts

The financial statements of the Company have been prepared in accordance with the provisions of
Section 255 of, and Schedule 9A to, the Companies Act 1985, and with the Statement of Recommended

Practice on accounting for insurance business i1ssued by the Association of British Insurers dated
December 2005

The financial statements have been prepared in accordance with applicable United Kingdom accounting
standards

Other important accounting policies

A summary of the more important accounting pohicies 15 set out below The accounting policies have
been applied consistently

(a) Basis of accounting

The financial statements have been prepared in accordance with the histonical cost convention modified
by the revaluation of certain assets and habilites An annual basis of accounting has been adopted

12
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{b) Claims and related reinsurance recoveries

The provision for claims outstanding in the balance sheet is based upon the estimated ultimate cost of all
claims, including those incurred but not reported (‘IBNR’) at the balance sheet date, together with related
claims handling expenses

Claims incurred include all operational expenses relating to the run-off of the reinsured habihties
Deductions are made for salvage and other recoveries Additional premiums receivable and payable by
syndicates 1n respect of nsks accepted under the Reinsurance and Run-Off Contract are included within
the mavement of claims incurred

Future operating expenses relating to the run-off will be met by National Indemnity As a result the
operating expense reserve at the year end has been released and shown as a change in provision for
claims in the technical account The release has been matched by a corresponding reduction In the
reinsurer’s share of technical provisions

(¢ Discounting

As the reinsured habilities are not expected to be fully settled for many years, the provisions for claims
outstanding and related reinsurance recoveries have been discounted in previous years Following the
transaction with National Indemnity the economic benefit of investment income on investments that used
to be held by Equitas Limited wall not be passed to the Company and therefore 1t 1s no longer appropnate
to discount the provision for claims outstanding and the related reinsurance recovenes This 15 consistent
with the accounts of Equitas Limited which 15 no longer permitted to discount its balance sheet because
the financtal investments matching the provision for claims outstanding have been transferred to National
indemnity

(d) Investments

Investments in subsidiary undertakings are stated at the Directors’ estmate of the current value

(e) Foreign exchange

Assets and liabihties are translated into sterling at the rates of exchange prevailing at the balance sheet
date and the exchange differences taken to the profit and loss account. Transactions dunng the period are
translated Into sterling using the rate of exchange prevailing at the time of the transaction, with the
exchange differences taken to the profit and loss account

() Cash flow statement

As permitted by FRS 1 — Cash Flow Statements (revised 1996), no cash flow statement has been prepared
as the Company 1s a wholly-owned subsidiary

13
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2  Estimation techniques and uncertainties
introduction

The last comprehensive actuarial review was undertaken for the 31 March 2006 report and accounts
These brought forward reserves were adjusted for changes ansing from the high level review undertaken
at 31 March 2007 as well as net payments in the year and the unwinding of the discount. The estimation
techniques described 1n this section were those adopted for the review at 31 March 2006, with the same
principles being applied when evaluating any matenal adjustments The core estimation techniques
described below are expected to be followed in future years, although the level and frequency of reviews
tn each area may be reduced in view of the much improved financial position of the Company following
the National Indemnity transaction

Because of the uncertainties inherent in the Company’s lhiabilities, there are many assumptions and
estimation techriques described below which individually could have a matenal impact on the amount of
habihties and the related reinsurance assets Actual expenience will often vary from these assumptions,
and any consequential adjustments to amounts previously reported will be reflected tn the results of the
year in which they are identified The provision for claims outstanding 1s based upon actuanal and other
studies of the ultimate cost of habihties including exposure based and statistical estimation techniques

Significant delays occur in the notrfication and settlement of certain claims, and a substantial measure of
experience and judgment is involved 1n making the assumptions for assessing outstanding habilities, the
ultimate cost of which cannot be known with certainty at the balance sheet date The gross provision for
claims outstanding and related reinsurance recoveries 1s estimated on the basis of information currently
available.

The provision for claims outstanding includes significant amounts in respect of nobified and potential
IBNR clarms for long tail llabilities The settlement of these claims 1s not expected to occur for many
years, and there is considerable uncertainty as to the amounts at which they will be settled

Where a claim 15 disputed, the validity of the claim 1s ultimately an 1ssue that can only be determined by
the courts The prowvisions for disputed claims are based on the Company’s view as to the expected
outcomes of such court decisions

Uncertainty 15 further increased because of the potential for unforeseen changes in the legal, judicial,
technological or social environment, which may increase or decrease the cost, frequency or reporting of
claims, and because of the potential for new sources or types of claim to emerge

Ashestos claims

In estimating asbestos habilities, the Company follows a highly developed actuanal framework The
majonty of asbestos reserves 1s estimated by modelling the expected claims from policyholders of the
reinsured syndicates

The number of future claims 1s projected for direct pohicyholders based on past claims expenence
combined with the results of epidemiological and other relevant studies that predict the incidence of
asbestos related diseases into the future This is then combined with estimates of the average cost of
settling different types of claims for each policyholder to give a total value of claims to the relevant
underlying policyholiders  The results of these projections are then applied to the insurance coverage
available for those policyholders, resulting in an estmation of the Company’s habilites arising from
claims against those policyholders The results are then adjusted to take into account hiabilities in respect
of policyholders that are not modelled exphaitly, including an amount for those hiabilities of which the
Company may be currently unaware

A similar modelling process 1s used to estimate asbestos habihbes for the largest inwards reinsurance

accounts ceded to the remnsured syndicates, but with the additional step of applying the ceding
companies’ expected habilities to the reinsurance cover available The ceded habilities that cannot be

14
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explicitly modelled are estimated by reference to the current and historical claims experience of the
cedants, taking into account cedant specific characteristics where appropriate

The techmques described above include a number of rmportant assumptions, including.

the projected level of future vahd claims filings for each policyholder by disease type,

future levels of claims settlement values,

the impact of bankruptcy of policyholders on the amount and timing of claims payments,

the legal interpretation of (nsurance policies and the outcome of hitigation, based upon legal advice
received, and

s the penod between the filing and payment of claims

The assumptions on the proportion of claims filings that will ultimately lead to claims payments reflect an
assessment that the claims management strategies adopted by the Company will reduce clarms payments
below the level that they would otherwise have been

Pollution and health hazard claims

Pollution liabilities are estimated for policyholders of the reinsured syndicates by evaluating the expected
costs to be incurred by the policyholders in cleaning up polluted sites and then applying these costs to the
Insurance coverage available. The pollution habilities expected by means of inwards reinsurance are
evaluated in a similar manner, but with the additional step of applying the ceding companies’ expected
habilities to the reinsurance cover available.

Allowance 15 then made for liabilities in respect of policyholders far which either sufficient information 1s
unavailable to carry out the above analysis or which have not yet been identified

Health hazard habilities are estimated using similar principles to the above, i1n that the habilities of the
policyholder are estimated for the majonity of reserves and then applied to the insurance coverage

These evaluation techniques involve a number of important assumptions, including

s the validity and quantum of the claims potentially faced by the policyholder,

= the legal interpretation of insurance policies and the outcome of itigatian, based upon legal advice
recerved; and

s the degree to which potential or unforeseen health hazards may have an effect on the habtlittes

Other claims

The estimation of the majonty of other habilites involves a projection, based upon historical claims
experience, of separate homogeneous sub-divisions by underwnting year The techniques used include
calendar year and development year projections, as well as curve-fitting

Operating expenses

The provision for operating expenses has been transferred to National Indemnity, which 15 now
responsible for current and future operating expenses for as long as the net claims paid by Nanonal
indemnity are less than the total cover available

Reinsurance recoveries

The Company retroceded the business it reinsured to Equitas Lirmited Reinsurance recoveries on claims
outstanding represent the reinsurance recoverable from Equitas Limited Any change in the provision for
claims outstanding will be matched by an equivalent, but opposite, movement in reinsurer’s share of
technical provisions, Reinsurance recoveries are considered recaverable in fuli

3  Segmental information

The Company transacts only one class of business, being 100 per cent proportional reinsurance written 1n
the United Kingdom

15
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4  Net premiums written

2007 2006

£m £m

Gross premiums written (50) -
Outwards premiums written 50 -

Gross premiums written
The Company intends to pay an aggregate return premium of £50 milhon to Remsured Names,

Lioncover and Centrewrite in accordance with their respective entitlements

Outwards premiums writien

A proposed return premium s due from Equitas Limited in accordance with the Retrocession
Agreement

5 Net claims paid

The Company has a retrocession agreement with Equitas Limited, covering 100 per cent of the
business reinsured by the Company Net claims paid reflect this retrocession

6 (Deficit)/surplus on ordinary activities before tax

The deficit 1s stated after charging

Auditors’ remuneration 2007 2006
£000 £000
Audit services
Fees payable to the Company's auditor for the audit of the accounts 20 20
Non audit services
Other services not covered above 15 -
35 20

7 Employees

The Company has no employees Personnel and other services are provided to the Company by
Equitas Holdings Limited and Resolute Management Services Limited

8 Directors’ emoluments

Directors provided therr services to the Group as a whole and ther remuneration cannot be
meaningfully allocated to individual companies Details of thew remuneration (including the Chairman’s
emoluments) and transactions are shown in the financial statements of Equitas Heldings Limited

9 Tax on (deficitysurplus on ordinary activities

The Company 1s a mutual Insurance company for tax purposes and its underwnting result 1s therefore
not subject to corporation tax

16
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10 Investments: shares in Group undertakings

Company Name Class and proportion Country of incorporation  Business activities
of shares held

Equitas Limited Ordinary 100% England Reinsurance run-off
The ordinary shares of Equitas Limited do not bear the nght to dividends or to capital distributions It 1s
Intended that any surpfus assets at the end of the run-off of the claims habilities will be pad to the
Company by way of a profit paricipation The Company will pay a return premium to Remnsured
Names, Lioncover and Centrewrite in accordance with their respective entitlements during the year
‘Fhe FSA has confirmed that it has no objection to the payment of this return premium

The unrealsed loss during the year of £428 million (2006 £18 million unrealised loss) represents the
change in the Directors’ estimate of the current value of the shares in Group undertakings

11 Debtors arising out of reinsurance operations

Debtors arsing out of rensurance operations include £50 million (2006 £nil) which 15 due from a
Group undertaking

12 Called up share capital

2007 2006
Authorised, allotted and called up £ £
1 ordinary share of £100 100 100

The share was i1ssued at par on incorporation and 1s fully paid The share does not bear nghts to
dividends

At the completion of the run-off of the claims labilities or the successful Transfer of Business
associated with Phase 2 of the transaction with National Indemnity if earlier, it 1s intended that any
surplus assets of the Company should be apphed to the payment of a further return premum to
Remnsured Names Such a payment would require the consent of the FSA This intention 15 deemed to
limit the nghts to dvidends on the ordinary share and accordingly it 1s considered to be a non-equity
share

13 Retained surplus

2007 2006

£m £m

Opening retained surplus 458 476
(Deficit) for the year {428) {18}
Closing retained surplus 30 458

17
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14 Provision for claims outstanding

2007 2006

Claims Reimnsurance Net Claims Heinsurance Net

£m £m £m £m £m £m

Provision before discounting 4,757 4,757 - 6,132 6,132 -
Discount - - - {1,956) (1,956} -
4,757 4,757 - 4,176 4,176 -

The prowision for claims outstanding relates to amounts payable under the agreements governing the
reinsurance of the 1892 and prior years' habihties of syndicates at Lioyd's, other than life syndicates
including, since 18 December 1997, the business previously reinsured by Lioncover

The Company has retroceded the businesses it reinsured to its subsidiary, Equitas Limited under the
Retrocession Agreement Whilst any changes in the provision for clams outstanding will be matched
by an equivalent, but opposite, movement in reinsurer's share of technical provisions, the ability of
Equitas Limited to pay amounts due under the Retrocession Agreement 1s dependent on it having
sufficient assets The Board believes that the nsk of Equitas Limited not being able to pay amounts
due has been significantly reduced following the reinsurance transaction with National Indemnity, which
provided an addihonal $5 7 billion of reinsurance cover

{a) Claims and reinsurance recoveries

Claims and reinsurance recoveries are stated after elimination of inter-syndicate transactions

(b) Discounting

For the year ended 31 March 2007 the prowision for clains outstanding and the related reinsurance
recoveries have not been discounted Following the transaction with National Indemnity the economic
benefit of nvestment ncome on investrnents that used to be held by Equitas Limited will not be
passed to the Company and therefore 1t I1s no longer appropriate to discount the balance sheet This I1s
consistent with the accounts of Equitas Limited which 1s no longer permitted to discount its balance
sheet because the financial investments matching the provision for claims outstanding have been
transferred to Nationa! Indemnity

At 31 March 2006 the prowvision for claims outstanding, related reinsurance recoveries and the cost of
undertaking the run-off were discounted at a rate of 4 30 per cent per annum compound to reflect the
time value of money

(c} Estimation techniques and uncertainties

Detalils of the estimation techmiques employed in the setting of the provision for claims outstanding and
the associated uncertainties appear in note 2 on page 14

15 Creditors arising out of reinsurance operations
Following completion of the reinsurance agreement between Equitas Limited and National Indemnity,

the Company intends to pay an aggregate return premium of £50 million dunng the year The first
distnibution In respect of this amount was made in June 2007 No such provisions existed at 31 March

2006

The proposal to pay this return premium, subject to completion of the reinsurance agreement and the
satisfaction of certain conditions, mcluding the approval of the Board, was communicated to Rensured
Names in December 2006

All creditors anising out of reinsurance operations are payable within one year
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16 Reconciliation of movements in shareholders’ funds

2007 2006

£m £m

Opening shareholders’ funds 458 476
(Defic) for the year (see note 13) (428) (18)
Closing shareholders’ funds 30 458

17 Related party transactions
The Company 1s a wholly-owned subsidiary and the financial statements of the Group n which the
Company 1s included are publicly avallable Therefore it 1s not required to disclose transactions with

entities that are part of the Group or investees of the Group qualfying as related parties under FRS
8 - Related Party Disclosures

18 Contingent habilities and assets
The Company has granted certain indemnities to Directors, Employees and the Auditors

The Company had no other material contingent liabiities or assets outside the normal course of
business at the balance sheet date

19 Parent undertaking

Equitas Holdings Limited 1s the parent company of Equitas Remnsurance Limited Copies of the
accounts of Equitas Holdings Limited can be obtained from the registered office at 33 St Mary Axe,
Ltondon EC3A 8LL
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