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Commercial Union Corporate Member Limited

Directors’ report
For the year ended 31 December 2007

The directors present their annual report and audited financial statements for the Company for the year ended 31 December
2007

Directors .

The names of the current directors of the Company appear on page |
Sedn Egan was appointed as an alternate director to J Seaton on 1 January 2007 and resigned on 10 May 2007

Scott Egan resigned as a director on 2 October 2007

D J R McMillan and J Seaton served as a directors throughout the year J Seaton resigned as a director on 25 Apnl 2008 and F
K Dyson was appointed on the same date

Principal activity

The principal activity of the Company during the year was that of a Corporate Underwriting Member of Lloyd's Following a
strategic review during 2000 by Aviva plc, the Company's ultimate parent undertaking, a decision was made to withdraw fully
from the London Market On 21 December 2000, Tomicstar Limited, a member of the Berkshire Hathaway Group, agreed to
replace the Company and provide capacity for 2001 and subsequent years of account In a separate agreement a Berkshire
Hathaway affiliated company agreed to provide Aviva plc with protection on the Company's results for underwnting years
prior to 2001

Business review

Basis of preparation

This business review is addressed to, and written for, the members of the Company with the aim of providing a fair review of
the business development, performance and position at the current ume, during the financial period and at the end of the
financial period In providing this review, the aim 15 to present a view that 1s both balanced and comprehensive and 1s
consistent with the size and complexity of the business

Objectives and future developments

High level strategies are determined by Aviva plc and these are shown in 1ts financial statements

The Company remains a member of one syndicate, 1047, participating 1n the 2000 year of account, which 1s yet to close The
managing agents of the syndicate are endeavouring to facilitate a "reinsurance to close contract” on 31 December 2008 1n respect
of this syndicate for the Company's participating year of account

Financial position and performance

The financial position of the Company at 31 December 2007 15 shown 1n the balance sheet on page 12, with the trading results
shown n the income statement on page |1 and the cash flow statement on page 14

As the Company's total result for each year 1s wholly reinsured with the Berkshire Hathaway Group, the profit or loss retained
by the Company consists purely of any tax charge or credit anising, 1f any

Risk management

A description of the principa! risks and uncertainties facing the Company and the Company’s risk management policies are sel
out 1n note 16 to the financial statements




Commercial Union Corporate Member Limited

Directors’ report (continued)

Financial instruments

The business of the Company includes use of financial instruments Details of the Company's risk management objecuves and
policies and exposures to risk relating to financial instruments are set out 1 note 16 to the financial statements

Dividends

No interim dividend was paid during the year (2006 £ ml) The directors do not recommend the payment of a final dividend
(2006 £ nil)

Employees

All employees are employed by a fellow subsidiary undertaking of Aviva ple, Aviva Employment Services Limited
Disclosures relating to employees may be found in the Annual Report and Accounts of Aviva plc

Payment policy

It 1s the Company’s policy to pay creditors when they fall due for payment Terms of payment are agreed with suppliers when
negotiating each transaction and the pohicy 1s to abide by these terms, provided that the suppliers also comply with all relevant
terms and conditions

There were no amounts due 1o trade creditors at 31 December 2007 or 31 December 2006
Directors' interests

The requirement for directors to disclose their share interests in Aviva plc in the directors’ report was repealed by the
Companies Act 2006 {8 1195 and S12007/1093) with effect from 6 April 2007 None of the directors who held office at 31
December 2007 had any interest 1n the Company's shares

Directors' liabilities

Aviva plc, the ultimate parent undertaking, has granted an indemnity to the directors aganst hability 1n respect of proceedings
brought by third parties, subject to the conditions set out n the Compantes Act 1985 This indemnuty and the provistons in the
Company's Articles of Associanon constitute "quahifying third party indemnities” for the purposes of sections 309A 1o 309C
of the Companies Act 1985 Such qualifying third party indemnity provision remains in force as at the date of approving the
directors' report

Disclosure of information to the auditor

Each person who was a director of the Company on the date that this report was approved, confirms that so far as the director
1s aware, there 1s no retevant audit information, being information needed by the auditor 1 connection with preparing his
report, of which the auditor 1s unaware Each director has taken all the steps that he ought to have taken as a director n order
1o make humself aware of any relevant audit information and to establish that the auditor 15 aware of that information




Commercial Union Corporate Member Limited

Directors' report (continued)

Statement of directors’ responsibilities

The directors are required to prepare financial statements for each accounting period that comply with the relevant provisions
of the Companies Act 1985 and of International Financial Reporting Standards ("IFRS"} as adopted by the European Umon
("EU"), and which present fairly the financial position, finaneial performance and cash flows of the Company at the end of the
accounting period A fair presentation of the financial statements 1n accordance with [FRS requires the directors to

® select suitable accounting policies and venify they are applied consistently in preparing the financtal statements on the
going concern basis, unless it 15 inappropriate to presume that the Company will continue 1n business,

e present information, including accounting policies, 1n a manner that provides relevant, reliable, comparable and
understandable information,

e provide additional disclosures when compliance with the specific requirements in IFRS 1s insufficient 1o enable users to
understand the impact of particular transactions, other events and conditions on the Company's financial position and
financial performance, and

* state that the Company has complied with apphicable TFRS, subject to any matenal departures disclosed and explamned in
the financial statements

The directors are responsible for keeping proper accounting records which are intended to disclose with reasonable accuracy,
at any time, the financial position of the Company They are also ultimately responsible for the systems of internal control
maintained by the Company for safeguarding the assets of the Company and for the prevention and detection of fraud and
other irregularities

By order of the Board

rs

Authonised signatory
For and on behalf of Aviva Company Secretarial Services Limited
Company Secretary

5 OCTOREl Zzo0%




Commercial Union Corporate Member Limited

Independent auditor's report

To the members of Commercial Union Corporate Member Limited

We have audited the Company's financial statements for the year ended 31 December 2007, which compnise the Accounting Policies, the
Income Statement, the Balance Sheet, the Statement of Changes in Shareholder's Equiny, the Cash Flow Statement, and the related notes 1 to
18 These financial statements have been prepared under the accounting policies set out theren

Thus report 15 made soleh 10 the Company's members, as a body, 1n accordance with Secuon 235 of the Compames Act 1985 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 1n an audutor's report and
for no other purpose  To the fullest extent permitted by law, we do not accept or assume responstbility to anyone other than the Company and
the Company's members as a bedy, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors |
The directors' responsibilities for preparing the financial statements 1n accordance with the applicable United Kingdom law and International
Financial Reporting Standards (IFRSs) as adopted by the European Union are set out in the Statement of Directors’ Responsibilities

Qur responsibtlity 1s to audit the financial statements in accordance with relevant legal and regulatory requirements and International
Standards on Auditing (UK and Ireland}

We report 1o you our opinion as to whether the financial statements give a true and fair view and are properly prepared in accordance with the
Companies Act 1985 We also report to you whether the information given 1n the Directors' Report 1s consistent with the financial statements

In addition we report to you 1f, i our opinion, the Company has not kept proper accounting records, 1f we have not recerved all the
information and explanations we require for our audit, or if information specified by law regarding directors’ remuneration and other
transactions 1$ not disclosed

We read the Directors' Report and consider the implications for our report 1f we become aware of any apparent misstaternents within it

Basis of audit opimion

We conducted our audut in accordance with Internat:onal Standards on Auditing (UK and [reland) 1ssued by the Auditing Practices Board An
audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements It also includes an
assessment of the sigmficant estimates and judgements made by the directors wn the preparation of the financial statements, and of whether the
accounting policies are appropriate to the Company's circumstances, consistently apphed and adequately disclosed

We planned and performed our audnt 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 nusstatement, whether caused by
fraud or other wrregularity or error In forming our opmion we alse ¢valuated the overall adequacy of the presentation of information 1n the
financial statements

Opinion

In our opinion

. the financial statements give a true and fair view, in accordance with IFRSs as adopted by the European Union, of the state of the
Company's affairs as at 31 December 2007 and of its result for the year then ended,

. the financial statements have been properly prepared in accordance with the Companies Act 1985, and

. the informatton given 1n the Directors’ Report is consistent with the financial statements

d “(uﬁ(,d

Ernst & Young LLP
Registered Auditor
London

246 Ol Too3




Commercial Union Corporate Member Limited
Accounting policies

The Company 1s a himited Liability company incorporated and domiciled in Great Britain and 1s a Corporate Underwriting Member
of Lloyd's In December 2000, Toricstar Limited, a member of the Berkshire Hathaway Group, replaced the Company and provided
capacity for 2001 and subsequent years of account In a separate agreement, a Berkshire Hathaway affiliated company agreed to
provide Aviva plc with protection on the Company's results for underwriting years prior to 2001

The principal accounting policies adopted in the preparation of these financial statemenis are set out below

(A) Basis of presentation

The financial statements have been prepared in accordance with International Financial Reporting Standards ("IFRS") and
Internattonal Accounting Standards ("AS") as endorsed by the EU, applicable at 31 December 2007

The IASB 1ssued 1AS 1, Presentation of Financial Statements A Revised Presentation, and an amendment to [AS 23, Borrowing
Costs, during 2007, neither of which has yet been endorsed by the EU These are not apphcable for the current accounting pernod
and, on adoption, they will not have any material impact on the Company’s financial reporting

Since the year end, the [ASB has 1ssued a revised version of IFRS 3, Business Combinations, and an amendment to 1AS 27,
Consolidated and Separate Financial Statements, which are applicable to accounting periods beginning on or after 1 July 2009, and
amendments to [AS 1, Presentation of Financial Statements, 1AS 32, Financial Instruments Presentation, and [FRS 2, Share-based
Payments Vesting Condittons and Cancellations, which are apphcable to accounting penods beginning on or after 1 January 2009
None of these has yet been endorsed by the EU and, on adoption, will not have any matenial impact on the Company's financial
reporting

IFRIC nterpretation 11, IFRS 2 — Group and Treasury Share Transactions, and nterpretation 12, Service Concession Agreements,
were 1ssued during 2006 but nerther of them 15 applicable for the current accounting pertod In additton, IFRIC interpretation 13,
Customer Loyalty Programmes and 1FRIC interpretation 14, IAS 19 — The Limit on a Defined Benefit Asset, Mimmum Funding
Requirements and therr Interaction, have been 1ssued during 2007 They have not yet been endorsed by the EU but neither of them 15
applicable for the current accounting pertod On adoption, none of these interpretations will have any matenal impact on the
Company’s financial reporting

In accordance with IFRS 4, Insurance Contracts, the Company has applied existing accounting practices for insurance contracts,
modified as appropriate to comply with the IFRS framework and apphcable standards Further details are given 1n pohcy E overleaf

The financial statements are stated 1n British pounds, which 1s the Company’s functional and presentation currency Unless
otherwise noted, the amounts shown in these financial statements are in thousands of British pounds ("£000"}

(B) Recognition of insurance transactions

In prepaning these financial statements, the Company recogmises 1ts proportion of all the transactions undertaken by the Lloyd's
syndicates in which 1t participates ("the syndicates™)

For each syndicate, the Company's proportion of the underwriing transacuons, investment return and operating expenses has been
reflected within the Company's income statement Swumilarly, uts proportion of the syndicate’s assets and habilities has been reflected
in its balance sheet {under the column heading "syndicate”) The syndicate assets are held subject to trust deeds for the benefit of the
Company's insurance creditors

The propottion referred to above 1s calculated by reference to the Company's participation as a percentage of the syndicate's total
capacity

(C) Use of estimates

The preparation of financial statements requires the Company to make estimates and assumptions that affect items reported 1n the
balance sheet and income statement and the disclosure of contingent assets and liabilinies at the date of the financial statements This
1s particularly so in the estimation of amounts for insurance habihities, for which further details are given in pohicy H overleaf and in
note 10 1o these financial statements Although these estimates are based on management’s best knowledge of current facts,
circumstances and, to some extent, future events and actions, actual results ulimately may differ from those estimates, possibly
significantly




Commercial Union Corporate Member Limited

Accounting policies (continued)

(D) Foreign currency translation

Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the transactions Gains and losses
resulting from the settlement of such transactions, and from the translation of monetary assets and habilities denominated 1n foreign
currencies, are recognised in the income statement

Translation differences on debt securities and other monetary financial assets measured at fair value and designated at fair value
through profit and loss (as defined in policy L) are included in foreign exchange gains and losses 1n the income siatement

(E) Product classification

Insurance contracts are defined as those comtaiming sigmificant insurance nisk 1f, and only if, aninsured event could cause an insurer
to make significant additional payments 1n any scenarto, excluding scenarios that lack commercial substance, at the mception of the
contract Such contracts remain insurance contracts untl all nghts and obhgations are exunguished or expire Contracts can be
reclassified as insurance contracts after inception 1f insurance risk becomes sigmficant Any contracts not considered to be insurance
contracts under IFRS are classified as investment or service contracts

As noted in policy A above, insurance contracts in general continue to be measured and accounted for under extsung accounting
practices at the date of transition to IFRS Accounting for insurance contracts ts determined in accordance with the Statement of
Recommended Practice 1ssued by the Associanion of British Insurers in December 2005 (as amended in December 2006}

(F) Premiums written

Insurance premtums written reflect business incepted during the year, and exclude any sales-based taxes or duties or levies Written
premiums nclude an estimate of pipeline premiums less a provision for anticipated lapses

(G) Net investment income

Investment income consists of dividends, interest and rents receivable for the year, movements in amortised cost on debt securities,
realised gains and losses, and unrealised gains and losses on FVPL investments (as defined in policy L) Dividends on equity
securities are recorded as revenue on the ex-dividend date Interest income 15 recognised as 1t accrues, 1aking mio account the
effective yield on the investment

The reahised gain or loss on disposal of an investment 1s the difference between the proceeds received, net of transaction costs and its
original cost or amortised cost as appropriate Unrealised gamns and losses represent the difference between the carrying value at the
year end and the carrying value at the previous year end or purchase value duning the year, less the reversal of previously recognised
unrealised gaens and losses in respect of disposals made during the year

(H) Insurance contract liabilities

Claims

Insurance claims incurred inctude all losses occurnng during the year, whether reported or not, loss adjustment expenses, a reduction
for the value of salvage and other recoveries, and any adjustments to claims incurred in previous years

Loss adjustment expenses include internal and externat costs incurred 1in connecuon with the negotiation and settlement of claims
Internal costs include all direct expenses of the claims handling department and any part of the general administrative costs directly
artributable to the loss adyjustment function

Ourstanding claums provisions

Insurance outstanding claims provisions are based on the estimated ultimate cost of all claims incurred but not settled at the balance
sheet date, whether reported or not, together with related loss adjustment expenses Significant delays are expenenced in the
nottfication and settlement of certain types of general insurance claims, particularly in respect of hability business, the ultimate cost
of which cannot be known with certainty at the balance sheet date Any estimate represents a determination within a range of
possible outcomes Further details of estimauon techniques are given in note 10(c)

Quistandmg claims provisions are valued net of an allowance for expected future recovenies Recoveries include non-insurance
assets that have been acquired by exercising rights to salvage and subrogation under the terms of insurance contracts




Commercial Union Corporate Member Limited

Accounting policies (continued)

(1) Reinsurance

The Company cedes remnsurance n the normal course of business The cost of reinsurance is accounted for over the life of the
underlying reinsured policies, using assumptions consistent with those used to account for these polictes Gains or losses on buying
retroactive remsurance are recogmised in the income statement immediately at the date of purchase and are not amortised

Reinsurance assets primartly include balances due from both msurance and reinsurance compames for ceded insurance habilities
Amounts recoverable from reinsurers are estimated 1n a manner consistent with the outstanding claims provisions or settled claims
associated with the reinsured policies and 1in accordance with the relevant reinsurance contract

If a reinsurance asset 15 impaired, the Company reduces the carrying amount accordingly and recognises that impairment loss in the
income statement A reinsurance asset 1s impaired if there 15 objective evidence, as a result of an event that occurred after initial
recognition of the reinsurance asset, that the Company may not recerve all amounts due to it under the terms of the contract, and the
event has a reliably measurable impact on the amounts that the Company will receive from the reinsurer

(J) Reinsurance to close (RITC)

Each syndicate underwnung account 1s normally closed at the end of the third year by means of remnsurance into the following year,
which reinsures all future liabihties for a closed year and all previous years in return for a premium calculated by the underwriter
and approved by the managing agent

The payment of a reinsurance to close does not ehmmnate the hability of the closed year for outstanding claims  If the remsuring
syndicate were to be unable to meet 1ts obligations and other elements of the Lloyd's chain of security were to fail, then the members
of the closed underwriting year would have to settle outstanding claims The directors consider the likehhood of such failure of the
reinsurance 1o close 1s extremely remote and, therefore the remnsurance to close has been deemed 1o settle habilities oustanding at the
closure of the underwriting year and no provision 1s made for the ultimate hability of that year of account

The Company remains a member of Syndicate 1047, participating 1n the 2000 year of account, which 1s yet to close A remnsurance
to close contract has yet to be agreed in respect of thus syndicate for the Company's parttcipating year of account

(K) Derecognition and offset of financial assets and financial liabilities

A financial asset {or, where applicable, a part of a financial asset or part of a group of sumilar financial assets) 1s derecogmsed
where

(1) the nghts to receive cash flows from the asset have expired,

(n} the Company retains the right to receive cash flows from the asset, but has assumed an obligation to pay them n full without
material delay to a third party under a "pass-through” arrangement, or

(i) the Company has transferred 1ts rights to receive cash flows from the asset and either

(a) has transferred substantially all the risks and rewards of the asset, or
(b) has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of the
asset

A financial hability 1s derecogmised when the obligation under the hability 1s discharged, cancelled or expires Financial assets and
liabilities are offset and the net amount reported in the balance sheet when there 1s a legally enforceable right to set off the
recognised amounts and there 1s an intention to seftle on a net basts, or realise the asset and settle the habihity simultaneously




Commercial Union Corporate Member Limited

Accounting policies (continued)

(L) Financial investments

The Company classifies 1ts investments as financial assets at fair value through profit or loss ("FVPL") The FVPL category 15 used
as, 1n most cases, the Company's strategy 1s to manage 1ts financial investments on a fair value basis

The FVPL category has two sub-categortes — those that meet the definition as being "held for trading" and those the Company
chooses to designate as FVPL (referred 10 1n this accounting pohcy as “other than trading™) Fixed maturities, purchased loans and
equity securities, which the Company buys with the intention to resell in the near term {typically between three and six months), are
classified as being held for trading All other securities in the FVPL category are classified as other than trading

Purchases and szles of investments are recognised on the trade date, which 1s the date that the Company commuts to purchase or seli
the assets, at their fair values less transaction costs Debt securittes are ininially recorded at their fair valug, which 1s taken to be
amortised cost, with amorusation credited or charged to the income statement Investments classified as trading and other than
trading are subsequently carmed at farr value Changes mn the fair value of trading and other than trading investments are included in
the mcome statement in the period in which they arise

The fair values of investments are based on quoted bid prices or amounts derived from cash flow modets

(M) Cash and cash equivalents

Cash and cash equivalents consist of cash at banks and 1n hand, deposits held at cali with banks, treasury bills and other short-term
highly liquid investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of
change in value Such investments are normally those with less than three months® matunty from the date of acquisinon, and include
certificates of deposit

(N) Contingent liabilities

Contingent habihues are disclosed if there 1s a possible future obligation as a result of a past event, or 1f there 15 a present obligation
as a result of a past event but either a payment 15 not probable or the amount cannot be rehiably estimated

(O) Income taxes

The current tax expense 1s based on the taxable profits for the year, after any adjustments in respect of prior years Tax, including tax
relief for losses 1f applicable, 1s allocated over profits before taxation and amounts charged or credited to reserves as appropriate

Proviston 1s made for deferred tax habilities, or credit taken for deferred tax assets, usmng the hability method, on all materal
temporary differences between the tax bases of assets and liabilities and their carrying amounts m the financial statements

The principal temporary differences arise from future cash calls The rates enacted or substantively enacted at the balance sheet date
are used to determine the deferred tax

(P) Share capital and dividends

Equaty instruments

An equity instrument 1s a contract that evidences a residual interest 1n the assets of an entity afier deducting all of its habilities
Accordingly, a financial instrument 1s treated as equity 1f

(1) there s no contractual obligation to dehiver cash or other financial assets or to exchange financial assets or liabilities on terms
that may be unfavourable, and

(1)  the instrument will not be settled by delivery of a vanable number of shares or 15 a denvative that can be settled other than for
a fixed amount of cash, shares or other financ:al assets

Dividends

Interim dividends on ordinary shares are recognised i equity in the period in which they are paid Final dividends on
these shares are recogmised when they have been approved by sharcholders
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Accounting policies (continued)

(Q) Operating cash flows

Purchases and sales of financ:al investments, and related mvestment income, are mcluded within operaung cash flows as
the purchases are funded from cash flows associated with the ongimation of insurance contracts, net of payments of related
claims
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Income statement
For the year ended 31 December 2007

Note 2007 2006
£000 £000
Income 1
Gross written premiums 47 )|
Premiums ceded to reinsurers 155 (8,530}
Premiums written net of reinsurance and net earned premiums 202 (8,459)
Net investment income 346 796
548 (7,663)
Expenses 2
Claims paid, net of reinsurance 1,976 4,330
Change 1n insurance habilities, net of remsurance (1,511) (12,637)
Fee and commission expense - 17
Other operating expenses 185 374
Foreign exchange (gams)/losses (192) 253
548 (7,663)
Profit before tax - -
Tax credit/(expense) 6 302 (43)
Profit/(loss) for the year 302 (45)

The Company has no recogmised income and expenses other than those included 1n the results above and therefore a
statement of recognised income and expense has not been presented

The accounting policies on pages 6 to 10 and notes on pages 15 1o 29 are an integral part of these financial statements

11




Commercial Union Corporate Member Limited

Balance Sheet
As at 31 December 2007

Note

ASSETS
Financial investments 7
Reinsurance assets g
Recewvables and other financial

assets 9
Cash and cash equivalents 15b
Total assets
LIABILITIES
Insurance Lhabilities 10
Deferred tax 11 (b}
Liability for current tax 11(a)
Payables and other financial

habilities 12
Total liabilities
Net assets / (liabilities)
EQUITY
Ordinary share capital 13

Retaned earnings

Total equity

The accounting policies on pages 6 to 10 and notes on pages 15 to 29 are an integral part of these financial statements

2007 2006
Syndicate Other Total  Syndicate Other Total
£000 £000 £000 £000 £000 £000
8,933 - 8.933 9,034 - 9,034
7,335 - 7,335 8,790 - 8,790
128,219 31,299 159,518 161,652 14 161,666
1,885 - 1,885 5,885 - 5,885
146,372 31,299 177,671 185,361 14 185,375
22,148 - 22,148 25,029 - 25,029
- 4,449 4,449 - 15,337 15,337
- 10,586 10,586 - 876 876
122,968 13,844 136,812 127,996 12,763 140,759
145,116 28,879 173,995 153,025 28,976 182,001
1,256 2,420 3,676 32,336 (28,962} 3,374
- 30,000 30,000 - 30,000 30,000
1,256 (27,580) (26,324) 32,336 {(58,962) (26,626)
1,256 2,420 3,676 32,336 (28,962) 3,374

Approved by the Boardon 23 OC'TOBGR 209 8

Ceo—,

« Director

12




Commercial Union Corporate Member Limited

Statement of changes in shareholder's equity

For the year ended 31 December 2007

Balance at 1 January 2006

Total recogmised tncome and expense for the year

Total movements in the year

Balance at 31 December 2006

Total recognised income and expense for the year
Total movements 1n the year

Balance at 31 December 2007

Ordmary
share Retained Total
capital eArnINgs equity
£000 £000 £000
30,000 {26,581} 3,419
. (45) (45)
- (45) (45)
30,000 (26,626) 3,374
- 302 302
- 302 302
30,000 {26,324) 3,676

The accounting policies on pages 6 1o 10 and notes on pages 15 to 29 are an integral part of these financial statements




Commercial Union Corporate Member Limited

Cash flow statement
For the year ended 31 December 2007

Note 2007 2006
£000 £000

Cash flows from operating activities
Net cash used m operating activitres 15(a) (4,000) 3B1D
Net cash used in operating activities (4,000) Gin
Net decrease in cash and cash equivalents (4,000) (31D
Cash and cash equivaleats at | January 5,885 6,196
Cash and cash equivalents at 31 December 15(b) 1,885 5,885

The accounting policies on pages 6 to 10 and notes on pages 15 to 29 are an integral part of these financial statements
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Notes to the financial statements

1. Details of income

Premiums earned

Gross writien premiums

Less premiums ceded to remnsurers
Total revenue
Net investment income

Interest and similar income - from investments designated
as trading and other than trading

Realised gains and losses
Unrealised gans and losses
Gains on mvestments
Other investment expenses
Net investment income

Total iIncome

2. Details of expenses

Claims paid, net of reimnsurance
Claims paid to policyholders

Less Claims recoveries from reinsurers

Change 10 mnsurance habilities, net of reinsurance
Change n nsurance habilittes

Less Change in reinsurance asset for insurance provisions

Fees and commission expense
Acquisition costs
Commission expenses

Other operating expenses
Operating expenses

Other net foreign exchange (gains)/losses

Total expenses

2007 2006
£000 £000
47 i1
155 (8,530)
202 (8,459)
406 848
(2) 4)
3 31
1 27
61) (79
346 796
548 (7,663)
2007 2006
£000 £000
3,202 4,988
(1,226) (658)
1,976 4,330
(2,971) {18,209)
1,460 5,572
(1,511) (12,637)
- 17
185 374
{102) 253
548 (7,663)




Commercial Union Corporate Member Limited

Notes to the financial statements (continued)

3.

Employee information

All employees are employed by a fellow subsidiary undertaking of Aviva ple, Aviva Employment Services Limited
Dhsclosures relaung to employees may be found in the Annual Report and Accounts of Aviva plc

Directors

All directors of the Company are remunerated as employees by Aviva Employment Services Limited This
remuneration 1s recharged to all operating divisions of the Aviva Group under management service agreements
However, no cost 1s borne by the Company for the services of the directors i their capacity as directors

Auditor's remuneration

The total remuneration paid by the Company, excluding VAT, 10 uts auditor, Ernst & Young LLP, m respect of the
audit of these financial statements 1s shown below The Company 1s exempt from disclosing other fees payable, to its
auditor, in respect of other work, by virtue of regulation 4(1)(b) of The Companies (Disclosure of Auditor
Remuneration} Regulations 20035, as 1t 1s disclosed within the Annual Report and Accounts of Aviva ple, the
Company's ulumate controlling entity (note 18(c))

2007 2006
£000 £000
Audit services
Statutory audit of the Company’s financial statements 7 6
Tax
(a) Tax charged to the mcome statement
(1) The total tax (credit)/charge comprises.
2007 2006
£000 £000
Current tax:
For this year 10,586 877
Total current tax 10,586 877
Deferred tax:
Ongination and reversal of temporary differences (10,570) (832)
Changes in tax rates or lax laws (318) -
Total deferred tax (10,888) (832)
Total tax (credited)/charged to income statement (302) 45

(1) Deferred tax credited to the income statement represents movements on the following items:

' 2007 2006

£000 £000
Temporary differences arising on nsurance items (10,888) (832)
Total deferred tax credited to income statement (10,888) (832)




Commercial Union Corporate Member Limited

Notes to the financial statements (continued)

6.

Tax (continued)
{b) Tax reconcihation

The tax on the Company’s profit before tax differs from the theoretical amount that would arise using the tax rate in the
Umted Kingdom as follows

2007 2006

£000 £000
Net profit before tax - .
Tax calculated at standard UK corporation tax rate of 30% (2006 30%) - -
Disallowable expenses 16 19
Impact of changes 1n tax rates and tax laws (318) -
Other - 26
Tax (credit)/charge for the year (note 6{a)) (302) 45

Financial investments

(a) Financial investments comprised

Other than trading at fair
value through profit or loss

2007 2006
£000 £000
Debt securrties 8,933 9,034

The Company has met its funds at Lloyd's requirements to support ts underwriting capacity by way of letiers of credit to the
value of £109,079 thousand (2006 £105,477 thousand) The current letters of credit have been arranged by Aviva plc

Of the above total, £5,265 thousand (2006 £3,400 thousand) 1s expected 10 be recovered in more than one year after the
balance sheet date

(b)  The following 1s a summary of the cost / amortised cost, gross unreahised gans and losses and fair value of financial

nvestments
2007
Costfamortised Unrealised Unrealised
cost gains losses Fair value
£000 £000 £000 £000
Debt securities 8,899 48 (14) 8,933
2006
Cost/amortised Unrealised Unreahsed
cost gams losses Fair value
£000 £000 £000 £000
Debt securities 9,003 42 (11) 9,034




Commercial Union Corporate Member Limited

Notes to the financial statements (continued)

8.

Reinsurance assets

(a) Carrying amounts

The following 15 a summary of the reinsurance assets and related insurance provisions as at 31 December

2007 2006
Gross Gross
msurance  Remsurance msurance  Remnsurance
Provisions assets Net  provisions assets Net
£000 £000 £000 £000 £000 £000
Provisiens for outstanding claims 13,060 4,946 8,114 15,247 6,488 8,759
Provisons for claims incurred but
not reported 9,088 2,389 6,699 9,782 2,302 7,480
Total 22,148 7.335 14,813 25,029 8,790 16,239

Of the above total, £6,210 thousand (2006 £7,053 thousand) of the reinsurance assets 1s expected to be recovered 1n more than

one year after the balance sheet date

(b)Y Assumptions

The assumpuons used for reinsurance contracts follow those used for insurance contracts, described m note 10(c)

Reinsurance assets are valued net of any provisions for their recoverability
{c) Movements

Rernsurance assets

Carrymg amount at 1 January

Reinsurers’ share of claims losses and expenses incurred 1n prior years
Less

Remnsurance recoveries received on claims incurred in prior years
Change n remnsurance asset recognised as income

Foreign exchange rate movements

Carrying amount at 31 December

i8

2007 2006
£000 £000
8,790 15,384
(234) (4,914)
(1,226) (658)
(1,460) (5,572)
5 {1,022)
7,335 8,790




Commercial Union Corporate Member Limited

Notes to the financial statements (continued)

9.

10.

Receivables and other financial assets

Amounts owed by msurance contract holders
Amounts due from remnsurers

Other financial assets

Amounts due from related undertakings (note 18(a)(1))

Total

Expected to be recovered in less than one year

Expected to be recovered 1n more than one year

Insurance liabilities
(a) Carrying amount

Gross insurance habilities at 31 December comprised

Prowvisions for outstanding claims
Provision for claims incurred but not reported

Total

(b}  Provisions for cutstandmg claims

Significant delays occur in the notification and settlement of claims and a substanuial measure of experience and
Judgement 1s involved n assessing outstanding habilities, the ultimate cost of which cannot be known with certainty at
the balance sheet date The reserves are based on information currently available However, 1t 1s inherent in the nature

2007 2006
£000 £000
43 656
19,686 55,298 !
2,100 2,695
137,689 103,017 |
159,518 161,666
137,689 138,754
21,829 22,912
159,518 161,666
\
\
|
2007 2006
£000 £000 !
13,060 15,247 ‘
9,088 9,782
22,148 25,029

of the business written that the ultimate liabihtries may vary as a result of subsequent developments

Provisions for outstanding claims are established to cover the outstanding expected ultimate hiability for losses and loss
adjustment expenses ("LAE"} in respect of all claims that have already occurred The provisions established cover

reported claims and associated LAE, as well as claims incurred but not yet reported and associated LAE

Provisions for outstanding claims are based on undiscounted estimates of future claims payments
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Notes to the financial statements (continued)

10. Insurance liabilities (continued)

{c) Assumptions

Provisions for outstanding claims are estimated based on known facts at the date of esumation Case estimates are
generally set by skilled claims technicians applying their experience and knowledge to the circumstances of individual
claims The ultimate cost of outstanding claims 1s then estimated by using a range of standard actuanal claims
projection techniques, such as the Chain Ladder and Bornhuetter-Ferguson methods The main assumption underlying
these techmques 1s that the syndicates' past claims development experience can be used to project future claims
development and hence ulimate claims costs As such these methods extrapolate the development of paid and incurred
losses, average costs per claim and claim numbers based on the observed development of earlier years and expected
loss ratios

Historical claims development 1s mainly analysed by accident peried, although underwriting or notification period 1s alse
used where this 1s considered appropriate Claims development 1s separately analysed for each line of business Certain
hines of business are also further analysed by claims type or type of coverage In additton, large claims are usually
separately assessed, either by being reserved at the face value of loss adjuster estimates, or separately projected 1n order to
reflect their future development

In most cases no explicit assumptions are made regarding future rates of claims inflation or loss ratios [nstead, the
assumptions used are those imphcit in the historic claims development data on which the projections are based Additional
qualitative judgement 1s used to assess the extent to which past trends may not apply in the future, for example, to reflect
one-off occurrences, changes in external or market factors such as public attitudes to claiming, economic conditions, levels
of claims inflation, judicial decisions and legislation, as well as internal factors such as portfolio mix, policy conditions and
loss adjustment procedures, in order to arrive at the estimated ulumate cost of claims, that represent the most likely
outcome, from the range of possible outcomes, taking account of all the uncertainties involved

(d) Movements

The following changes have occurred in the claims provisions during the year

2007 2006

£000 £000
Carrymg amount at 1 Janvary 25,029 45,904
Increase/{decrease) in estimated claims losses and expenses incurred in prior years 231 (13,221)
Less
Payments made on claims incurred in prior years (3,202} (4,988)
Changes 1n claims provisions reserve recognised as an expense (2,971) (18,209)
Foreign exchange rate movements 90 (2,666)
Carrying amount at 31 December 22,148 25,029
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‘ Notes to the financial statements (continued)

10. Insurance liabilities (continued)

(e) Loss development tables

The Company ceased to wnite business in the London Market in 2000 In the same year all business was wholly remnsured
with the Berkshire Hathaway Group Therefore all claims fall into the category of 2000 and prior years

| Net of
Gross  remnsurance
2000 and 2000 and
Prior Years  prior years
£000 £000
Qustanding claims provisians recognised in the balance sheet 22,148 14,813
11. Tax assets and liabilities
(a) General
Liabilities for current tax of £10,586 thousand (2006 £876 thousand) are payable in more than one year
(b) Deferred taxes
{n The balance at the year end comprises
2007 2006
£000 £000
Temporary differences anising on msurance rtems 4,449 15,337
Net deferred tax liabihity 4,449 15,337
(1)  The movement in the net deferred tax hability was as follows
Net hability at | January 15,337 16,169
Amounts credited to income statement (note 6(a)} (10,888) (832)
Net habthity at 31 December 4,449 15,337
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Notes to the financial statements (continued)

12.

13.

14.

Payables and other financial liabilities

Payables arising out of direct insurance and assumed reinsurance
Payables arising out of ceded remnsurance

Other financial habilities

Amounts due to related undertakings (note 18(a)(11))

Total

Expected to be settled within one year

Expected to be settled in more than one year

Ordinary share capital

Details of the Company’s ordinary share capital are as follows

Authorised, allotted, called up and fully paid
30,000,000 (2006 30,000,000) Ordinary shares of £1 each

Contingent liabilities and other risk factors

Uncertainty over claims provisions

2007 2006
£000 £000
9 61
16,044 24,183
306 516
120,453 115,999
136,812 140,759
120,453 124,340
16,359 16,419
136,812 140,759
2007 2006
£000 £000
30,000 30,000

Note 10(c) gives details of the esumation techniques used 1n determining the outstanding claums provisions which are
designed to allow for prudence These are estimated to give a result within the normal range of cutcomes To the extent
that the ultimate cost falls outside this range, for example where future claims inflation differs from that expected, there

1S uncertainty in respect of this liablity

22




Commercial Union Corporate Member Limited

Notes to the financial statements (continued)

15. Cash flow statement

2007 2006
£000 £000
(a}  The reconcihation of profit before tax to the net cash flow from operating activities s,
Profit before tax - -
Adjustments for
Gains on nvestments (note 1) (1) 27
Changes n working capital
(Increase) / decrease In reinsurance assets 1,455 6,594
(Increase) / decrease 1n recervables and other financial assets 2,148 (21,109}
Increase / (decrease) in msurance habilities (2,881) (20,875)
Increase / (decrease) in payables and other financial liabilittes (4,823) 32,522
Net (purchases) / sales of operating assets
Financial investments 102 2,584
Net cash flow from operating activities (4,000) 31

In 2007, the decrease 1n payables and other financial Labitities 1s stated after ehoinating an increase 1n amounts due to
related undertakings of £876 thousand for settlement of a corporation tax hability that was settled by Group relief

2007 2006
£000 £000
(b)  Cash and cash equivalents in the cash flow statement at 31 December comprised
Cash at bank and 1n hand 1,807 3,698
Cash equivalents 78 2,187
Cash and cash equivalents at 31 December 1,885 5,885
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Notes to the financial statements (continued)
16. Risk management policies

The Company has established a nisk management framework wath the primary objective of protecting the
Company from events that hinder the sustatnable achievement of the Company’s performance objectives,
including farling to exploit opportunittes  This framework 1s operated by a group of companies, "the NUI Group"”
(including the UK general insurance business carried out within Aviva Insurance Limited and Aviva
Internattonal Insurance Limited) within the Aviva plc Group ("the Group"), that are engaged in writing general
msurance business and 1n various non-insurance activities in the UK Risk 1s categonised as follows

* market

*  credit

* Insurance
*  lLiquidity

+ operational

The NUI Group recogmises the entical importance of having efficient and effective nsk management systems in
place To this end, the NUI Group has an established governance framework, which has three key elements

* defined terms of reference for the legal entity Boards and the associated executive management and
other commuttees within the NUI Group,

+ aclear orgamsational structure with documented delegated authonties and responsibilities from the legal
entity Boards 10 executive management committees and semor management, and

= adoption of the Group policy framework that sets out risk appetite, nsk management, control and
business conduct standards for the Group's worldwide operations  Each policy has a member of senior
management who 15 charged with overseeing comphance with the policy throughout the NU!I Group

The NUI Group momtors risk on an ongoing basis and prepares quarterly reports identifying all matenal
nisks, along with information on likelthood, severity and mitigating actions taken or planned The NUI Group
has also developed a framewark, using Individual Caputal Assessment ("ICA") principles, for quantifying the
impact of risks on economic capital The ICA combines the results of financial and operating stress tests

(1) Market risk

Market risk 1s the rsk of adverse financial impact due to changes n fair values or future cash flows of
financial instruments from fluctuations in interest rates, equity prices, property prices, and foreign currency
exchange rates Market risk anses due to fluctuations mn both the value of labilities and the value of
nvestments held

The NUI Group manages market risk locally within its market nsk framework, within local regulatory
constraints and in line with established Group policy, including mimimum principles for matching habilities
with appropriate assets

For each of the major components of market risk, described m more detail below, the NUI Group has put in
place additional policies and procedures to set out how each risk should be managed and monitored, and the
approach to setting an appropriate risk appetite

Interest rate risk anses prnmarnly from the Company’s investments, which are exposed to fluctuations n
interest rates The Company maintains a close matching of assets and the economic value of 1ts technical
liabilities, by duration, using derivative instruments 1f necessary, to minimise this risk

The Company has claims liabilines in foreign currency so has exposure to foreign exchange rates However,
there 1s no net exposure to exchange rate fluctuations due to the reinsurance that has been put 1n place
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Notes to the financial statements (continued)

16. Risk management policies (continued)

(1) Credit nsk

Credut risk 1s the risk of loss in the value of financial assets due 1o counterparties failing to meet all or part of their obligations

The NUI Group’s management of credit risk 1s carried out in accordance wath the Group credit risk pohcy, which includes setting
exposure limits and monitaring exposures i accordance with ratings set by credit ratings agenctes such as Standard & Poor's

Financial assets are graded according to current credit ratings 1ssued  AAA 15 the hughest possible raung  Investment grade
financial assets are classified within the range of AAA to BBB ratings Finaneial assets which fall outside this range are classified
as speculative grade Credit limuts for each counterparty are set based on default probabilities that are 1n turn based on the rating

of the counterparty concerned

The following table provides information regarding the aggregated credit risk exposure of the Company

Credit rating

Carrying

value in the

Speculative balance

31 December 2007 AAA AA A BBB grade Not-rated sheet

£000 £000 £000 £000 £000 £000 £000

Debt secunties 5,070 1,420 2,443 - - 8,033

Reinsurance assets 1,719 1,636 158 3,822 7.335

Amounts due from reinsurers 18,699 - - - - 987 19,686

Cash and cash equivalents - 45 L - - 1,840 1,885
Credit rating

Carrving

value in the

Speculative balance

31 December 2006 AAA AA A BEB grade Not-rated sheet

£000 £000 £000 £000 £000 £000 £000

Debt securities 8 206 287 541 - - 9,034

Reinsurance assets 2 060 1 961 189 - 4,580 8,700

Amounts due from reinsurers 53473 - - |1 B25 55,298

Cash and cash equivalents - 2,647 - 3,238 5,885

Of the Company's receivables of £159,518 thousand (2006 £161,666 thousand), £137,689 thousand (2006 £103,017 thousand) 1s

due from related undertakings

At 31 December 2007 and 2006, no financial assets are impaired or overdue

Amounts due from remnsurers of £18,699 thousand (2006 £53,473 thousand) are due from the Berkshire Hathaway Group

25




Commercial Union Corporate Member Limited

Notes to the financial statements (continued)

16. Risk management policies (continued)
(i) General insurance risk

The Company is 1n run-off and ¢onsiders insurance risk within its general insurance activity to be
the management of claims and the adequacy of reserving

Increasingly, risk-based capital models are being used to support the quanufication of nsk under the
ICA framework The NUI Group undertakes a quarterty review of insurance risks, the output from
which s a key tnput into the ICA and risk-based capital assessments

The NUI Group has developed mechamisms that identify, quantify and manage accumulated
exposures to contain them within the limits of the appetite of the NUI Group

The adequacy of the NUI Group's general insurance claims provisions 1s overseen by the NUI
Reserving Commuttee  Actuanal claims reserving 1s conducted by NUI Group’s actuaries 1n
compliance with the Group General Insurance Reserving Policy There are periodic external
reviews by consultant actuaries

All business 1s rewnsured as the Company 15 party to a rewnsurance agreement entered into with the
Berkshire Hathaway Group 1n 2000, which provides substantial protection 1n excess of current gross
habilities

() Liquudity risk
The Company has set its investment strategy to ensure 1t has sufficient liquid funds to meet 1ts
expected obhgations as they fall due In extreme circumstances, the Company would approach

Group for additional short-term borrowing

The following table shows gross insurance liabilities analysed by duration

Total Within 1 1-5 5-15 Over 15
year years years years
£000 £000 £000 £000 £000
31 December 2007
Gross insurance liabilities 22,148 4,520 17,628 - -
Total Within 1 1-5 5-15 Over 15
year years years years
£000 £000 £000 £000 £000
31 December 2006
Gross isurance habilities 25,029 6,625 18,404 -

For insurance contracts, the analysis of liabilities above is based on the estimated tirming of future
cash flows
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Notes to the financial statements (continued)

16. Risk management policies (continued)

{v) Operational risk

Operational nsk anses as a result of inadequately controlled internal processes or systems, human error, or from external
events This definition 1s tntended to include the majornty of risks the Company 1s exposed to, other than the financial
risks described above and strategic and Company risks considered elsewhere Only financial instrument nsk requires
quantification under IFRS and consequently no quantification of operational nisk 1s provided

Operational nisks include informauon technology, information security, human resources, project management,
outsourcing, tax, legal, financial crime and comphance risks  In accordance with Group policies, business umt
management has primary responsibihity for the effective identification, management, monitoring and reporung of nsks
1o the business unit executive management team and 1o Group The NUI Group nsk management and governance
function 1s responsible for implementing the Group risk management methodologies and frameworks 10 assist line
management 1n this work  They also provide support and independent challenge on the completeness accuracy and
consistency of risk assessments, and the adequacy of mitigating action plans  As a result, the business unit executive
management team satisfies 1tself that matenal risks are being mitigated and reported to an acceptable level

Operational risks are assessed according 1o the potential impact and probability of the event concerned These impact
assessments are made against financial, operational and reputational criteria

(v1} Risk and capital management

The Group uses a number of sensitivity test-based nsk management tools to understand the volatility of earnings, the
volatility of 1ts capital requirements, and 1o manage 1is capual more efficiently  Primanly, risk-based capital models
and increasingly, ICA are used Sensitivities lo economic and operating experience are regularly produced on all of the
NUI Group’s financial performance measurements to inform the Group's decision-making and planning processes, and
as part of the framework for ident1fying and quantifying the nisks to which the NUI Group 15 exposed

General insurance claims liabilities are esumated by using standard actuanal claims projection techntques These
methods extrapolate the claims development for each accident year based on the observed development of carlier years
In most cases, no explicit assumptions are made as projections are based on assumptions implicit in the histore clams
development on which the projections are based  As such, the sensitivity of general tnsurance claims habilities 1s
primarily based on the financial impact of changes to the reported loss ratio

Ihe Company's activities are the run-off of general insurance business, which 1s fully reinsured and the Company has no
material interest rate risk - As such no sensitivity analysis 1s presented
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Notes to the financial statements (continued)

17. Capital structure

The Company maintains an efficient capnal structure from equity shareholder's funds, consistent with the
Company's overall risk profile and the regulatory and market requirements of the business This note describes the
way the Company manages capital and shows where this 15 employed

(a) General

IFRS underpins the Company's capital structure and accordingly, the capital structure 15 analysed on this basis
(b) Capital management

In managing its capital, the Company seeks to

() match the profile of its assets and liabilities, taking account of the risks inherent in each business,
(1)  mantam financial strength,

{(u)  retain financial flexibility by maintaiming strong hquidity, and

{iv) allocate capital efficiently and repatriate excess capital where appropriate

The Company considers not only the traditional sources of capital funding but the alternative sources of capital
mcluding remsurance, as appropriate, when assessing its deployment and usage of capital

{c) Measure of capital

The Company 1s required to report its results on an IFRS basis

As the Company 1s a corporate member at Lloyd's, 1t 1s required to hold capital at Lloyd's which 1s held in trust

and known as Funds at Lloyd's (FAL) The level of FAL that Lloyd's requires a member to maintain 1s based on 1ts
participation in individual syndicates and 1s determined through Lloyd's implementation of the Financal Services
Authority's Individual Capital Assessment regulatory regime As disclosed in note 7, the Company has met 1ts FAL
requirements by way of letters of credit arranged by Aviva plc

(d) Caputal structure
IFRS net IFRS net

assets assets

2007 2006

£000 £000

Corporate underwriting member of Lloyd's 3,676 3,374

Total capital employed 3,676 3,374
Financed by

Equity shareholder's funds 3,676 3,374
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Notes to the financial statements (continued)

18. Related party transactions

(a) Related party balances

(1) Services provided to related parties

2007 2006
Income Income
earned 1n Receivable earned 1o Receivable
year  atyear end year  at year end
£000 £000 £000 £000
Fellow subsidianies - 137,689 - 103,017
(m}  Services provided by related parties
2007 2006
Expense Expense
incurred in Payable incurred in Payable
year  atyear end year  atyearend
£000 £000 £000 £000
Parent - 120,453 - 115,999

(m} Compensation to those employees classified as key management
The directors and key management of the Company are considered 1o be the same as for Norwich Union Insurance Limited
Information on key management compensatton may be found in note 31 - Related party transactions of the Norwich Union

Insurance Limited financial statements

(b) Immediate parent undertaking

The Company's immedhate parent undertaking 15 Aviva International Insurance Limuted, registered in England and Wales
{(¢) Ulamate controlling entity

The ultimate controlling entity 15 Aviva plc  Its Annual Report and Accounts are available on application to the Group
Company Secretary, Aviva plc, St Helen's, | Undershaft, London EC3P 3DQ
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