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Amlin plc Annual Report 2009

Directors’ Report

The directors of Amlin plc (the Company)
present their report, the audited accounts
of the Company and the consolidated
accounts of the Company and its
subsidiaries (the Group) for the year
ended 31 December 2009.
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Principal activity, Business Review
and key performance indicators
The Group’s principal activity is non-life
insurance and reinsurance underwriting in
the Lloyd’s market, Bermuda and continental
Europe. A review of the Group’s business,
and developments during the year, is set

out on pages 16 to 72 of the Annual Report
(overview, strategy and performance
sections). Further information is provided in
the risk disclosure note and the Governance
section of the Annual Report starting on
pages 132 and 73 respectively. The Review
and Performance sections, risk disclosure
note and Governance section together
include the information and analysis required
by section 417 of the Companies Act 2006 to
be included in a Business Review, including
information on key performance indicators
and on the Group’s financial and other risk
management and policies. Such information
and analysis is hereby incorporated by
reference into this report.

Share capital, treasury shares and
dividends

The Company’s share capital during the year
consisted of ordinary shares of 28.125p each
(Ordinary Shares) and, until the final such
shares were redeemed on 3 August 2009,
redeemable non-cumulative preference shares
of 22.4p each (B Shares). Details of the B
Shares are set out in note 23 to the Accounts.

There were 502,076,006 Ordinary Shares

in issue at the year end (2008: 478,573,439),
including shares held in treasury. The
directors exercised their authority granted by
shareholders to issue 23,502,567 Ordinary
Shares on 8 June 2009 in a placing for cash
at 325p per share (2008: nil). No shares
were bought back during the year (2008:
10,765,000 shares bought into treasury

at an average price of 256.09p per share).

1,599,228 shares were transferred out of
treasury during the year to service exercises
of employee share options (2008: 2,001,348),
leaving 7,164,424 Ordinary Shares in treasury
at the year end (2008: 8,763,652). There have
been no issues of shares or further share

buy backs or transfers into treasury since the
year end but a further 2,438 Ordinary Shares
had by 23 February 2010 been transferred
from treasury to satisfy employee share
options, leaving 7,161,986 shares in treasury
at that date.

At first interim dividend of 6.5p per Ordinary
Share (2008: 6.0p) was paid on 8 October
2009 to shareholders on the register on

11 September 2009. The directors have
now declared a second interim dividend of
13.5p per Share (2008: nil), to be paid on 31
March 2010 to shareholders on the register
at the close of business on 19 March 2010.
This makes total ordinary dividends for the
year of 20.0p per Ordinary Share (2008:
17.0p). No final dividend is being proposed
(2008: 11.0p). A Dividend Reinvestment Plan
was operated in respect of the first interim
dividend and is likely to be offered for most
future dividends, but is not being offered

in respect of the second interim dividend

as a result of the tight payment timetable.
Details of the Plan are available on the
Company’s website.

Directors

The biographical details of the present
directors are set out on page 74 of the
Annual Report. Mr Holt was appointed as

a non-executive director on 5 January 2009,
having retired as an executive Director on
31 December 2008. All of the other current
directors served throughout the year. Mr
Ramanan Mylvaganam retired from the
Board on 13 May 2009.
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Directors’ interests

The interests, all of which are beneficial, of
those directors and their related parties who
have interests in the shares of the Company,
are set out in the table below.

On 31 December 2008 Mr Holt and/or a
related party and Mr Philipps and/or a related
party held 45,890 and 37,150 B Shares
respectively. These had all been redeemed
by August 2009.

In the cases of Messrs Carpenter, Hextall
and Philipps, the above holdings include
beneficial interests held through the
Company’s Share Incentive Plan (SIP). In the
case of Mr Holt, his holding at 31 December
2008 also includes such interests. Details
of directors’ interests in share options and
long term incentive plans are set out in

the Directors’ remuneration report in the
Governance section of the Annual Report,
as are details of the total interests of the
SIP and of the Group’s Employee Share
Ownership Trust. Details of transactions
between the Group and directors who
served during the year are set out in note
38 to the Accounts.

No directors have any other interests in
the shares or any other securities of the
Company or any of its subsidiaries.
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At 31 Dec 2009 and at
date of this report

At 31 Dec 2008
No of Ord Shares

. . No of Ord Shares

Directors’ interests

C Bosse 3,540 -
N J C Buchanan 11,200 11,200
B D Carpenter 379,449 379,165
M D Feinstein 4,000 -
R A Hextall 160,669 160,385
A W Holt 259,102 152,054
C E L Philipps 569,489 569,205
R J Taylor 17,986 17,986
Sir Mark Wrightson Bt 8,888 8,888

Substantial shareholdings

At 23 February 2010 the Company had been notified of the following holdings of 3% or more

of its issued ordinary share capital:

Number of shares held % of shares in issue*

Invesco Ltd

BlackRock Inc

Majedie Asset Management Ltd

Legal & General Group Plc companies
AXA S.A.

J P Morgan Chase & Co companies

54,469,864 11.0
27,167,068 5.5
26,526,299 5.4
26,433,832 5.3
23,197,732 4.7
19,624,490 4.0

* Based on the Ordinary Shares in issue, excluding treasury shares, as at 23 February 2010 of 494,914,020

115



Amlin plc Annual Report 2009

Directors’ Report continued

Corporate governance and
Directors’ remuneration

The Board Corporate Governance Statement
and reports from the Board’s Nomination
and Audit Committees are set out with other
reports in the Governance section of the
Annual Report and are hereby incorporated
by reference into this report. Details of the
Company’s rules on the appointment and
removal of directors, and on how the
Company’s Articles of Association may be
amended, are set out in the section entitled
‘Articles of Association’ in the Board
Corporate Governance Statement on page
84. Details of Directors’ remuneration are
set out in the Directors’ Remuneration
report, also in the Governance section

of the Annual Report.

Employment policies

The People section of the Review provides
commentary on the Group as an employer,
including its commitment to training and
professional development and the results of
the third Ipsos MORI staff survey. The Group
recognises the importance of employee
engagement and therefore operates the
Amlin Consultation Forum in the UK as a
framework for discussion and consultation
between staff and management, as well as
arrangements elsewhere such as the Works
Council operated by Amlin Corporate
Insurance NV. In addition to engagement
through line managers, employee
communication is facilitated by a

Group intranet and a monthly Group

‘Amlin Update’ e-newsletter.

The Group’s equal opportunities policy aims
to ensure that no employee, in application
for initial employment or as an existing
employee (including in the event of a change
in his or her circumstances), receives less
favourable treatment because of his or her
sex, actual or perceived sexual orientation,
gender (including gender reassignment),
marital or family status, age, ethnic origin,
disability, race, colour, nationality, national
origin, creed, political affiliation, part-time
status, or any other condition, unless it can
be shown to be legally justifiable.

Copies of the Group’s policies (some
applying to the whole Group and some
to the UK, with local variations outside
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the UK) on professional qualifications,
family leave, flexible working, sabbaticals,
staff harassment and equal opportunities
are available on the Company’s website

or from the Secretary on request. The
Group’s health and safety policy and the
relevant local policies are publicised to staff,
including through the Group’s intranet. The
operation of the UK policy is monitored by
a staff Health and Safety Committee. The
Group Chief Executive, to whom the Group
Operations Director, Mr Andrew Grant,
whose responsibilities include oversight of
health and safety throughout the Group,
reports, makes an annual health and safety
report to the Board.

Corporate responsibility and
charitable donations

A report on the Group’s corporate
responsibility activities, including its
employee, environmental and community
engagement, is set out in the Corporate
Responsibility report in the Governance
section of the Annual Report. The Group
Chief Executive has direct responsibility at
Board level for leading the Group’s initiatives
on all corporate responsibility related
matters, with the relevant senior managers
and advisory groups reporting to him.
Relevant policies and terms of reference
are available on the Company’s website

or from the Secretary on request.

The Group made charitable donations
during the year of £133,668 (2008:
£80,986), including donations in Bermuda
by the Company’s subsidiary, Amlin
Bermuda Ltd (ABL). The Group’s charitable
donations were part of broader corporate
responsibility expenditure during the year
totalling £254,116 (2008: £154,164). The
Group’s charities budget (excluding ABL’s)
is managed by the Company’s Community
and Charities Panel chaired by the Finance
Director, Mr Hextall. The ABL budget is
managed in Bermuda under the direction
of the ABL board. Further details of the
Group’s community and charitable activities,
and of their governance, are set out in

the Corporate Responsibility and Board
Corporate Governance report respectively.

Political donations
The Group made no political donations
during the year (2008: nil).

Supplier payment policy

and performance

The Group’s policy is to pay suppliers in
accordance with agreed terms of business.
Whenever possible, purchase orders are
placed on the basis of the Group’s standard
terms and conditions which include provision
for the payment of suppliers within 30 days
of the end of the month in which the Group
receives the goods or in which the services
are provided. Average trade creditors of

the Group during 2009, which excludes
insurance creditors, represented
approximately 27 days (2008: 26 days),
based on the ratio of Group trade creditors
to the amounts invoiced during the year.

Annual General Meeting

The Notice of Annual General Meeting,

to be held at noon on Thursday 13 May
2010 at the offices of the Company at

St Helen’s, 1 Undershaft, London, EC3A
8ND, is contained in a separate circular
to shareholders which is being mailed or
otherwise provided to shareholders at the
same time as this report.

Directors’ indemnities

The Company has made third party
indemnity provisions for the benefit of

its directors and certain directors of the
Company’s subsidiaries. The current
indemnities of the directors of the Company
were, in all cases other than Mrs Bosse’s,
entered into during 2008. Mrs Bosse entered
into an indemnity deed for the first time
during the year. Such indemnities remain

in force at the date of this report.

Authorisation of directors’ conflicts
of interest

The Company’s Articles of Association
permit the authorisation of a director’s
potential conflict of interest or duty,

for instance arising from a director’s
appointment as a director of another
company which may have a business
relationship with the Group. Such
authorisations may be given by the
remaining directors who are independent
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of the potential conflict. A number of
authorisations have been approved by the
Board in this manner, some of which are
summarised in the ‘Board composition
and independence’ section of the Board
Corporate Governance statement of the
Annual Report. Such authorisations do not
remove a director’s duty to ensure that any
actual conflict of interest or duty, should it
arise, is dealt with appropriately, usually by
the director taking no part in the relevant
Board or Committee decision.

Directors’ statement on the
disclosure of information to the
auditors

Each director at the date of the approval
of this report confirms that:

e so far as the director is aware, there
is no relevant audit information of
which the Company’s auditors are
unaware; and

e the director has taken all the steps
that he or she ought to have taken
as a director in order to make himself
or herself aware of any relevant audit
information and to establish that the
Company’s auditors are aware of that
information.

This confirmation is given and should be
interpreted in accordance with the provisions
of section 418 of the Companies Act 2006.

Going concern

The Group’s business, risk and financial
management, performance and position,
together with factors that are likely to affect
future development, are described in the
Business Review between pages 16 and

72 Capital management strategy, which
covers how regulatory and economic capital
needs are measured and how capital is
deployed, is described in the Financial
Management section on pages 60 to 70.
The financial position of the Group, including
commentary on cash and investment levels,
currency management, insurance liability
management, liquidity and borrowings, is
also covered in that section.
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In addition, Note 2 to the accounts describes
capital management needs and policies,

and Note 3 covers underwriting, market,
liquidity and credit risks which may affect the
financial position of the Group.

The Group has considerable financial
resources to meet its financial needs and
manages a mature portfolio of insurance
risk through an experienced and stable
team. The directors believe that the Group
is well positioned to manage its business
risks successfully in the current uncertain
economic environment.

After making enquiries, the directors have

a reasonable expectation that the Company
and the Group have adequate resources

to continue in operational existence for

the foreseeable future. Accordingly, they
continue to adopt the going concern basis
in preparing the annual report and accounts.

Auditors

Following a casual vacancy arising from the
resignation of Deloitte LLP as the Company’s
auditors on 22 September 2009, the Board
appointed PricewaterhouseCoopers LLP
(‘PwC’) as auditors to the Company for the
year ended 31 December 2009, pursuant

to Section 485 (3) (c) of the Companies Act
2006. A discussion of the background to the
re-tendering of the Group auditor position is
included in the Audit Committee’s report in
the Governance section on page 87 of the
Annual Report.

A resolution is to be proposed at the Annual
General Meeting for the re-appointment of
PwC as auditors and to authorise the Audit
Committee to determine their remuneration.

By Order of the Board

C C T Pender Secretary
26 February 2010
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Statement of Directors’ responsibilities

The directors are responsible for preparing the
Annual Report, Directors’ Remuneration report
and the financial statements in accordance
with applicable law and regulations.

Company law requires the directors to
prepare financial statements for each
financial year. The directors are required

by the IAS Regulation to prepare the group
financial statements under International
Financial Reporting Standards (IFRS) as
adopted by the European Union and have
also elected to prepare the parent company
financial statements on the same basis. The
financial statements are also required by law
to be properly prepared in accordance with
the Companies Act 2006 and Article 4 of the
IAS Regulation.

International Accounting Standard 1
‘Presentation of Financial Statements’
requires that financial statements present
fairly for each financial year the company’s
financial position, financial performance
and cash flows. This requires the faithful
representation of the effects of transactions,
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other events and conditions in accordance
with the definitions and recognition criteria
for assets, liabilities, income and expenses
set out in the International Accounting
Standards Board'’s ‘Framework for the
preparation and presentation of financial
statements’. In virtually all circumstances,
a fair presentation will be achieved by
compliance with all applicable IFRS.
However, directors are also required to:

e properly select and apply accounting
policies; and

e state whether applicable IFRS as
adopted by the European Union have
been followed, subject to any material
departures disclosed and explained
in the financial statements.

The directors are responsible for keeping
proper accounting records that 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 2006. They
are also responsible for safeguarding the

assets of the company and hence for taking
reasonable steps for the prevention and
detection of fraud and other irregularities.

Pursuant to the Disclosure and Transparency
Rules, each of the directors, whose names
and functions are listed on page 74 of the
annual report in the section entitled ‘Board
of Directors’, confirm that, to the best of
each person’s knowledge and belief:

e the financial statements, prepared in
accordance with IFRSs as adopted by the
EU, give a true and fair view of the assets,
liabilities, financial position and profit of the
Group and Company; and

e the Directors’ report, including the
matters incorporated therein by reference,
contained in the Annual Report includes
a fair review of the development and
performance of the business and the
position of the Company and the Group,
together with a description of the principal
risks and uncertainties that they face.
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Independent Auditors’ Report to the Members of Amlin plc

We have audited the Group financial
statements of Amlin plc for the year ended
31 December 2009 which comprise the
Consolidated Income Statement, the
Consolidated Statement of Comprehensive
Income, the Consolidated Balance Sheet,
the Consolidated Statement of Cash Flows,
the Consolidated Statement of Changes in
Equity and the related notes 1 to 39. The
financial reporting framework that has been
applied in their preparation is applicable
law and International Financial Reporting
Standards (IFRS) as adopted by the
European Union.

Respective responsibilities

of directors and auditors

As explained more fully in the Statement

of Directors’ responsibilities set out on the
previous page, the directors are responsible
for the preparation of the Group financial
statements and for being satisfied that they
give a true and fair view. Our responsibility
is to audit the Group financial statements

in accordance with applicable law and
International Standards on Auditing (UK
and Ireland). Those standards require us to
comply with the Auditing Practices Board’s
Ethical Standards for Auditors.

This report, including the opinions,

has been prepared for and only for

the Company’s members as a body in
accordance with Chapter 3 of Part 16 of

the Companies Act 2006 and for no other
purpose. We do not, in giving these opinions,
accept or assume responsibility for any other
purpose or to any other person to whom this
report is shown or into whose hands it may
come save wWhere expressly agreed by our
prior consent in writing.

Scope of the audit of the financial
statements

An audit involves obtaining evidence about
the amounts and disclosures in the financial
statements sufficient to give reasonable
assurance that the financial statements are
free from material misstatement, whether
caused by fraud or error. This includes an
assessment of: whether the accounting
policies are appropriate to the Group’s
circumstances and have been consistently

applied and adequately disclosed; the
reasonableness of significant accounting
estimates made by the directors; and the
overall presentation of the financial statements.

Opinion on financial statements
In our opinion the Group financial statements:

e give a true and fair view of the state of the
Group’s affairs as at 31 December 2009
and of its profit and cash flows for the year
then ended;

® have been properly prepared in
accordance with IFRS as adopted
by the European Union; and

¢ have been prepared in accordance with
the requirements of the Companies Act
2006 and Article 4 of the IAS Regulation.

Opinion on other matters prescribed
by the Companies Act 2006
In our opinion:

e the information given in the Directors’
Report for the financial year for which the
Group financial statements are prepared
is consistent with the Group financial
statements; and

e the information given in the Board
Corporate Governance statement set out
on pages 78 to 85 with respect to internal
control and risk management systems and
about share capital structures is consistent
with the financial statements.

Matters on which we are required
to report by exception

We have nothing to report in respect of
the following:

Under the Companies Act 2006 we are
required to report to you if, in our opinion:

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

e we have not received all the information
and explanations we require for our
audit; or

e 3 corporate governance statement has not
been prepared by the parent company.

Under the Listing Rules we are required
to review:

e the directors’ statement, set out in the
Directors’ Report on page 114, in relation
to going concern; and

e the part of the Board Corporate
Governance statement relating to the
company’s compliance with the nine
provisions of the June 2008 Combined
Code specified for our review.

Other matter

We have reported separately on the parent
company financial statements of Amlin

plc for the year ended 31 December 2009
and on the information in the Directors’
Remuneration report that is described as
having been audited.

Andrew Kail (Senior Statutory Auditor)

for and on behalf of
PricewaterhouseCoopers LLP

Chartered Accountants and Statutory
Auditors

London

26 February 2010

Notes:

(@) The maintenance and integrity of the Amiin plc
website is the responsibility of the directors; the
work carried out by the audiitors does not involve
consideration of these matters and, accordingly, the
audiitors accept no responsibility for any changes that
may have occurred to the financial statements since
they were initially presented on the website.

(b) Legislation in the United Kingdom govermning the

preparation and dissemination of financial statements
may diiffer from legislation in other jurisdictions.
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Consolidated Income Statement
For the year ended 31 December 2009

2009 2008
Notes £m £m
Gross earned premium 4,5 1,541.6 1,027.8
Reinsurance premium ceded 4,5 (224.3) (114.3)
Net earned premium revenue 45 1,317.3 913.5
Investment return 4,6 207.5 18.0
Other operating income 4 10.1 2.7
Total income 1,534.9 934.2
Insurance claims and claims settlement expenses 47 (565.1) (627.8)
Insurance claims and claims settlement expenses recoverable from reinsurers 4,7 0.9 1271
Net insurance claims 7 (564.2) (500.7)
Expenses for the acquisition of insurance contracts 8 (267.4) (193.0)
Other operating expenses 9 (171.2) 97.7)
Total expense (438.6) (290.7)
Results of operating activities 532.1 142.8
Finance costs 412 (23.0) (21.2)
Profit before tax 413 509.1 121.6
Tax 14 (54.3) 41.2)
Total recognised profit for the year 454.8 80.4
Attributable to:
Equity holders of the Parent Company 454.7 80.3
Minority interests 0.1 0.1
454.8 80.4
Earnings per share from continuing operations attributable to equity holders of the Parent Company
Basic 29 94.1p 17.1p
Diluted 29 92.9p 16.9p

The attached notes form an integral part of these consolidated financial statements.
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Consolidated Statement of Comprehensive Income
For the year ended 31 December 2009
2009 2008
Notes £m £m
Profit for the year 454.8 80.4
Gains/(losses) on revaluation of hedge instruments 15 29.3 (74.7)
Currency translation (losses)/gains on overseas operations 15 91.2) 256.1
Foreign exchange (losses)/gains on translation of intangibles arising from investments in overseas
operations 15 (1.6) 4.7
Defined benefit pension fund actuarial losses 28 (23.7) (5.9)
Tax relating to components of other comprehensive income 14 14.5 2.8
Other comprehensive income for the year (72.7) 183.0
Total comprehensive income for the year 382.1 263.4
Attributable to:
Equity holders of the Parent Company 382.0 263.3
Minority interests 0.1 0.1
382.1 263.4

The attached notes form an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Equity

For the year ended 31 December 2009

Share Share Other Treasury Minority Retained

capital premium reserves shares interest earnings Total
For the year ended 31 December 2009 Notes £m £m £m £m £m £m £m
At 1 January 2009 134.6 231.5 2724 (25.1) 0.3 602.4 1,216.1
Gains on revaluation of hedge instruments 15 - - 29.3 - - - 29.3
Currency translation differences
on overseas operations 15 - - 91.2) - - - (91.2)
Foreign exchange losses on translation of
intangibles arising from investments in
overseas operations 15 - - (1.6) - - - (1.6)
Defined benefit pension fund
actuarial losses 28 - - (23.7) - - - (23.7)
Tax 14 - - 14.5 - - - 14.5
Profit for the financial year - - - - 0.1 454.7 454.8
Total comprehensive income for the year - - (72.7) - 0.1 454.7 382.1
Employee share option scheme:
— share based payment reserve - - 1.1 (0.4) - - 0.7
— proceeds from shares issued 23 - 0.2 - 4.1 - (1.0) 3.3
Net purchase of employee share
ownership trust shares - - (0.3 - - - 0.3
Shares issued to fund ACI acquisition
— proceeds 23 6.6 69.8 - - - - 76.4
— transaction costs 23 - (1.4) - - - - (1.4)
Dividends paid 30 - - - - - (83.8) (83.8)
Return of capital 23 - - 1.2 - - (1.2) -

6.6 68.6 2.0 3.7 - (86.0) (5.1)

At 31 December 2009 141.2 300.1 201.7 (21.4) 0.4 971.1 1,593.1

Other reserves is comprised of £45.7 million (2008: £45.7 million) being the cumulative amount of goodwill written off to reserves on acquisitions
prior to January 1999, a capital redemption reserve, charges for share options issued, deferred tax and current tax (see note 14), cumulative
foreign exchange gains of £108.7 million (2008: £201.5 million gain) on investments in overseas operations and £45.4 million (2008: £74.7 million)

cumulative losses on hedges of investments in overseas operations.

The attached notes form an integral part of these consolidated financial statements.
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Share Share Other Treasury Minority Retained
capital premium reserves shares interest earnings Total
For the year ended 31 December 2008 Notes £m £m £m £m £m £m £m
At 1 January 2008 134.4 230.8 (30.2) (2.1) 0.4 719.0 1,052.3
Losses on revaluation of hedge
instruments 15 - - (74.7) - - - (74.7)
Currency translation differences
on overseas operations 15 - - 256.1 - - - 256.1
Foreign exchange gains on translation of
intangibles arising from investments in
overseas operations 15 - - 4.7 - - - 4.7
Defined benefit pension fund
actuarial losses 28 - - (5.9 - - - (5.9)
Deferred tax 14 - - 2.8 - - - 2.8
Profit for the financial year - - - - 0.1 80.3 80.4
Total comprehensive income for the year - - 183.0 - 0.1 80.3 263.4
Employee share option scheme:
— share based payment reserve - - 0.4 - - - 0.4
— proceeds from shares issued 23 0.2 0.7 - 5.0 - (2.1) 3.8
Purchase of treasury shares - - - (28.0) - - (28.0)
Dividends paid 30 - - - - (0.2) (75.6) (75.8)
Return of capital 23 - - 119.2 - (119.2) -
0.2 0.7 119.6 (23.0) (0.2) (196.9) (99.6)
At 31 December 2008 134.6 231.5 272.4 (25.1) 0.3 602.4 1,216.1

The attached notes form an integral part of these consolidated financial statements.
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Consolidated Balance Sheet
At 31 December 2009

2009 2008
Assets Notes £m £m
Cash and cash equivalents 16 70.3 141
Financial assets 17 3,977.9 2,926.6
Reinsurance assets
—reinsurers’ share of outstanding claims 18 421.1 360.8
—reinsurers’ share of unearned premium 18 52.8 31.0
— debtors arising from reinsurance operations 18 373.7 325.1
Loans and receivables, including insurance receivables
—insurance receivables 19 292.2 191.5
—loans and receivables 19 64.3 68.7
Deferred acquisition costs 20 145.8 114.0
Current income tax assets 7.2 13.3
Deferred tax assets 14 29.1 11.1
Property and equipment 21 9.9 8.4
Intangible assets 22 162.8 110.2
Investment in jointly owned entity 36 1.7 15
Assets of operation classified as held for sale 36 64.2 -
Total assets 5,673.0 4,176.3
Equity and reserves
Share capital 23 141.2 134.6
Share premium 300.1 2315
Other reserves 201.7 272.4
Treasury shares (21.4) (25.1)
Retained earnings 971.1 602.4
Equity attributable to equity holders of the Parent Company 1,592.7 1,215.8
Minority interests 0.4 0.3
Total equity and reserves 1,593.1 1,216.1
Liabilities
Insurance contracts
- outstanding claims 18 2,431.4 1,692.8
— unearned premium 18 744.8 549.4
— creditors arising from insurance operations 18 243.7 84.9
Trade and other payables 26 143.8 123.2
Financial liabilities 17 129 58.5
Current income tax liabilities 36.9 6.9
Borrowings 27 316.4 295.9
Retirement benefit obligations 28 24.5 4.0
Deferred tax liabilities 14 125.0 144.6
Liabilities of operation classified as held for sale 36 0.5 -
Total liabilities 4,079.9 2,960.2
Total equity, reserves and liabilities 5,673.0 4,176.3

The attached notes form an integral part of these consolidated financial statements.

The financial statements were approved by the Board of Directors and authorised for issue on 26 February 2010. They were signed on its behalf by:

Roger Taylor
Chairman
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Richard Hextall
Group Finance Director
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Consolidated Statement of Cash Flows
For the year ended 31 December 2009
2009 2008
Notes £m £m
Cash generated from operations 34 324.5 222.4
Income taxes paid (45.0) (47.6)
Net cash flows from operations 279.5 174.8
Cash flows from investing activities
Interest received 62.2 97.5
Dividends received &7 11.9
Acquisition of subsidiary, net of cash acquired 38 (252.7) (31.6)
Deferred payment for acquired subsidiary 0.3 2.1)
Investment in jointly owned entity 36 (0.5) (1.5)
Purchase of property and equipment 21 (6.0) (5.9)
Purchase of intangible assets 22 - (2.5)
Net cash flows from investing activities (192.1) 65.8
Cash flows used in financing activities
Net proceeds from issue of ordinary shares, incl. treasury shares 781 3.8
Dividends paid to shareholders 30 (83.8) (75.6)
Dividends paid to minority interest - (0.2)
Interest paid (23.4) (20.0)
Purchase of treasury shares (0.7) (28.0)
Return of capital 23 (1.2 (119.2)
Net cash flows used in financing activities (31.0) (239.2)
Net increase in cash and cash equivalents 56.4 14
Cash and cash equivalents at beginning of year 141 11.6
Effect of exchange rate changes on cash and cash equivalents (0.2) 1.1
Cash and cash equivalents at end of year 16 70.3 141

The attached notes form an integral part of these consolidated financial statements.

The Group classifies cash flows from purchase and disposal of financial assets in its operating cash flows as these transactions are generated by
the cash flows associated with the origination and settlement of insurance contract liabilities or capital requirements to support underwriting. Cash of

£11.5 million (2008: £155.4 million) from net purchases of financial investments was utilised in operations during the period.

Cash flows relating to participations on syndicates not managed by the Group are included only to the extent that cash is transferred between the

Premium Trust Funds and the Group.
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Notes to the Accounts
For the year ended 31 December 2009

1. Summary of significant
accounting policies

Amlin plc is a public limited company

registered in England and Wales. The address

of the registered office is St Helen’s,

1 Undershaft, London EC3A 8ND.

The basis of preparation, basis of
consolidation and significant accounting
policies adopted in the preparation of Amlin
plc and subsidiaries’ (the Group) consolidated
financial statements are set out below.

Basis of preparation

These consolidated financial statements are
prepared in accordance with International
Financial Reporting Standards (IFRS) as
adopted for use in the European Union (EU).
The consolidated financial statements comply
with Article 4 of the EU IAS regulation.

The consolidated financial statements have
been prepared on the historical cost basis
except for cash and cash equivalents, financial
investments, share options, and pension
assets which are measured at their fair value.

Except where otherwise stated, all figures
included in the consolidated financial
statements are presented in millions of British
Pounds Sterling (Sterling) shown as £m
rounded to the nearest £100,000.

The accounting policies adopted in preparing
these financial statements are consistent with
those followed in the preparation of the
Group’s annual financial statements for the
year ended 31 December 2008, unless
otherwise stated.

In accordance with IFRS 4, the Group has
applied existing accounting practices for
insurance contracts, modified as appropriate,
to comply with the IFRS framework and
applicable standards.

Basis of consolidation

The financial statements consolidate the
accounts of the Company and subsidiary
undertakings, including the Group’s
underwriting through participation on Lloyd’s
syndicates. Subsidiaries are those entities in
which the Group, directly or indirectly, has the
power to govern the operating and financial
policies in order to gain economic benefits
and includes the Company’s employee benefit
trusts. The financial statements of all
subsidiaries are prepared for the same
reporting year as the Parent Company.
Consolidation adjustments are made to
convert subsidiary accounts prepared under
different accounting standards into IFRS so
as to remove the effects of any different
accounting policies that may exist.

126

Subsidiaries are consolidated from the date
that control is transferred to the Group and
cease to be consolidated from the date that
control is transferred out. All inter-company
balances, profits and transactions are eliminated.

Details of material subsidiaries included within
the consolidated financial statements can be
found in note 35.

Adoption of new and revised Standards
(a) Standards, amendments to published
standards and interpretations effective on

or after 1 January 2009

IAS 39 and IFRS 7, ‘Reclassification of
financial assets’ (amendment), permits an
entity to reclassify non-derivative financial
assets (other than those designated at fair
value through income by the entity upon initial
recognition) out of the fair value through
income category in particular circumstances.
The amendment also permits an entity to
transfer from the available-for-sale category to
the loans and receivables category a financial
asset that would have met the definition of loans
and receivables (if the financial asset had not
been designated as available for sale), if the
entity has the intention and ability to hold that
financial asset for the foreseeable future. The
Group did not elect to reclassify any financial
assets following adoption of these standards.

IFRS 2 (amendment), ‘Share-based payment’,
deals with vesting conditions and cancellations.
It clarifies that vesting conditions are service
conditions and performance conditions only.
Other features of a share-based payment are
not vesting conditions. These features would
need to be included in the grant date fair value
for transactions with employees and others
providing similar services; they would not
impact the number of awards expected to
vest or valuation thereof subsequent to grant
date. All cancellations, whether by the entity
or by other parties, should receive the same
accounting treatment. The Group and
Company have adopted IFRS 2 (amendment)
from 1 January 2009. The amendment does
not have a material impact on the Group’s or
Company’s financial statements.

IFRS 7, ‘Financial instruments — Disclosures’

(amendment), requires enhanced disclosures

about fair value measurement and liquidity risk.
The Group adopted the amendment to IFRS 7
with effect from 1 January 2009. This requires
disclosure of fair value measurements by level of
the following fair value measurement hierarchy:

e quoted prices (unadjusted) in active
markets for identical assets or liabilities
(Level 1);

e inputs to a valuation model other than
quoted prices included within Level 1 that
are observable for the asset or liability,

either directly (that is, as prices) or
indirectly (that is, derived from prices)
(Level 2); and

e inputs to a valuation model for the asset or
liability that are not based on observable
market data (that is, unobservable inputs)
(Level 3).

The adoption of the amendment results in
additional disclosures but there is no impact
on the Group’s earnings per share. Please see
note 3 for further details.

IFRS 8, ‘Operating segments’, replaces IAS
14, ‘Segment reporting’, with its requirement
to determine primary and secondary reporting
segments. Under the requirements of the new
standard, the Group’s external segment
reporting will be based on the internal reporting
to the Board of Directors of the Company

(in its function as the chief operating decision-
maker), which makes decisions on the
allocation of resources and assesses the
performance of the reportable segments.

The application of IFRS 8 does not have any
material effects for the Group but has an
impact on segment disclosure. The segment
results have been amended accordingly.

IAS 1 (revised), ‘Presentation of financial
statements’, which was effective from 1
January 2009, prohibits the presentation of
items of income and expenses (that is, ‘non-
owner changes in equity’) in the statement of
changes in equity. It therefore requires ‘non-
owner changes in equity’ to be presented
separately from owner changes in equity

in a statement of comprehensive income.

As a result, the Group presents in the
consolidated statement of changes in equity
all owner changes in equity, whereas all non-
owner changes in equity are presented in the
consolidated statement of comprehensive
income. Comparative information has been
re-presented so that it also conforms with the
revised standard. As the change in accounting
policy only impacts presentation aspects,
there is no impact on earnings per share.

IFRIC 16, ‘Hedges of a net investment in

a foreign operation’, clarifies the accounting
treatment in respect of net investment
hedging. This includes the fact that net
investment hedging relates to differences in
functional currency not presentation currency,
and hedging instruments may be held
anywhere in the Group. The requirements

of IAS 21, ‘The effects of changes in foreign
exchange rates’, do apply to the hedged item.
This interpretation does not have a material
impact on the Group’s financial statements.
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(b) Standards, amendments to published
standards and interpretations early adopted
by the Group

In 2009, the Group did not early adopt any
new, revised or amended standards.

(c) Standards, amendments and
interpretations to existing standards that are
not yet effective and have not been early
adopted by the Group

IAS 1 (amendment), ‘Presentation of financial
statements’. The amendment is part of the
IASB’s annual improvements project
published in April 2009. The amendment
provides clarification that the potential
settlement of a liability by the issue of equity
is not relevant to its classification as current
or non-current. By amending the definition

of current liability, the amendment permits

a liability to be classified as non-current
(provided that the entity has an unconditional
right to defer settlement by transfer of cash
or other assets for at least 12 months after the
accounting period) notwithstanding the fact
that the entity could be required by the
counterparty to settle in shares at any time.
The Group and Company will apply IAS 1
(amendment) from 1 January 2010. It is not
expected to have a material impact on the
Group or Company’s financial statements.

IAS 24 (amendment), ‘Related party
disclosures’. The amendment relaxes the
disclosures of transactions between
government-related entities and clarifies
related-party definition. The amendment is
not expected to have an impact on the Group
or Company’s financial statements.

IAS 27 (revised), ‘Consolidated and separate
financial statements’. The revised standard
requires the effects of all transactions with
minority interests to be recorded in equity if
there is no change in control and these
transactions will no longer result in goodwill or
gains and losses. The standard also specifies
the accounting when control is lost. Any
remaining interest in the entity is re-measured
to fair value, and a gain or loss is recognised
in profit or loss. The Group will apply IAS 27
(revised) prospectively to transactions with
minority interests from 1 January 2010.

IAS 32 (amendment), ‘Classification of rights
issues’. The amended standard allows rights
issues to be classified as equity when the
price is denominated in a currency other than
the entity’s functional currency. The amendment
is effective for annual periods beginning on or
after 1 February 2010 and should be applied
retrospectively. The amendment is not
expected to have an impact on the Group’s
or Company’s financial statements.

IAS 38 (amendment), ‘Intangible assets’.

The amendment is part of the IASB’s annual
improvements project published in April 2009.
The amendment clarifies guidance in
measuring the fair value of an intangible asset
acquired in a business combination and it
permits the grouping of intangible assets as

a single asset if each asset has a similar useful
economic life. The Group and Company will
apply IAS 38 (amendment) from 1 January
2010. The amendment will not result in a
material impact on the Group’s or Company’s
financial statements.

IAS 39 (@amendment), ‘Financial instruments:
Recognition and measurement - eligible
hedged items’. The amendment was issued

in July 2008. It provides the following
guidance. On the designation of a one-sided
risk in a hedged item, IAS 39 concludes that a
purchased option designated in its entirety as
the hedging instrument of a one-sided risk will
not be perfectly effective. The designation of
inflation as a hedged risk or portion is not
permitted unless in particular situations. It is
not expected to have a material impact on the
Group or Company’s financial statements.

IFRS 3 (revised), ‘Business combinations’.
The revised standard continues to apply the
acquisition method to business combinations,
with some significant changes. For example,
all payments to purchase a business are to be
recorded at fair value at the acquisition date,
with contingent payments classified as debt
subsequently re-measured through the
income statement. There is a choice on an
acquisition-by-acquisition basis to measure
the minority interest in the acquiree either

at fair value or at the minority interest’s
proportionate share of the acquiree’s net
assets. All acquisition-related costs should

be expensed. The Group will apply IFRS 3
(revised) prospectively to all business
combinations from 1 January 2010.

IFRS 5 (amendment), ‘Measurement of non-
current assets (or disposal groups) classified
as held for sale’. The amendment is part

of the IASB’s annual improvements project
published in April 2009. The amendment
provides clarification that IFRS 5, ‘Non-current
assets held for sale and discontinued
operations’, specifies the disclosures required
in respect of non-current assets (or disposal
groups) classified as held for sale or
discontinued operations. It also clarifies that
the general requirements of IAS 1 still apply,
particularly IAS 1 paragraph 15 (to achieve a
fair presentation) and paragraph 125 (sources
of estimation uncertainty). The Group and
Company will apply IFRS 5 (amendment) from
1 January 2010. It is not expected to have a
material impact on the Group or Company’s
financial statements.
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IFRS 9, ‘Financial instruments’. IFRS 9
addresses classification and measurement

of financial assets and is available for early
adoption once endorsed by the EU. IFRS 9
replaces the multiple classification and
measurement models in IAS 39 with a single
model that has only two classification
categories: amortised cost and fair value. IFRS
9 represents the first milestone in the IASB’s
planned replacement of IAS 39. The effect of
adopting IFRS 9 on the Group’s and Company’s
financial statements is currently being evaluated.

IFRIC 17, ‘Distribution of non-cash assets
to owners’. The interpretation is part of the
IASB’s annual improvements project
published in April 2009. It provides guidance
on accounting for arrangements whereby

an entity distributes non-cash assets to
shareholders either as a distribution of
reserves or as dividends. IFRS 5 has also
been amended to require that assets are
classified as held for distribution only when
they are available for distribution in their
present condition and the distribution is highly
probable. The Group and Company will apply
IFRIC 17 from 1 January 2010. It is not
expected to have a material impact on the
Group’s or Company’s financial statements.

IFRIC 18, ‘Transfers of assets from
customers’, was issued in January 2009.

It clarifies how to account for transfers of
items of property, plant and equipment by
entities that receive such transfers from their
customers. The interpretation also applies to
agreements in which an entity receives cash
from a customer when that amount of cash
must be used only to construct or acquire an
item of property, plant and equipment and the
entity must then use that item to provide the
customer with ongoing access to supply of
goods and/or services. The Group will not
be impacted by the adoption of IFRIC 18.

Critical accounting judgements and

key sources of estimation uncertainty
The preparation of financial statements
requires the use of estimates and assumptions
that affect the reported amounts of assets and
liabilities, and the disclosure of contingent
assets and liabilities. Although these estimates
are based on management’s best knowledge
of current events and actions, actual results
may ultimately differ from those estimates.

Insurance contract liabilities

The most significant estimate made in
the financial statements relates to unpaid
insurance claim reserves and related loss
adjustment expenses of the Group.
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Notes to the Accounts continued

For the year ended 31 December 2009

1. Summary of significant
accounting policies continued
The estimated provision for the total level of
claims incurred changes as more information
becomes known about the actual losses
for which the initial provisions were set up.
The change in claims costs for prior period
insurance claims represents the claims
development of earlier reported years incurred
in the current accounting period. In 2009,
there has been a net positive development
of £174.1 million (2008: £114.7 million) for the
Group, reflecting favourable experience in the
2008 and prior reported years. Note 3 provides
further details of the method the Group applies
in estimating insurance contract liabilities.

Financial investments

The methods and assumptions used by
the Group and Company in estimating the
fair value of financial assets are described
in note 3.

Intangible assets

Intangible assets are recognised on the
acquisition of a subsidiary or the purchase
of specific rights to renew a particular
underwriting portfolio.

The value of such intangibles is largely based
on the expected cash flows of the business
acquired and contractual rights on that
business. Certain key assumptions are used to
assess the value of the intangible such as past
underwriting performance and past renewal
values of underwriting business. These are the
subject of specific uncertainty and a reduction
in underwriting profitability or renewal patterns
of business acquired may result in the value of
the intangible being impaired and written off in
the current accounting period. Note 22 provides
further details of current impairments.

Staff incentive plans

The Group recognises a liability and expense
for staff incentive plans based on a formula
that takes into consideration the underwriting
profit after certain adjustments. Underwriting
profit is estimated based on current
expectation of premiums and claims and will
change as more information is known or future
events occur. Where estimates change related
staff incentive plan liabilities may also change.

Retirement benefit obligations

Following the departure of other key remaining
employers in the scheme during 2008 the
Group is now able to value reliably its
proportionate share of the defined benefit
obligation, plan assets and post-employment
costs associated with its participation in the
Lloyd’s Superannuation Fund defined benefit
scheme. Since the acquisition of Amlin
Corporate Insurance N.V., the Group also
now operates defined benefit schemes in the
Netherlands and Belgium.
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The amounts included in these financial
statements are sensitive to changes in the
assumptions used to derive the value of the
scheme assets and liabilities.

An expense of £23.7 million (2008: £5.9
million) has been recognised in the Statement
of Comprehensive Income and a debit of

£2.3 million (2008: £2.6 million credit) has
been recognised in the Income Statement.
Note 28 provides further details of the Group’s
retirement benefit obligations.

Foreign currency translation

The Group and Company present their
accounts in Sterling since they are subject to
regulation in the United Kingdom and the net
assets, liabilities and income of the Group and
Company are currently weighted towards
Sterling. US dollar and Euro revenues are
significant but the Sterling revenue stream is
also currently material. All Group entities are
incorporated in the United Kingdom with the
exception of Amlin Bermuda Holdings Ltd,
Amlin Bermuda Ltd (both incorporated in
Bermuda), Amlin lllinois, Inc. (the United
States of America), Amlin France SAS, Anglo
French Underwriters SAS (both France), Amlin
Corporate Insurance N.V. (the Netherlands)
and Amlin Singapore Pte Limited (Singapore).
All Group entities conduct business in a range
of economic environments, although these are
primarily the United Kingdom, United States
of America and Continental Europe. Due to the
regulatory environment and the fact that the
Group trades through the Lloyd’s market, all
Group companies incorporated in the United
Kingdom have adopted Sterling as their
functional currency, although Amlin Overseas
Holdings Limited’s Netherlands operation has
adopted the Euro as its functional currency.
The Group companies incorporated in
Bermuda and the United States of America
have adopted the US dollar as their functional
currency. Amlin Singapore Pte Limited has
adopted the Singapore dollar as its functional
currency. The Group companies incorporated
in France and the Netherlands have adopted
the Euro as their functional currency.

Transactions denominated in foreign
currencies are translated using the exchange
rates prevailing at the dates of the
transactions. Monetary assets and liabilities
are translated at the rates of exchange at the
balance sheet date. Non-monetary assets and
liabilities are translated at the rate prevailing
in the period in which the asset or liability first
arose. Exchange differences are recognised
within other operating expenses.

The results and financial position of those
Group entities whose functional currency
is not Sterling are translated into Sterling
as follows:

o Assets and liabilities for each balance
sheet presented are translated at the
closing exchange rate at the date of the
balance sheet;

¢ Income and expenses for each income
statement are translated at average
exchange rates during the period (as an
approximation to the exchange rates at
the dates of each transaction); and

¢ On consolidation all resulting exchange
differences are recognised as a
component of equity.

Goodwill and fair value adjustments arising
on the acquisition of a foreign entity are
treated as assets and liabilities of the foreign
entity and translated at the closing rate.

Where contracts to sell currency have been
entered into prior to the year end, the
contracted rates have been used. Differences
arising on the translation of foreign currency
amounts on such items are included in other
operating expenses.

Insurance contracts premium

Gross written premium comprises premium
on insurance contracts incepting during the
financial year. The estimated premium income
in respect of facility contracts, for example
binding authorities and lineslips, is deemed
to be written in full at the inception of the
contract. Premium is disclosed before the
deduction of brokerage and taxes or duties
levied on them. Estimates are included for
premium receivable after the period end but
not yet notified, as well as adjustments made
in the year to premium written in prior
accounting periods.

The proportion of gross written premium,
gross of commission payable, attributable

to periods after the balance sheet date is
deferred as a provision for unearned premium.
The change in this provision is taken to the
income statement in order that revenue is
recognised over the period of the risk.

Premium is earned over the policy contract
period. The earned element is calculated
separately for each contract on a 365ths
basis. For premium written under facilities
the earned element is calculated based on
the estimated risk profile of the portfolio of
contracts involved.



www.amlin.com

Acquisition costs

Acquisition costs comprise brokerage incurred
on insurance contracts written during the
financial year. They are incurred on the same
basis as the earned proportions of the premium
they relate to. Deferred acquisition costs are
amortised over the period in which the related
revenues are earned. Deferred acquisition
costs are reviewed at the end of each
reporting period and are written off where they
are no longer considered to be recoverable.

Reinsurance premium ceded
Reinsurance premium ceded comprises the
cost of reinsurance arrangements placed
and are accounted for in the same accounting
period as the related insurance contracts.
The provision for reinsurers’ share of unearned
premium represents that part of reinsurance
written premium which is estimated to be
earned in following financial years.

Insurance contracts liabilities

Claims paid are defined as those claims
transactions settled up to the balance sheet
date including internal and external claims
settlement expenses allocated to those
transactions.

Unpaid claims reserves are made for known
or anticipated liabilities under insurance
contracts which have not been settled up to
the balance sheet date. Included within the
provision is an allowance for the future costs
of settling those claims. This is estimated
based on past experience and current
expectations of future cost levels.

Unpaid claims reserves are estimated on an
undiscounted basis. Unpaid claims reserves
acquired through a business combination are
measured at fair value, using an applicable
risk-free discount rate and having regard to
the expected settlement dates of the claims.
Provisions are subject to a detailed quarterly
review where forecast future cash flows and
existing amounts provided are reviewed and
reassessed. Any changes to the amounts held
are adjusted through the income statement.
Provisions are established above an actuarial
best estimate, reflecting a risk premium
relating to the uncertainty on the actual level
of claims incurred. There is therefore a
reasonable chance of release of reserves
from one underwriting year to the next.

The unpaid claims reserves also include,
where necessary, a reserve for unexpired
risks where, at the balance sheet date, the
estimated costs of future claims and related
deferred acquisition costs are expected to
exceed the unearned premium provision.

Reinsurance contracts held

Contracts entered into by the Group with
reinsurers under which the Group is
compensated for losses on contracts issued
by the Group and that meet the classification
requirements for insurance contracts are
classified as reinsurance contracts held.
Insurance contracts entered into by the Group
under which the contract holder is another
insurer (inwards reinsurance) are included
within insurance contracts.

The benefits to which the Group is entitled
under its reinsurance contracts held are
recognised as reinsurance assets. These
assets consist of short-term balances due
from reinsurers, as well as longer-term
receivables that are dependent on the
expected claims and benefits arising under
the related reinsured insurance contracts.
Amounts recoverable from or due to reinsurers
are measured consistently with the amounts
associated with the reinsured insurance
contracts and in accordance with the terms
of each reinsurance contract.

Where there is objective evidence that a
reinsurance asset is impaired, the Group
reduces the carrying amount of the
reinsurance asset to its recoverable amount
and recognises that impairment loss in the
income statement.

Salvage and subrogation
reimbursements

Some insurance contracts permit the Group
to sell (usually damaged) property acquired
in settling a claim (for example, salvage). The
Group may also have the right to pursue third
parties for payment of some or all costs (for
example, subrogation).

Estimates of salvage recoveries are included
as an allowance in the measurement of the
insurance liability for claims, and salvage
property is recognised in other insurance
assets when the liability is settled. The
allowance is the amount that can reasonably

be recovered from the disposal of the property.

Subrogation reimbursements are also
considered as an allowance in the
measurement of the insurance liability for
claims and are recognised in other assets
when the liability is settled. The allowance is
the assessment of the amount that can be
recovered from the action against the liable
third party.

Net investment income

Dividends and any related tax credits are
recognised as income on the date that the
related listed investments are marked ex-
dividend. Other investment income, interest
receivable, expenses and interest payable are
recognised on an accruals basis.
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Segment reporting

Operating segments are reported in a manner
consistent with the internal reporting provided
to the chief operating decision-maker. The
chief operating decision-maker, which is
responsible for allocating resources and
assessing the performance of the operating
segments, has been identified as the Board
of Directors of the Company.

Business combinations

The acquisitions of subsidiaries are accounted
for using the purchase method. The cost of
acquisition is measured as the fair value of assets
given, liabilities incurred or assumed, and equity
instruments issued by the Group at the date of
exchange, plus any costs directly attributable
to the business combination. Identifiable assets
acquired and liabilities and contingent liabilities
assumed, meeting the conditions for recognition
under IFRS 3, are recognised at their fair value
at the acquisition date, irrespective of the
extent of any minority interest. The excess of
the cost of acquisition over the fair value of the
Group’s share of the identifiable net assets
acquired is recorded as goodwill.

Interests in jointly owned entities
Investments in jointly owned entities are
accounted for using the equity method.

Operations held for sale

Assets and liabilities held for disposal as

part of operations which are held for sale are
shown separately in the consolidated balance
sheet. The relevant assets are recorded at the
lower of their carrying amount and their fair
value, less the estimated selling costs.
Operations held for sale are being actively
marketed to external investors. After one year
in which in excess of 50% of the operation is
held by the Group, the assets and liabilities
are consolidated unless the delay in attracting
sufficient external investment is due to
circumstances beyond the Group’s control
and previously considered unlikely. When the
Group ceases to hold a 50% interest in the
assets and liabilities, it shall be re-designated
as fair value through income.

Intangible assets

i. Syndicate capacity

The cost of Lloyd’s syndicate participations
that have been purchased in the Lloyd’s
capacity auctions is capitalised at cost.
Syndicate capacity is considered to have an
indefinite life as it will provide benefits over
an indefinite future period and is therefore not
subject to an annual amortisation charge. The
continuing value of the capacity is reviewed
for impairment annually by reference to the
expected future profit streams to be earned
from Syndicate 2001, with any impairment in
value being charged to the income statement.
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1. Summary of significant
accounting policies continued
ii. Goodwill
Goodwill arising on acquisitions prior to 1
January 1999 was written off to reserves.
Goodwill recognised between 1 January 1999
and the date of transition to IFRS (1 January
2004) was capitalised and amortised on a
straight line basis over its estimated useful life.
Following the transition to IFRS this goodwiill
is stated at net book value at 1 January 2004.
Goodwill that was recognised subsequent to
1 January 2004 is capitalised. Goodwill is
tested for impairment annually, or when
events or changes in circumstance indicate
that it might be impaired, by comparing the
net present value of the future earnings stream
from the acquired subsidiary, against the
carrying value of the goodwill and the carrying
value of the related net assets.

iii. Other intangible assets

Other intangible assets comprise costs
directly attributable to securing the intangible
rights to broker and customer relationships.
Costs are recognised as intangible assets
where they can be identified separately and
measured reliably and it is probable that they
will be recovered by directly related future
profits. Other intangible assets are reviewed
for impairment losses annually or whenever
events or changes in circumstances indicate
that the carrying amount may not be
recoverable. Other intangible assets are
carried at cost less accumulated amortisation
and impairment losses. Amortisation is
calculated on a straight-line basis based

on the estimated useful economic life of

the broker and customer relationships.

Property and equipment

Property and equipment are stated at
historical cost less accumulated depreciation
and provision for impairment where appropriate.
Depreciation is calculated on the straight line
method to write down the cost of such assets
to their residual values over their estimated
useful lives as follows:

Leasehold land and
buildings

Freehold buildings
Motor vehicles
Computer equipment

Furniture, fixtures and
leasehold improvements

over period
of lease

5% per annum
33% per annum
33% per annum

20% per annum

The carrying values of property and equipment
are reviewed for impairment annually or when
events or changes in circumstance indicate
that the carrying value may be impaired. If any
such condition exists, the recoverable amount
of the asset is estimated in order to determine
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the extent of impairment and the difference
is charged to the income statement.

Gains and losses on disposal of property and
equipment are determined by reference to
their carrying amount and are taken to the
income statement. Repairs and renewals are
charged to the income statement when the
expenditure is incurred.

Financial assets and liabilities

The Group and Company classifies its
financial assets as fair value through income
(FV) or available for sale. The classification
depends on the purpose for which the
financial assets were acquired. Management
determines the classification of its financial
assets at initial recognition.

Other than investments in certain unlisted
insurance intermediaries (see below), the
Group and Company classifies its financial
investments as FV to the extent that they are
not reported as cash and cash equivalents.
This classification requires all fair value
changes to be recognised immediately within
the investment return line in the income
statement. Within the FV category, fixed
maturity and equity securities are classified
as ‘trading’ as the Group and Company buys
with the intention to resell. All other securities
are classified as ‘other than trading’ within
the FV category.

The Group and Company has investments
in certain unlisted insurance intermediaries
which are treated as available for sale and
are measured at fair value. Changes in fair
value of investments are included in Other
Comprehensive Income in the period in which
they arise. They are tested for impairment
annually, or when events or changes in
circumstances indicate that an impairment
might have occurred. When securities
classified as available for sale are sold or
impaired, the accumulated fair value
adjustments recognised in equity are included
in the income statement as ‘gains and losses
from investment securities’. If in a subsequent
period the fair value of an investment
classified as available for sale increases

and the increase can be objectively related
to an event occurring after the impairment
loss was recognised in the income statement,
the impairment loss is reversed through the
income statement.

Purchases and sales of investments are
recognised on the trade date, which is the
date the Group or Company commits to
purchase or sell the assets. These are initially
recognised at fair value, and are subsequently
re-measured at fair value based on quoted
bid prices. Changes in the fair value of
investments are included in the income
statement in the period in which they arise.

The uncertainty around bond valuation is
discussed further in note 3.

Derivative financial instruments
Derivatives are initially recognised at fair value
on the date on which a derivative contract is
entered into. Fair values for over-the-counter
derivatives are supplied by the relevant
counterparty. Changes in the fair value of
derivative instruments are recognised
immediately in the income statement unless
the derivative is designated as a hedging
instrument. As defined by IAS 39 ‘Financial
Instruments: Recognition and Measurement’,
the Group designates certain foreign currency
derivatives as hedges of net investments in
foreign operations. The Group documents at
the inception of each hedging transaction the
relationship between hedging instruments and
hedged items, as well as its risk management
objectives and strategy for undertaking
various hedging transactions. The Group also
documents its assessment, both at hedge
inception and on an ongoing basis, of whether
the derivatives that are used in hedging
transactions are highly effective in offsetting
changes in fair values of hedged items.

Any gain or loss on the hedging instrument
related to the effective portion is recognised
in the Consolidated Statement of
Comprehensive Income. The fair values of
derivative instruments used for hedging
purposes are disclosed in note 17. Gains
and losses accumulated in equity are included
in the income statement when the foreign
operation is partially disposed of or sold.

Loans and receivables

Loans and receivables are measured at
amortised cost using an effective interest
rate. Appropriate allowances for estimated
irrecoverable amounts are recognised in the
income statement when there is evidence
that the asset is impaired. These are reversed
when the triggering event that caused the
impairment is reversed.

Borrowings

Borrowings are stated initially at the
consideration received net of transaction
costs incurred. Borrowings are subsequently
stated at amortised cost using the effective
interest method. Any difference between
amortised cost and the redemption value is
recognised in the income statement over the
period of the borrowings. Transaction costs
on borrowings are charged through the income
statement over the period of the borrowings.

Borrowing costs

Borrowing costs comprise interest payable
on loans and bank overdrafts and
commissions charged for the utilisation of
letters of credit. These costs are charged
to the income statement as financing costs,
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as incurred. In addition, fees paid for the
arrangement of debt and letter of credit

facilities are charged to borrowing costs
over the life of the facility.

Cash and cash equivalents

Cash and cash equivalents are carried in the
balance sheet at fair value. For the purposes
of the cash flow statement, cash and cash
equivalents comprise cash on hand, deposits
held on call with banks and other short-term,
highly liquid investments which are believed
to be subject to insignificant risk of change

in fair value.

Treasury shares

Treasury shares are deducted from equity.

No gain or loss is recognised on the purchase,
sale, issue or cancellation of the treasury
shares. Any consideration paid or received

is recognised directly in equity.

Leases

Leases are classified as finance leases
whenever the terms of the lease transfer
substantially all the risks and rewards to the
Group. All other leases are classified as
operating leases.

Assets held under finance leases and hire
purchase transactions are capitalised in the
balance sheet and depreciated over their
useful lives. The initial capital value is the
lower of the fair value of the leased asset
and the present value of the minimum lease
payments. Payments under finance leases
are apportioned between finance charges and
the reduction of the lease obligation so as to
achieve a consistent rate of interest on the
remaining balance of the lease liability.

Rentals payable under operating leases are
charged to income in the period in which they
become payable in accordance with the terms
of the lease.

Employee benefits

i. Pension obligations

The Group participates in a number of pension
schemes, including several defined benefit
schemes, defined contribution schemes and
personal pension schemes.

The Lloyd’s Superannuation Fund scheme is
a multi-employer defined benefit scheme.
Amlin Corporate Insurance N.V., which was
acquired by the Group in the year, participates
in two defined benefit schemes.

The defined benefit obligation and associated
pension costs are calculated annually by
independent actuaries using the projected unit
credit method. This method sees each period
of service as giving rise to an additional unit

of benefit entitlement and measures each unit
separately to build up the final liability. The
cost of providing these benefits is charged to
the income statement to spread the pension

cost over the service lives of employees.
Actuarial gains and losses arising from the
recognition and funding of the Group’s
pension obligations are recognised in the
Statement of Comprehensive Income during
the period in which they arise.

The liability recognised in the balance sheet in
respect of defined benefit pension plans is the
present value of the fair value of plan assets
less the defined benefit obligation at the
balance sheet date, together with adjustments
for unrecognised past-service costs. The
present value of the defined benefit obligation
is determined by discounting the estimated
future cash outflows using interest rates of
high quality corporate bonds that have terms
to maturity approximating to the terms of the
related pension liability.

Pension contributions to defined contribution
plans are charged to the income statement
when due.

ii. Equity compensation plans

The Company operates a number of executive
and employee share schemes. Options issued
after 7 November 2002 are accounted for using
the fair value method where the cost for
providing equity compensation is based on the
fair value of the share option or award at the date
of the grant. The fair value is calculated using an
option pricing model and the corresponding
expense is recognised in the income statement
over the vesting period. The accrual for this
charge is recognised in equity shareholders’
funds. When the options are exercised, the
proceeds received net of any transaction costs
are credited to share capital for the par value
and the surplus to share premium.

iii. Other benefits

Other employee incentive schemes and long-
term service awards, including sabbatical
leave, are recognised when they accrue to
employees. A provision is made for the
estimated liability for long-service leave as

a result of services rendered by employees
up to the balance sheet date.

Other income
Fee income from providing information
services is recognised on an earned basis.

Taxation
Income tax expense represents the sum of
the tax currently payable and deferred tax.

The tax currently payable is based on taxable
profit for the year. Taxable profit differs from
net profit as reported in the income statement
because it excludes items of income or

expense that are taxable or deductible in other

years or that are never taxable or deductible.
The Group’s and Company’s liability for
current tax is calculated using tax rates that
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have been enacted or substantively enacted
by the balance sheet date.

Deferred tax is recognised on differences
between the carrying amounts of assets

and liabilities in the financial statements

and the corresponding tax bases used in

the computation of taxable profit, and is
accounted for using the balance sheet liability
method. Deferred tax liabilities are generally
recognised for all taxable temporary
differences and deferred tax assets are
recognised to the extent that it is probable
that taxable profits will be available against
which deductible temporary differences can
be utilised. Such assets and liabilities are not
recognised if the temporary difference arises
from goodwill or from the initial recognition
(other than in a business combination) of other
assets and liabilities in a transaction that
affects neither the tax profit nor the
accounting profit.

Deferred tax liabilities are recognised for
taxable temporary differences arising on
investments in subsidiaries and associates,
and interests in joint ventures, except where
the Group and Company is able to control the
reversal of the temporary difference and it is
probable that the temporary difference will not
reverse in the foreseeable future.

The carrying amount of deferred tax assets is
reviewed at each balance sheet date and
reduced to the extent that it is no longer probable
that sufficient taxable profits will be available to
allow all or part of the asset to be recovered,

or to the extent that it has been utilised.

Deferred tax is calculated at the tax rates that
are expected to apply in the period when the
liability is settled or the asset is realised.
Deferred tax is charged or credited to profit or
loss, except when it relates to items charged
or credited directly to equity, in which case
the deferred tax is also dealt with in equity.

Deferred tax is provided for on the profits of
overseas subsidiaries where it is reasonably
foreseeable that distribution of the profit back
to the UK will take place and the UK dividend
exemption is not expected to apply.

Dividend distribution

Dividend distribution to the Company’s
shareholders is recognised as a liability in the
Group’s and Company’s financial statements
in the period in which the dividends are
approved by the Company’s shareholders.
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2. Capital

The capital structure of the Group consists

of equity attributable to equity holders of the
Company, comprising issued capital, reserves
and retained earnings as disclosed in the
Consolidated Statement of Changes in Equity
and note 23, and subordinated debt as
disclosed in note 27. For business planning
purposes, account is also taken of the
Group’s undrawn debt facilities as disclosed
in note 27.

The Amlin corporate member, which supports
Syndicate 2001, is required to hold regulatory
capital in compliance with the rules issued by
the UK’s Financial Services Authority (FSA).

In addition, being a Lloyd’s operation it is also
subject to Lloyd’s capital requirements. Under
FSA rules, the corporate member must hold
capital in excess of the higher of two amounts.
The first is the Pillar 1 requirement, as
prescribed by EU directives, calculated by
applying fixed percentages to premiums and
claims. The second, Pillar 2, is an Individual
Capital Assessment (ICA) calculated internally
by the firm. The ICA is defined as the level of
capital that is required to contain the
probability of insolvency, over a one year
timeframe, to no greater than 0.5%. The ICA
calculation basis is generally considered to be
broadly equivalent to a BBB insurance
financial strength rating. The ICA calculation
considers all ultimate losses incurred over a
one year business planning horizon, and any
prior year reserve movements.

For the purposes of setting Lloyd’s capital
requirements, Lloyd’s currently uplifts all ICAs
by 35% (2008: 35%) to bring the capital to

a level to support a higher financial strength
rating. The final capital requirement is then
subject to a minimum of 40% (2008: 40%)

of the syndicate’s agreed regulatory premium
capacity limit.

The syndicate also benefits from mutualised

capital within the Lloyd’s Central Fund, for which
a variable annual levy, for 2009 of 0.5% (2008:
0.5%), of syndicate gross premium is payable.

The ICA is reviewed annually by Lloyd’s and
periodically by the FSA. The FSA expect
management to apply their rules continuously.
If a firm breaches its Pillar 1 capital it must
cease trading; if Pillar 2 capital is breached
steps must be taken urgently to restore capital
to the required level. Due to the nature of the
Lloyd’s capital setting process, Funds at Lloyd’s
requirements are formally assessed and funded
twice yearly at discrete periods and must be
met for the Syndicate to continue underwriting.

At 31 December 2009 the level of capital held
on behalf of the Amlin corporate member was
more than £200 million (2008: £200 million)

132

in excess of the Pillar 1 requirement and more
than £20 million (2008: £45 million) in excess
of the Pillar 2 requirement.

The Group does not seek to retain any assets in
excess of the Lloyd’s capital requirement within
the Lloyd’s framework and any surplus is paid to
the corporate entities in the Group.

Amlin Bermuda’s minimum capital
requirements are determined by the rules laid
down by the Bermuda Monetary Authority
(BMA) regulations. It is classified as a Class IV
reinsurer and the minimum solvency margin is
the greatest of US$100 million, 50% of net
premiums written in the current financial year,
15% of claims reserves and the Enhanced
Capital Requirement (ECR). The ECR is
calculated on an annual basis through either
the Bermuda Solvency Capital Requirement
(BSCR) model or an approved internal model.
As at 31 December 2009, the ECR was the
largest of the four criteria at approximately
US$424.6 million (2008: US$379.4 million).

In addition, as a Class IV reinsurer it is
required to maintain minimum liquidity ratio
such that the value of ‘relevant assets’ is

not less than 75% of its ‘relevant liabilities’.
Amlin Bermuda met this requirement at

31 December 2009. For trading purposes
management believes that it is necessary to
hold at least US$1 billion of capital, which is
currently in excess of the required minimum.

Amlin Corporate Insurance N.V. (ACI) is
required to hold regulatory capital in
compliance with the rules issued by its
regulator and as prescribed by EU directives.
Regulatory capital is calculated by applying
fixed percentages to premiums and claims.
At 31 December 2009, ACI’s available regulatory
capital was €308.0 million compared to a
minimum requirement of €111.0 million. For
wider commercial reasons, ACI’s capital is
managed so as to support its financial
strength ratings.

The method by which the Group manages
its capital base is described on page 61 of
the Performance section under Financial
Management.

In addition to regulatory capital requirements,
the Group believes that it should retain a level
of capital within the Group to allow it to grow
its exposures materially in the aftermath of a
major insurance disaster, but also to respond
to other opportunities to enhance long-term
growth, for example through acquisition. The
overall capital held by the Group is driven by
the business mix, nature and objectives of
each business unit and its context within the
wider Group.

3. Risk disclosures

3.1 Underwriting risk

The Group accepts underwriting risk in a

range of classes of business through Lloyd’s
Syndicate 2001, Amlin Bermuda and Amlin
Corporate Insurance. Syndicate 2001’s portfolio
is underwritten by Amlin London, Amlin UK and
through its wholly owned coverholder in France,
Anglo French Underwriters SAS (AFU). The bias
of the Group’s portfolio is towards short-tail
property and accident risk but liability coverage
is also underwritten.

In underwriting insurance or reinsurance
policies the Group’s underwriters use their
skill, knowledge and data on past claims
experience to evaluate the likely claims cost
and therefore the premium that should be
sufficient (across a portfolio of risks) to cover
claims costs, expenses and to produce an
acceptable profit. However, due to the nature
of insurance risk there is no guarantee that the
premium charged will be sufficient to cover
claims costs. This shortfall may originate either
from insufficient premium being calculated and
charged or may result from an unexpected,

or unprecedented, high level of claims.

A number of controls are deployed to limit the
amount of insurance exposure underwritten.
Each year a business plan is prepared and
agreed which is used to monitor the amount of
premium income, and exposure, to be written in
total and for each class of business. Progress
against this plan is monitored during the year.
The Group also operates under a line guide that
determines the maximum liability per policy that
can be written for each class (on a gross or net
of facultative reinsurance basis) and for each
underwriter. These can be exceeded in
exceptional circumstances but only with the
approval of senior management. Apart from

the UK motor liability, ACI fleet and some of
the international comprehensive motor liability
portfolio, which has unlimited liability, all
policies have a per loss limit which caps the
size of any individual claims. For larger sum
insured risks facultative reinsurance coverage
may be purchased. The Group is also exposed
to catastrophe losses which may impact many
risks in a single event and again reinsurance is
purchased to limit the impact of loss
aggregation from such events. These
reinsurance arrangements are described in the
reinsurance arrangements section on page 138.

Insurance liabilities are written through
individual risk acceptances, reinsurance
treaties or through facilities whereby Amlin is
bound by other underwriting entities. Facility
arrangements delegate underwriting authority
to other underwriters, or to agents acting as
coverholders, that use their judgement to write
risks on our behalf under clear authority levels.
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The insurance liabilities underwritten by the
Group are reviewed on an individual risk, or
contract, basis and through review of portfolio
performance. Claims arising are reserved
upon notification. Each quarter the entire
portfolio of business is subject to a reserving
process whereby levels of paid and
outstanding (advised but not paid) claims are
reviewed. Potential future claims are assessed
with a provision for incurred but not reported
(IBNR) claims being made. This provision is
subject to review by senior executives and an
independent internal actuarial assessment is
usually carried out by external actuaries or the
in-house actuarial team to determine the
adequacy of the provision. Whilst a detailed
and disciplined exercise is carried out to
provide for claims notified, it is possible that
known claims could develop and exceed the
reserves carried. Furthermore, there is
increased uncertainty in establishing an
accurate provision for IBNR claims and there
is a possibility that claims may arise which in
aggregate exceed the reserve provision
established. This is partly mitigated by the
reserving policy adopted by the Group which
is to carry reserves with a margin in excess of
the actuarial best estimate.

The review of claims arising may result in
underwriters adjusting pricing levels to cater
for an unexpectedly higher trend of claims
advices or payments. However, this may not
be possible in a competitive market and
underwriters may respond either by accepting
business with lower expected profit margins or
declining to renew policies and thus reducing
income. Also, there is a portfolio of risk already
underwritten which cannot be re-priced until
renewal at the end of the policy period.

The Group is exposed to the impact of large
catastrophe events such as windstorms,
earthquakes or terrorist incidents. Exposure to
such events is controlled and measured through
loss modelling, but the accuracy of this exposure
analysis is limited by the quality of data and the
effectiveness of the modelling. The Group’s
broad risk appetite guidelines are set out on
page 47. It is possible that a catastrophe event
exceeds the maximum expected event loss.
This is particularly the case for the direct
property proportion of the loss exposure where
models are used to calculate a damage factor
representing the amount of damage expected
to exposed aggregate insured values. Errors,
or incorrect assumptions, in the damage factor
calculation can result in incurred catastrophe
event claims higher, or lower, than predicted
due to unforeseen circumstances or
inadequacies in the models used. As explained
on page 138 reinsurance is purchased to
protect against the impact of any individual or
series of severe catastrophes. However, the
price and availability of such cover is variable

and the amount of loss retained by the Group
may therefore also increase or reduce. The
Group will alter its insurance and reinsurance
exposures to take account of the change in
reinsurance availability in order to remain within
the risk appetite guidelines.

Sections A to E below describe the business
and the risks of Amlin London, Amlin UK,
Anglo French Underwriters, Amlin Bermuda,
and Amlin Corporate Insurance.

A. Amlin London
The geographic spread of all Amlin London
classes is shown below:

Gross premium by geography

W Africa 2% M Oceania 3%
M Asia 6% [l South & Central America 2%
W Caribbean 4% W UK 14%
[l Europe 10% Other 4%
W North America 55%

A. (i) Property reinsurance risks
Reinsurance property classes

2009 Current 2009
Gross maximum  Average
premium line size line size
£m £m £m
Catastrophe
reinsurance
(per programme) 233 62 5.0
Per risk property
reinsurance
(per programme) 79 25 2.1
Proportional
reinsurance 46 5 1.0
Notes:

(1) Limits are set in US dollars converted to sterling at
arate of £1 = US$1.5 and therefore currency rate
of exchange changes may increase or reduce the
sterling limits.

(2) Maximum line size is after business written and
ceded by specific proportional treaties to Amlin
Bermuda Ltd.

(3) Premium is stated gross of acquisition costs.
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Catastrophe reinsurance protects insurance
companies against catastrophic losses, such
as windstorm or earthquake, which may
impact more than one risk written by the client.

This portfolio is a key part of the insurance risk
written by the Group. Programmes are placed
on a layered or excess of loss basis. Territorial
exposures, from a number of programmes,
are much higher, but are carefully recorded
and analysed through loss simulations or
realistic disaster scenarios.

Per risk property reinsurance is also written
on an excess of loss basis but covers loss or
damage to a single risk within the reinsured’s
portfolio. This portfolio protects insureds
against large individual property losses and
will also be affected by large catastrophes.

Proportional reinsurance covers a proportional
share of a reinsureds portfolio of business
subject to payment of commission and/or
profit commission. Almost all proportional
reinsurance written by the Group in this class
is property business and risk exposure is
limited to US$7.5 million for any one risk.

The portfolio of Reinsurance business is
written with the aim of achieving territorial
diversification. However, a severe catastrophe
to a major economic zone in Europe, Japan,
Australasia or the USA is likely to result in an
overall loss to the portfolio prior to
retrocessional reinsurance.

A. (ii) Other reinsurance risks

The Group also writes other reinsurance
classes which contribute diversified exposure
to the portfolio. The main classes with the
maximum sum insured lines are shown below:

Aviation, marine and special risks
reinsurance classes

2009 Current 2009
Gross maximum  Average
premium line size line size
£m £m £m
Aviation
reinsurance
(per programme) 1 33 3.6
Marine
reinsurance
(per programme) 19 81 22
Special risks 11 17 5.4
Notes:

(1) Limits are set in US dollars converted to sterling at
arate of £1 = US$1.5 and therefore currency rate
of exchange changes may increase or reduce the
sterling limits.

(2) Maximum line size is after business written and
ceded by specific proportional treaties to Amlin
Bermuda Ltd.

(3) Premium is stated gross of acquisition costs.
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The business writes a portfolio of aviation

and marine reinsurance risk which protects
insurers against losses to their direct portfolios
of business. This is written on an excess of
loss basis.

The special risks account is mostly terrorism
excess of loss reinsurance which is written
from all parts of the world and is written
without reinsurance protection.

A. (i) Property insurance risks
Property classes

2009 Current 2009
Gross maximum  Average
premium line size line size
£m £m £m
Direct and
facultative
property 98 21 2.8
Binding
authorities 37 2 0.3
Notes:

(1) Limits are set in US dollars converted to sterling at
arate of £1 = US$1.5 and therefore currency rate
of exchange changes may increase or reduce the
sterling limits.

(2) Maximum line size is after business written and
ceded by specific proportional treaties to Amlin
Bermuda Ltd.

(3) Premium is stated gross of acquisition costs.

Property cover is provided to large
commercial enterprises with high value
locations and/or many locations and also for
small commercial property. The perils covered
include fire, flood, wind and earthquake
damage. Business interruption cover is also
provided for loss of earnings sustained due
to the perils and properties covered but may
also be extended to connected enterprises.
Terrorism cover is given on a limited basis
particularly where required by local regulation,
but nuclear and bio-chemical coverage is
excluded in most territories.

Direct and facultative property insurance is
written for the full value of the risk, on a primary
or excess of loss basis, through individual
placements, or by way of delegated
underwriting facilities given to coverholders
(‘binding authorities’). Binding authority
arrangements delegate the day to day
underwriting to underwriting agents working on
our behalf. For these contracts, we are reliant
on a coverholder exercising underwriting
judgement on our behalf. Coverholders have
to have local regulatory approval, be Lloyd’s
registered and also be approved by the Amlin
Binding Authority Committee. For all binding
authorities facilities we receive a monthly or
quarterly bordereau which is checked by our
underwriting staff. We control the underwriting
by setting clear authority levels for coverholders
stipulated within the binding authority

134

agreement, regularly monitoring performance
and periodically carrying out underwriting visits
and or commissioning third party audits. The
coverholder is incentivised to produce an
underwriting profit through the payments of
profit commission. However, with the day to
day underwriting not controlled by Amlin, there
is a risk that coverholder underwriting or claim
decisions are made which would not have been
made by Amlin underwriters or claims staff.
The maximum value insured under the Binders
class is currently limited to US$3 million at any
one location.

The property portfolio is also exposed to an
above average frequency of individual fire,
explosion or weather related claims. The
premium charged for the coverage given may
not be sufficient to cover all claims made in
any year, particularly in a year in which there is
an abnormal frequency of claims. This account
is mainly situated in the USA and is therefore
exposed to large catastrophe events such as
California earthquake and hurricane losses.

A. (iv) US casualty risks

The US casualty portfolio of business provides
insurance and reinsurance cover to individuals,
or companies, in order to indemnify them
against legal liability arising from their activities
and actions or for incidents occurring on their
property. The account is currently written to

a maximum liability of US$6 million on any
one claim but average lines are US$0.8 million
on any one claim. 2009 gross premium was
£38 million.

The portfolio is made up of specialist general
casualty, professional indemnity, medical
malpractice and errors and omissions cover.
Small amounts of directors’ and officers’ liability
and auto liability are also written. The class is
mostly written on a claims notified basis
(responding to all claims made during a defined
period) except for small amounts of general
liability business which may be written on a
losses occurring basis (the policy responds to
losses which occur during the period even if
reported after the policy has expired).

Claims from this class emanate from
professional error, negligence or an accident
which causes injury, damage or financial loss.
The account is vulnerable to a high frequency
of claims, but not individual large losses as the
cost to Amlin of any individual claim is small.
Claims frequency may be impacted by a
generic claim type which impacts many
individuals and (re)insurance policies such as
poor housing design or bad medical practice.
The size of many individual claims is subject
to the decisions arising from the US court
system which can be higher than anticipated.
There is also the potential for US courts to
impose a ‘bad faith’ judgement on insurers

if it is deemed that the insurer has acted

improperly in trying to avoid contractual
obligations. Such awards can, in exceptional
circumstances, be much higher than the value
of the insurance claim.

A. (v) Accident and health, auto and
special risks

The Group also writes other property and
casualty classes which contribute diversified
exposure to the portfolio. The main classes
with the maximum sum insured lines are
shown below:

Property and casualty other classes

2009 Current 2009
Gross maximum  Average
premium line size line size
£m £m £m

Accident &
health 32 3 1.2
Auto 30 3 0.4

Notes:

(1) Limits are set in US dollars converted to sterling
at a rate of £1 = US$1.5 and therefore currency
rate of exchange changes may increase or reduce
the sterling limits.

(2) Maximum line size is after business written and
ceded by specific proportional treaties to Amlin
Bermuda Ltd.

(3) Premium is stated gross of acquisition costs.

The accident and health class is written
through medical expense schemes in the USA
and direct personal accident cover, or personal
accident reinsurance, worldwide. Medical
expense cover is subject to a high frequency
of claim and significant medical cost inflation.
Personal accident insurance and reinsurance
could be impacted by a single or series of
accidents to high value insured individuals or
by a multiple death and injury event such as
an air crash or natural catastrophe.

The auto class covers property damage only
(fire, theft and collision) in the USA and property
damage and third party motor liability
combined cover in other international territories.
This class could be impacted by unexpected
claim frequency, a multi vehicle event such as
a severe flood and also large bodily injury
award claims emanating from an accident.
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A. (vi) Marine risks
The Group writes a broad account of marine
risks with maximum lines as follows:

Marine classes

2009 Current 2009
Gross maximum  Average
premium line size line size
£m £m £m
Hull 22 10 1.6
Cargo 33 17 4.1
Energy 52 20 3.6
War and
terrorism 28 17 7.8
Specie 9 24 6.3
Bloodstock/
livestock 24 4 0.5
Yacht (hull
and liability) 29 5 1.0
Liability 27 57 4.1
Notes:

(1) Limits are set in US dollars converted at a rate of
exchange of £1 = US$1.5 and therefore currency
rate of exchange changes may increase or reduce
the sterling limits.

(2) Maximum line size is after business written and
ceded by specific proportional treaties to Amlin
Bermuda Ltd.

(3) Premium is stated gross of acquisition costs.

The hull and cargo account is worldwide,
covering property damage to ships and loss,
or damage, to a large variety of cargo or
goods in transit. The hull account can include
machinery breakdown and the account written
has historically been targeted towards lower
value tonnage, smaller ‘brownwater’ vessels
and fishing boats. In December 2009 the
employment of a new leading class
underwriter for larger ‘bluewater’ ocean hull
will result in the development of a book of
larger tonnage vessels. These accounts can
be impacted by attritional claims of a small
size as well as a single individual large claim.
The cargo account in particular could also be
involved in a major natural catastrophe loss.
In an economic recession, it is expected that
premium income will fall from these areas as
trade reduces and hull values are impacted by
reduced freight rates. This trend has occurred
in 2009 with reductions in the quantity and
value of cargo shipments. It is also possible
that claims frequency increases due to
increased economic pressures affecting fraud
and theft claims.

The energy portfolio is mainly offshore rig and
construction policies which may be impacted
by large individual claims from construction
fault or property damage such as fire or
explosion, but is also exposed to severe
catastrophe losses in the North Sea and Gulf
of Mexico. The account includes control of
well to limit loss of oil and avoid pollution and

also some business interruption cover which
indemnifies companies for loss of production.

War business includes aviation, marine and
on land terrorism coverage and is exposed to
single incidents or a series of losses arising
from concerted action. A small amount of
political risk, confiscation and contract
frustration is written.

Specie business consists of the insurance
against damage to or theft of fine art, the
contents of vaults and other high value goods
including jewellers’ block and cash in transit.
The fine art may be shown at exhibitions
which have very high aggregate values at risk.
The class is therefore exposed to the potential
for a frequency of small claims and also large
individual losses. Some specie is written in
catastrophe zones e.g. California.

The bloodstock account protects for death,
iliness or injury to horses mainly in the UK but
business from the USA, Australia and South
Africa is also written. This covers racing or
eventing horses and breeding studs. The
average value insured is below £1 million but
there is the potential for an aggregate loss,
such as a stable fire, which could cause
multiple claims.

Crowe Livestock, a leading Lloyd’s
coverholder for the insurance of livestock,
was acquired in November 2009. This agency
writes a broad portfolio of protection for
livestock and specialist products such as zoo
animals, with a maximum line of any one
policy of £10 million. The company also writes
employers’ liability cover for employees’
livestock business up to a limit of £10 million.
Again, an event affecting several animals
across many policies such as disease could
result in a loss significantly higher than this.

Yacht business covers property damage and
third party injury for small leisure boats and
craft. The bulk of the account is smaller value
yachts in the UK and Europe, although there
are a number of binders written by
coverholders elsewhere, such as Scandinavia,
Canada and Australia. There is an expectation
of a large number of small claims, as average
values are low in comparison to other claims
written in the Group. Third party liability yacht
claims arise from injury or damage caused

by one of our policyholders to third parties.
There is also the potential for a large
catastrophe loss such as a UK windstorm
where there are large aggregate sums insured
in coastal regions such as southern England.

The marine liability portfolio is written to
protect ship-owners, harbours, charterers
and energy companies against damage

or injury to third parties. This includes the
potential for pollution damage and clean-up
claims. The account could suffer a large
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catastrophe incident from a collision causing
death of crew and passengers or an oil, or
chemical, spill which could incur large clean-
up costs.

A. (vii) Aviation risks

The Group underwrites a direct and facultative
reinsurance account domiciled in most parts
of the world. The portfolio is made up of the
following classes with maximum lines.

Aviation classes

2009 Current 2009
Gross maximum  Average
premium line size line size
£m £m £m
Airline (hull &
liability) 22 84 32.7
General aviation
(hull & liability) 3 57 18.3
Risk excess
(hull & liability) 8 57 11.6
Airports liability 11 57 28.6
Products 7 50 20.2
Space (hull &
liability) 5 46 13.3
Notes:

(1) Limits are set in US dollars converted at a rate
of £1 = US$1.5 and therefore currency rate of
exchange changes may increase or reduce the
sterling limits.

(2) Maximum line size is after business written and
ceded by specific proportional treaties to Amlin
Bermuda Ltd.

(3) Premium is stated gross of acquisition costs.

The airline account is exposed to large claims
arising from property damage, death or injury
arising from aircraft accidents. The domicile
of the airline and passengers has a notable
influence on the cost of claims; for example
US court awards are generally higher.

The general aviation account covers smaller
aircraft or cargo and covers owners or
operators against loss or damage and third
party injury. The risk excess account is a book
of general aviation reinsurance business
written to protect a small number of insurers
against large general aviation claims.

Airport liability insurance covers airport
operators, refuellers and air traffic controllers
against losses arising from injury caused by
their activities or occurring on their premises.
Product liability covers manufacturers against
accidents arising from faulty parts or
equipment, or poor servicing of aircraft. Both
airport and product liability coverage is written
on a losses occurring basis meaning that
claims advices can be made after the policy
has expired. Space insurance covers property
and liability during launch and the operation of
satellites whilst in orbit for a limited period,
normally of one year.
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The Aviation account is subject to both small
and large claims. Claims involving loss of life

or serious injury to high earing passengers or
third parties are subject to the ongoing inflation
of court awards particularly in the US. Large
accidents involving the potential death of 500
or more passengers are feasible and could
potentially result in a gross claim to the
business of more than the vertical reinsurance
programme if, for example, two large aircraft
were to collide. Space losses are generally large
single claim amounts caused by launch failure
or operational failure in orbit. The principal
Aviation accounts are protected by a
reinsurance programme on both a risk sharing
(proportional) and excess of loss basis. The
Group reinsurance arrangements are discussed
on page 138. The space account is written with
risks shared with Amlin Bermuda but is not
protected by excess of loss reinsurance.

B. Amlin UK
B. (i) Non-motor risks
Non-motor classes

2009 Current 2009
Gross maximum Average
premium line size line size
£m £m £m
Employers’
liability 13 27 10.0
Public/products
liability 9 12 4.2
Professional
indemnity 24 7 1.5
UK commercial
property/package 31 52 0.5
Financial
institutions
fidelity and
liability 4 6 1.3

Note: Premium is stated gross of acquisition costs.

The Group writes three classes of
predominantly UK liability. The vast majority
of the business emanates from the UK with
the balance mainly from Ireland and Canada.

Employers’ liability insurance protects
employers against accident or injury to
employees. This is written on a losses occurring
basis (covering events that occurred in the
policy period even if they are not notified
until after expiry) for limits up to £27 million
per employer.

Public liability insurance provides coverage,
often written in conjunction with employers’
liability, for accident or injury occurring to
clients, customers or another third party as a
result of contact with the insured’s personnel,
property or products. This is written on a
losses occurring basis currently, for limits

up to £12 million per assured.
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Professional indemnity covers liability which
may arise from services provided by the
assured, for example as a result of negligence
or error which may lead to financial or physical
loss. This includes, but is not limited to,
services from architects, engineers, surveyors,
advertising firms, medical professionals and
financial advisors and is written on a claims
made basis (covering losses notified in the
policy period).

Amlin UK package policies combine one
or more of the liability coverages, mainly
employers’ and public liability with motor
and/or property damage protection. Stand
alone property protection is also within this
class, mainly on a 100% basis for small
commercial and household properties. The
gross line size was increased from £27 million
to £52 million in June 2009 reflecting the
recruitment of a new underwriting team
specialising in property owners’ business.

The Group also writes a small account of
financial institutions policies covering fidelity,
professional indemnity and directors’ and
officers’ liability for companies providing
financial services. The current maximum line
is £6 million. Approximately half of the income
is from Western Europe financial institutions
with the balance spread broadly by territory.
Coverage is given on a claims made basis.

The expected claims costs from these lines

of business may be impacted by larger than
anticipated damage awards to injured parties
as well as an unforeseen increase in generic
claims such as industrial disease or other
health hazards. It is expected that claims
frequency will increase during an economic
downturn as unemployment leads to an
increase in action against employers and
people are more likely to seek redress for third
party advice or behaviour which may have led
to financial loss or injury. It is also possible
that many claims could arise under many
policies from a common cause such as
financial advice or generic building defect. The
financial institutions account could be affected
by a major fraud or a series of related liability
claims arising from banking, investment activity,
stockbroking or other practices. The property
portfolio could sustain a large loss from the
effects of a UK windstorm or flood event.

B. (i) UK motor insurance risks

The Group’s motor insurance risk is
predominantly UK business covering fire, theft,
collision and third party property and bodily
injury liability. 2009 gross premium was

£81 million. Under the requirements of UK law
third party liability coverage is unlimited, but
matching reinsurance is purchased. The
account is biased towards commercial clients
such as coach operators, haulage companies,
commercial vehicle fleets and company

executive fleets. The Syndicate leads two
facilities for fleets involved in the transportation of
hazardous waste. There is also a UK agriculture
and a specialist private car account written.

Claims frequency has improved in recent
years due to car and road safety measures but
can fluctuate due to factors such as weather
conditions. UK inflation is a key factor in
determining the size of motor claims. Car
values affect the size of theft claims and for
physical damage claims size is linked to repair
costs. Inflationary pressure on court awards
within the UK and Irish legal systems impacts
liability claim values. Government intervention
such as liability award limit changes or
expense recoveries for government bodies,
including the National Health Service, will also
impact claim size. For the motor account,
severe bodily injury and catastrophe damage
claims (e.g. UK flood) are limited through the
purchase of a reinsurance programme, the
highest layer of which is unlimited.

Motor insurance is a highly competitive area
of insurance and pricing levels fluctuate.
Whilst underwriters accept business subject
to sufficient rates per vehicle, in a year where
there is an unexpectedly high level of claims
the total premium may not be sufficient to
cover all the claims. There is also a risk that
legal changes impact bodily injury payments
and result in a requirement to increase
reserves for outstanding claims.

C. Anglo French Underwriters

Syndicate 2001 also writes risks in France
through Anglo French Underwriters SAS
(AFU). Drawing its business from a large
network of brokers across France, AFU is able
to offer a wide range of insurance products
designed to respond to the needs of both
individuals and small-to-medium-sized
corporate clients. Whilst AFU’ s business is
situated predominantly in France it also
includes some exposure in Spain. It writes a
diverse book of business including property,
cargo, professional liability and specie through
a network of more than 1,350 independent
retail brokers. As anticipated, the vast majority
of risks bound by AFU have been written on
behalf of Syndicate 2001 in 2009 although
there continue to be a limited number of
policies which do not involve Amlin. The
portfolio consists of the following classes
with maximum and average line sizes:
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AFU classes

2009  Current 2009

Gross Maximum  Average

Premium line size Line Size

€m €m €m

Property 23 55 2.6

Marine 2 11 1.8

Specie 3 4 0.3
Professional

indemnity 3 3 0.7

Note: Premium is stated gross of acquisition costs.

In respect of property, AFU acts as both

a leading underwriter and co-insurer for
industrial high hazard risks providing material
damage insurance for the industrial and
commercial premises of small and medium
sized enterprises. AFU also provides a
comprehensive package, including liability
cover for discotheques, bowling alleys,
restaurants, bars and casinos. Perils offered
include fire, lightning and associated risks,
electrical damage, water damage, storm,
tempest, hail, snow and glass breakage.
Optional coverages include business
interruption, indirect losses, theft from
individuals and theft from break-ins. Building
insurance is also offered for owners who are
not occupiers.

In the marine field, AFU provides yacht
insurance which includes cover for damage,
theft and liability as well as for the costs

of marine assistance and marine personal
accident. World-wide stock and transit
insurance is also provided with All Risks
coverage granted on a start to finish basis
from the point of supplier to the point of
delivery. Transit cover includes all periods
when the goods are stocked, in whatever
location and without any break in coverage.

Jeweller’ s block cover is provided for high
value contents. All risks coverage is given for
stock within the premises, including for break-
in, hold-up, fire and water damage. Cover is
also given for commercial retail premises such
as gunsmiths, perfume and clothing shops
and art galleries, including damage caused

to art while on show at exhibitions and
damage to art kept in private residences.

A comprehensive multi-risk product is provided
for retailers which includes an extension for
fire and water damage within the premises,
liability coverage and the preservation of
goodwill or business interruption following
aloss.

Professional indemnity and financial guarantee
insurance is provided to insurance and
banking intermediaries as well as financial
advisers, real estate agents and financial and
investment consultants. This is a multi-layered
package which responds to the particular
needs of several regulated professions which
may require differing types of cover.

AFU also offers insurance for events, including
cancellation cover, organisers’ liability, all risks
exhibition cover and all risks coverage on
equipment belonging to, hired by or installed
by the assured. AFU also provides personal
accident insurance for professions involving
risk and the practice of sporting activities
which are deemed hazardous.

D. Amlin Bermuda
The geographic spread of all Amlin Bermuda
classes is shown below:

Gross premium by geography

1%,

S

M Africa 1% M Oceania 3%
M Asia 6% M South & Central America <1%
W Caribbean 4% W UK 12%
[l Europe 8% Other <1%
W North America 66%

Amlin Bermuda was formed in December
2005 to write a short-tail portfolio of
reinsurance business on a direct basis and to
reinsure part of the Syndicate 2001 portfolio.
The direct written portfolio consists of the
following classes with maximum line sizes
and split by territory:

1. Overview 3
2. Strategy 15
3. Performance 25
4. Governance 73
5. Financial statements 113
6. Shareholder information 201

Amlin Bermuda direct business risks

2009 Current 2009
Gross Maximum  Average
Premium line size Line Size
US$m uUs$m US$m
Catastrophe
reinsurance
(per programme) 231 75 8.1
Proportional
reinsurance 62 13 1.3
Per risk property
reinsurance
(per programme) 70 13 3.2
Special risks 11 40 3.4
Marine
reinsurance 4 20 5.2
Accident &
health 2 10 1.6
Bloodstock - 10 1.1
Casualty 1 10 2.0

Note: Premium is stated gross of acquisition costs.

Amlin Bermuda'’s direct business has strong
similarities to the portfolio of the Reinsurance
business unit of Syndicate 2001. All of the
business written emanates from London
broker markets and is frequently seasoned
business already underwritten by Syndicate
2001. Risk balance is provided by a whole
account quota share of Syndicate 2001. This
is further supplemented by a number of
specific variable quota share treaties on short-
tail classes such as property and energy.

Property reinsurance is written through treaty
arrangements on a proportional, individual risk
excess of loss, or catastrophe excess of loss
basis. The catastrophe reinsurance portfolio
is the largest class of insurance risk written
by Amlin Bermuda. Exposures to each
programme are currently limited to US$12.5
million per risk and US$75 million for any one
catastrophe programme, with modelled
maximum event limits of US$330 million for
any one zone and US$360 million for losses
affecting more than one zone.

The special risks account includes small
premium classes mostly relating to terrorism
reinsurance but also includes nuclear and
contingency which is written in all parts of
the world.

The accident and health class is written
through medical expense schemes in the USA
and provides personal accident reinsurance
worldwide. Personal accident reinsurance
could be impacted by a single or series of
accidents to high value insured individuals

or by a multiple death and injury event such as
an air crash or natural catastrophe.
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To date the Bermuda subsidiary has written
risks with limited protection of a reinsurance
programme and therefore it has higher net
retained exposures to individual risk losses or
catastrophe than the Syndicate currently bears.

E. Amlin Corporate Insurance

In July 2009 Amlin acquired Fortis Corporate
Insurance N.V., subsequently renamed Amlin
Corporate Insurance (ACI), a leading commercial
insurer operating in the Benelux region.

ACI writes four main classes of business;
motor, liability, property and marine, mainly for
commercial clients locally. Exposures are
predominantly in Belgium, the Netherlands and
France apart from marine transportation risks
or where an insured has exposures overseas.

ACI classes
2009  Current 2009
Gross Maximum  Average
Premium line size Line Size
€m €m €m

Property and
engineering 35 50 7.2
Marine 151 25 1.6
Liability 21 25 0.6
Fleet Motor 20 unlimited unlimited

Notes:

(1) This analysis excludes captive companies where
there is little or minimum retention of risks.

(2) Maximum linesize is shown after facultative
reinsurance.

(3) Gross premium represents business written since
acquisition only
(4) Premium is stated gross of acquisition costs.

ACI’s property account is mainly large
schedules of properties (e.g. for municipalities)
written on a co-insurance basis in the
Netherlands and larger commercial industrial
clients in Belgium and France. The company is
a leader in both territories. Overseas exposure
is written mainly from the large commercial
industrial portfolio where there are client
operations overseas. The engineering book

is contractors’ all risks, machinery breakdown
and some computer equipment.

The marine portfolio covers general cargo,

a large commodities book for Belgian trading
corporations, hull, land equipment, builders’
risk (where ACI are a recognised market
leader), inland hull and large yachts. This
portfolio is being re-underwritten due to high
loss ratios in some sub-classes and the mix
of business is therefore likely to change.

The non-marine liability portfolio in the
Netherlands is professional indemnity and
general liability written on a claims-made
basis, particularly for property related
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professions and miscellaneous professions
such as travel operators. In Belgium, ACl are a
recognised leader in medical liability and general
liability is written on a losses occurring form.

The commercial motor account is domestic
company fleets including a large leasing and
rental fleet written in the Netherlands and a
smaller portfolio in Belgium. Over 70% of the
book is cars, vans or commercial vehicles.
There is a large underwriting agency book

in the Netherlands.

Captive business is written in Belgium as
fronting for captive reinsurers of large
industrial companies. ACI retain small
amounts of these risks but receive a fronting
fee. Careful analysis is carried out on captives
to minimise potential credit risk.

Reinsurance arrangements

Syndicate 2001 purchases proportional
reinsurance to supplement line size and to
reduce exposure on individual risks, notably
for aviation and large property risks. A part

of the premium ceded under such facilities

is placed with Amlin Bermuda and, for risks
incepting during 2009, a separate proportional
facility is placed for the excess of loss
reinsurance portfolio through a Special
Purpose Syndicate at Lloyd’s; Syndicate 6106.
Syndicate 2001 also purchases a number of
excess of loss reinsurances to protect itself
from severe frequency or size of losses. The
structure of the programme and type of
protection bought will vary from year to year
depending on the availability and price of cover.

On large risks, individual facultative
reinsurance may be bought which protects
against a loss to that specific risk.

Specific risk excess of loss reinsurance

is purchased for each class of business.
The amount of cover bought depends upon
the line size written for each class. The
deductibles or amounts borne prior to
recovery vary from class to class as do the
amounts of co-reinsurance or unplaced
protection. Specific programmes are
purchased to deal with large individual risk
losses, such as fire or large energy losses,
and these programmes may be combined
at a higher level into a general programme
for larger losses.

The combined claims to Syndicate 2001 from
several losses which aggregate in a single
catastrophe event are protected by
catastrophe cover. A separate excess of

loss on excess of loss programme may be
purchased to protect the excess of loss
reinsurance portfolio against such losses.
Since 2006, the amount of excess of loss
reinsurance purchased is lower and only
responds to losses in excess of US$60 million.

There is no guarantee that reinsurance
coverage will be available to meet all potential
loss circumstances as, for very severe
catastrophe losses, it is possible that the full
extent of the cover bought is not sufficient.
Any loss amount which exceeds the
programme would be retained by the Group.
It is also possible that a dispute could arise
with a reinsurer which reduces the recovery
made. The reinsurance programme is bought
to cover the expected claims arising on the
original portfolio. However, it is possible for
there to be a mismatch, or a gap in cover,
which would result in a higher than expected
retained loss.

Many parts of the programme also have
limited reinstatements and therefore the
number of claims which may be recovered
from second or subsequent major losses is
limited. It is possible for the programme to be
exhausted by a series of losses in one annual
period and it may not be possible to purchase
additional reinsurance at all or for an
acceptable price. This would result in the
Group bearing higher losses from further
events occurring. It should also be noted that
the renewal date of the reinsurance
programmes does not necessarily correspond
to that of the business written. Where
business is not protected by risk attaching
reinsurance (which provides coverage for

the duration of all the policies written) this
reinsurance protection could expire resulting
in an increase in possible loss retained by
Syndicate 2001 if renewal of the programme
is not achieved.

Amlin Bermuda purchased a limited amount of
catastrophe excess of loss protection in 2009.

ACI buys a comprehensive programme for
each class of business. Specific cover is
placed for engineering, personal accident,
motor, liability, energy and builders’ risks.

A general programme is placed for the
remaining marine exposures and the property
account is protected by both per risk and
catastrophe excess of loss.

Realistic Disaster Scenario (RDS)
analysis

The Group has a defined event risk appetite
which determines the maximum net loss to
which the Group intends to limit its exposure
with respect to major modelled catastrophe
event scenarios. Currently these are a
maximum of £180 million for Syndicate 2001
and US$330 million for any one zone or
US$360 million for a multi-zonal loss for Amlin
Bermuda. ACI operates with a maximum event
limit of €30 million for the modelled European
storm event.

These maximum losses are expected only
to be incurred in extreme events — with an
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estimated occurrence probability of less than
1in 50 years estimated for the natural peril or
elemental losses. The Group also adopts risk
appetite maximum net limits for a number of
other non-elemental scenarios, including
aviation collision and North Sea rig loss.

The risk appetite policy recognises that there
may be circumstances in which the net event
limit could be exceeded. Such circumstances
include changes in rates of exchange, non
renewal or delay in renewal of reinsurance
protection, reinsurance security failure, or
regulatory and legal requirements.

A detailed analysis of catastrophe exposures is
carried out every quarter and measured against
risk appetite. The following assumptions and
procedures are used in the process:

e The data used reflects the information
supplied to the Group by insureds and
ceding companies. This may prove to be
incomplete, inaccurate or could develop
during the policy period;

e The exposures are modelled using
a mixture of stochastic models and
underwriter input to arrive at ‘damage
factors’ — these factors are then applied
to the assumed aggregate exposure
to produce gross loss estimates. The
damage factors may prove to be
inadequate;

e The reinsurance programme as purchased
is applied — a provision for reinsurer
counterparty failure is included but may
prove to be inadequate; and

e Reinstatement premiums both payable
and receivable are included.

There is no guarantee that the assumptions
and techniques deployed in calculating these
event loss estimate figures are accurate.
Furthermore, there could also be an
unmodelled loss which exceeds these figures.
The likelihood of such a catastrophe is
considered to be remote, but the most severe
scenarios modelled are simulated events and
these simulations could prove to be unreliable.

Insurance liabilities and reinsurance
assets: Calculation of incurred but not
reported (IBNR) and claims development
Amlin adopts a rigorous process in the
calculation of an adequate provision for
insurance claim liabilities. The overriding aim is
to establish reserves which are expected to be
at least adequate and that there is consistency
from year to year. Therefore, the level of
reserves are set at a level above the actuarial
‘best estimate’ position. However, there is a
risk that, due to unforeseen circumstances,
the reserves carried are not sufficient to meet
insurance claim liabilities reported in future
years on policy periods which have expired.

Process and methodology

The reserving process commences with the
proper recording and reporting of claims
information which consists of paid and notified
or outstanding claims. For our London market
business information is received through
Xchanging (the London market bureau) and,
in the case of Amlin UK business, service
companies, ACl and Amlin Bermuda, directly
from brokers and policyholders. Claims
records are maintained for each class by the
underwriting year in which the policy incepts.
For notified or outstanding claims, a case
reserve is established based on the views

of underwriting management and claims
managers, using external legal or expert
advice where appropriate. This reserve is
expected to be sufficient to meet the claim
payment when it is finally determined. For
some classes of business, particularly liability
business, settlement may be several years
after the initial notification of the claim, as it
may be subject to complexities or court
action. For claims received from Xchanging,
the market reserve is generally set by the lead
underwriter, but there are circumstances on
larger claims where Amlin will post higher
reserves than those notified.

To establish a provision for IBNR claims,

the underwriting and claims teams use their
experience and knowledge of the class of
business to estimate the potential future
development of each class for every
underwriting year. The development period
varies by class, by method of acceptance and
is also determined by the deductible of each
policy written. For casualty business, the policy
form will determine whether claims can be
made on a claims made (as advised) or as a
losses occurring (determined by date of loss)
basis. This has a significant impact on the
reporting period in which claims can be notified.
In setting the IBNR provision estimates are
made for the ultimate premium and ultimate
gross claims value for each underwriting year.
Allowance is then made for anticipated
reinsurance recoveries to reach a net claim
position. Reinsurance recoveries are calculated
for outstanding and IBNR claims, sometimes
through the use of historical recovery rates or
statistical projections, and provisions are made
as appropriate for bad debt or possible
disputes. The component of ultimate IBNR
provision estimates and reinsurance recoveries
that relates to future events occurring to the
existing portfolio is removed in order to reflect
GAAP accounting practice.

To assist with the process of determining the
reserves, triangulation statistics for each class
are produced which show the historical
development of premium, as well as paid and
incurred losses, for each underwriting year,
from inception to the date of review. ACI has
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similar statistics based on the date of premium
receipt and claim advice rather than policy
inception. Each class triangulation is also
independently analysed by either the internal
actuarial team or appointed actuarial
consultants using actuarial software as
appropriate. The aim of the actuarial exercise
is to produce ‘best estimate’ ultimate premium
and claims amounts which can be compared
to the figures proposed by divisional
management. Amlin London, Amlin UK and
AFU meetings are held in which executive
management, actuarial staff and business
management discuss claims issues and
analyse the proposed and independently
generated reserves to conclude the provision
to be carried.

For Amlin Bermuda, which commenced
underwriting in 2005, historical statistics for
Syndicate 2001’s relevant classes of business
have been used as a guide for actuarial review
and the review discussion is conducted in
conference or by email correspondence.

The process for determining ACI reserves
differs slightly in that the ACI actuarial team
produces full data on an accident year basis
for independent review by external actuaries.
The external actuaries produce an
independent best estimate by class of
business and generate a comparison with
ACI’s proposed carried reserves. Proposed
reserves are generated according to a set
formulaic process for the earning of premiums
and release of IBNR. These proposed reserves
are reviewed by management.

The full reserving submission, including the
external actuarial report, is reviewed
separately by the Group actuarial team and
carried reserves are agreed by the ACI Board.

Areas of uncertainty

The reserves established can be more or less
than adequate to meet eventual claims arising.
The level of uncertainty varies significantly
from class to class but can arise from
inadequate case reserves for known large
losses and catastrophes or from inadequate
provision for IBNR. The impact on profit
before tax of a +/- 1% variation in the total net
claims reserves would be +/- £20.1 million
(2008: £13.3 million).

Large loss case reserves are determined
through careful analysis of the individual claim,
often with the advice of legal advisers. Liability
claims arising from events such as the

11 September 2001 terrorist attacks in the US
are examples of cases where there continues
to be some uncertainty over the eventual value
of claims.
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Property catastrophe claims, such as
earthquake or hurricane losses, can take
several months, or years, to develop as
adjusters visit damaged property and agree
claim valuations. Until all the claims are settled
it requires an analysis of the area damaged,
contracts exposed and the use of models to
simulate the loss against the portfolio of
exposure in order to arrive at an estimate of
ultimate loss to the Group. There is uncertainty
over the adequacy of information and
modelling of major losses for a period of
several months after a catastrophe loss.
Account should also be taken of factors
which may influence the size of claims such
as increased inflation or a change in law.

The long-tail liability classes, for which a large
IBNR has to be established, represent the
most difficult classes to reserve because
claims are notified and settled several years
after the expiry of the policy concerned. This is
particularly the case for US liability written on
a losses occurring basis.

The use of historical development data,
adjusted for known changes to wordings or
the claims environment, is fundamental to
reserving these classes. It is used in
conjunction with the advice of lawyers and third
party claims adjusters on material single claims.

The allocation of IBNR to the reinsurance
programme is an uncertain exercise as there
is limited knowledge of the size or number of
future claims advices. The assumption over
future reinsurance recoveries may be incorrect
and unforeseen disputes could arise which
would reduce recoveries made.

Dynamic financial analysis (DFA)
modelling of risk

To improve our risk management capability,
and our assessment of capital requirements,
Amlin has developed a stochastic model to
analyse the potential performance of the
underwriting businesses. A specific model is
currently being developed for ACI. The output
from the model includes a distribution of
outcomes from reserves for prior written
liabilities, investment performance, and new
business underwriting performance. The result
is a combined view of the expected best
estimate mean result and the range of
possibilities around it.

The model requires the input of a large
number of explicit parameters. Those inputs
are based on many different sources of
information including detailed historical data
on premium and claims, forecast income
and exposures, estimated rating levels and
catastrophe loss data from proprietary models
applied to Amlin’s portfolio. It enables
projection of an estimated mean ultimate loss
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ratio and the distribution of results around it.
The model explicitly recognises diversification
credit, since class results are not all strongly
correlated and thus individual classes are
unlikely all to produce losses (or profits) in the
same year. Due to the inherent uncertainty of
predicting the key drivers of business
performance, including in particular claims
levels, any individual simulation of the model
viewed in isolation cannot be relied upon as
an accurate forecast. However, the output
from many thousands of simulated results can
provide a picture of the possible distribution
of insurance business results. This output is
useful in developing an understanding of the
losses which may be borne by the business
at varying levels of probability.

There are a large number of uncertainties and
difficulties in achieving accurate results from
the model. Some of the key issues are:

e The model is based on a best estimate
view of business volumes and rate
expectations, which may not be borne
out in practice;

e A significant change in the portfolio of
business could result in the past not being
a reliable guide to the future;

e Changing external environmental factors
may not be assessed accurately;

e Model risk may be significant in such
a complex and developing discipline;

o Key assumptions over levels of correlation
between classes may over time prove to
be incorrect; and

e Catastrophe model inputs, which
estimate the severity and frequency
of large catastrophes on the portfolio,
may be incorrect.

The result reproduced in the table above

right represents the modelled loss sustained
by the business from a single 1 in 200 bad
year i.e. at the 0.5 percentile. This probability
is the calculation benchmark required by the
FSA and Lloyd’s. However, it does not
represent the level of capital required for Amlin
to support current and expected business
levels, which should be considered over a
longer period of modelling. Furthermore, Amlin
is required to carry (higher) levels of capital
which are sufficient in the eyes of rating
agencies and clients. This analysis includes
our initial modelling of the Group including the
ACI portfolio of assets and liabilities. The
paramatisation of the ACI portfolio is at an
early stage and therefore this figure will
develop as our understanding improves.

2010 forecast £m
Underwriting risk (559)
Reserving risk (113)
Credit (reinsurance

counterparty risk) 42)
Investment (market risk) 26
Liquidity risk 6)
Discounting credit 33
Diversified result (661)

Notes:

(1) All figures are based on business plan forecasts
which are currently under review for changes in
the trading environment, interest rate outlook and
movements in rates of exchange.

(2) These figures are derived from Amlin’s Group
DFA model and based on data as at the end of
Q4 2009.

(3) Excluding any additional capital provision for
operational risk.

(4) No dividend or tax is considered.
(5) Currency risk is not modelled explicitly.

(6) Non-sterling amounts have been converted at
market rates of exchange as at 2009 Q4
(US$1.61: C$1.69: €1.13)

(7) Figures include an allowance for investment
returns generated on assets backing the
insurance liabilities (i.e. discounting). The
discounting credit shown represents the release
from the balance sheet by discounting the mean
best estimate reserves.

(8) Investment income includes Group corporate
(surplus) assets. Investment risk after
diversification remains positive since at around
the 1 in 200 level total investment income (on both
surplus and technical assets) exceeds the
investment income implicitly assumed via
discounting on the technical assets alone.

(9) No credit has been taken for carried reserve
margins.
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Premium development

The tables below illustrate the development of the estimate of gross written premium for the consolidated Group (excluding ACI), Amlin London,
Amlin UK, Anglo French Underwriters and Amlin Bermuda after the end of the underwriting year, illustrating how amounts estimated have changed
from the first estimate made. Tables for Amlin Corporate Insurance have been constructed on an accident year basis. All tables are prepared
excluding the effect of intra-group reinsurance arrangements. Non-sterling balances have been converted using 2009 closing exchange rates to
aid comparability.

Group (excluding Amlin Corporate Insurance)

Gross written premium 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
At end of underwriting year 1,078.6 1,057.4 1,079.9 1,230.3 1,199.3 1,162.9 1,326.2
One year later 1,080.2 1,069.1 1,080.5 1,252.0 1,198.0 1,165.9

Two years later 1,085.5 1,078.8 1,090.4 1,243.9 1,188.3

Three years later 1,087.2 1,083.2 1,091.5 1,244.9

Four years later 1,087.9 1,083.2 1,091.8

Five years later 1,088.4 1,084.1

Six years later 1,089.0

Current ultimate gross written premium 1,089.0 1,084.1 1,091.8 1,244.9 1,188.3 1,170.1 1,365.8
Gross earned premium 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
At end of underwriting year 575.0 536.5 557.1 665.5 661.7 641.9 743.8
One year later 1,027.6 1,014.9 1,032.0 1,200.3 1,150.5 1,114.9

Two years later 1,085.5 1,078.8 1,090.4 1,243.9 1,188.3

Three years later 1,087.2 1,083.2 1,091.5 1,244.9

Four years later 1,087.9 1,083.2 1,091.8

Five years later 1,088.4 1,084.1

Six years later 1,089.0

Amlin London

Gross written premium 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
At end of underwriting year 880.3 885.8 920.4 950.4 890.9 807.1 874.4
One year later 882.8 884.4 913.7 958.3 879.1 794.6

Two years later 877.2 885.5 916.1 950.6 869.7

Three years later 878.4 889.9 918.1 950.7

Four years later 879.1 889.9 918.5

Five years later 879.6 890.8

Six years later 879.9

Current ultimate gross written premium 879.9 890.8 918.5 950.7 869.7 796.7 898.0
Gross earned premium 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
At end of underwriting year 462.1 446.5 476.5 510.0 483.1 439.7 476.4
One year later 837.5 837.4 871.5 918.2 846.4 763.2

Two years later 877.2 885.5 916.1 950.6 869.7

Three years later 878.4 889.9 918.1 950.7

Four years later 879.1 889.9 918.5

Five years later 879.6 890.8

Six years later 879.9
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Amlin UK

Gross written premium 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
At end of underwriting year 198.3 171.6 156.5 135.9 130.4 137.0 176.8
One year later 197.4 184.7 164.8 151.7 146.9 155.5

Two years later 208.3 193.3 172.3 152.3 147.6

Three years later 208.8 193.3 172.4 152.2

Four years later 208.8 193.3 172.3

Five years later 208.8 193.3

Six years later 209.1

Current ultimate gross written premium 209.1 193.3 172.3 152.2 147.6 157.6 192.8
Gross earned premium 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
At end of underwriting year 112.9 90.0 80.6 72.5 67.6 68.4 87.6
One year later 190.1 177.5 158.5 1471 1401 146.9

Two years later 208.3 193.3 172.3 152.3 147.6

Three years later 208.8 193.3 172.4 152.2

Four years later 208.8 193.3 172.3

Five years later 208.8 193.3

Six years later 209.1

Anglo French Underwriters

Gross written premium 2008 2009
Underwriting year £m £m
At end of underwriting year 0.8 27.0
One year later 0.8

Current ultimate gross written premium 0.8 27.0
Gross earned premium 2008 2009
Underwriting year £m £m
At end of underwriting year 0.8 20.8
One year later 0.8

Business written prior to the acquisition of Anglo French Underwriters in 2008, ceded to Syndicate 2001, is included in the Amlin London table.

Amlin Bermuda

Gross written premium 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m
At end of underwriting year 3.0 144.0 178.0 218.0 248.0
One year later 2.0 142.0 172.0 215.0

Two years later 2.0 141.0 171.0

Three years later 1.0 142.0

Four years later 1.0

Current ultimate gross written premium 1.0 142.0 171.0 215.0 248.0
Gross earned premium 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m
At end of underwriting year 0.0 83.0 111.0 133.0 159.0
One year later 2.0 135.0 164.0 204.0

Two years later 2.0 141.0 171.0

Three years later 1.0 142.0

Four years later 1.0
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Amlin Corporate Insurance

Gross written premium 2003 2004 2005 2006 2007 2008 2009

Accident year £m £m £m £m £m £m £m

At end of accident year 459.6 499.3 519.4 533.3 586.0 680.8 632.5

One year later 459.6 499.3 519.4 533.3 586.0 680.8

Two years later 459.6 499.3 519.4 533.3 586.0

Three years later 459.6 499.3 519.4 533.3

Four years later 459.6 499.3 519.4

Five years later 459.6 499.3

Six years later 459.6

Current ultimate gross written premium 459.6 499.3 519.4 533.3 586.0 680.8 632.5

Gross earned premium 2003 2004 2005 2006 2007 2008 2009

Accident year £m £m £m £m £m £m £m

At end of accident year 4541 489.6 519.0 528.6 564.1 660.9 663.0

One year later 4541 489.6 519.0 528.6 564.1 660.9

Two years later 4541 489.6 519.0 528.6 564.1

Three years later 4541 489.6 519.0 528.6

Four years later 4541 489.6 519.0

Five years later 454 1 489.6

Six years later 4541

Claims development

The tables below illustrate the development of the estimates of ultimate cumulative claims for the consolidated Group (excluding ACI), Amlin
London, Amlin UK, Anglo French Underwriters and Amlin Bermuda after the end of the underwriting year, illustrating how amounts estimated have
changed from the first estimates made. Tables for Amlin Corporate Insurance have been constructed on an accident year basis. All tables are
prepared excluding the effect of intra-group reinsurance arrangements and are prepared on an undiscounted basis. Non-sterling balances have
been converted using 2009 exchange rates to aid comparability.

Group (excluding Amlin Corporate Insurance)

Gross basis 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
Current ultimate gross written premium 1,089.0 1,084.1 1,091.8 1,244.9 1,188.3 1,170.1 1,365.8
Estimate of cumulative claims

at end of underwriting year 657.6 761.8 1,069.3 636.5 667.4 931.6 729.3
One year later 522.8 755.0 1,113.8 528.0 586.1 787.9

Two years later 445.9 713.8 1,073.9 500.6 534.5

Three years later 423.8 685.1 1,036.7 475.0

Four years later 416.9 669.3 1,018.0

Five years later 407.9 664.6

Six years later 395.9

Cumulative payments 351.1 607.0 917.7 376.7 329.9 375.0 63.0
Estimated balance to pay 44.8 57.6 100.3 98.3 204.6 412.9 666.3
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Net basis 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m

Estimate of cumulative claims

at end of underwriting year 549.8 612.0 654.1 567.4 585.6 746.1 638.9
One year later 435.8 557.2 641.7 461.2 512.5 618.3

Two years later 372.1 513.5 618.1 448.1 466.8

Three years later 351.7 491.7 588.0 424.4

Four years later 342.6 473.7 574.4

Five years later 334.8 467.8

Six years later 324.8

Cumulative payments 287.2 418.1 487.6 333.6 311.2 302.5 57.9
Estimated balance to pay 37.6 49.7 86.8 90.8 155.6 315.8 581.0

Amlin London

Gross basis 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m
Current ultimate gross written premium 879.9 890.8 918.5 950.7 869.7 796.7 898.0
Estimate of cumulative claims

at end of underwriting year 511.0 634.3 953.0 488.6 494.0 660.1 47941
One year later 391.5 641.5 1,000.6 394.0 428.3 547.7

Two years later 342.3 607.9 969.6 368.4 385.0

Three years later 326.1 592.3 945.9 352.5

Four years later 319.0 581.0 927.2

Five years later 319.4 576.3

Six years later 315.0

Cumulative payments 280.2 535.7 850.9 308.3 263.9 267.0 38.1
Estimated balance to pay 34.8 40.6 76.3 44.2 1211 280.7 441.0
Net basis 2003 2004 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m £m £m

Estimate of cumulative claims

at end of underwriting year 422.5 500.0 548.9 427.6 419.0 488.4 395.7
One year later 324.7 454 1 539.1 335.5 365.2 391.7

Two years later 278.7 418.9 519.7 322.3 328.4

Three years later 262.6 402.6 498.7 307.4

Four years later 253.4 388.8 485.1

Five years later 253.4 382.9

Six years later 249.5

Cumulative payments 221.0 348.3 420.8 265.8 245.5 194.7 33.0
Estimated balance to pay 28.5 34.6 64.3 41.6 82.9 197.0 362.7
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Amlin UK

Gross basis 2003 2004 2005 2006 2007 2008 2009

Underwriting year £m £m £m £m £m £m £m

Current ultimate gross written premium 209.1 193.3 172.3 152.2 147.6 157.6 192.8

Estimate of cumulative claims

at end of underwriting year 146.6 127.5 116.3 103.9 102.4 1191 138.0

One year later 1313 113.5 112.2 108.0 103.8 125.8

Two years later 103.6 105.9 104.3 103.2 103.5

Three years later 97.7 92.8 90.8 96.5

Four years later 97.9 88.3 90.8

Five years later 88.5 88.3

Six years later 80.9

Cumulative payments 70.9 71.3 66.8 48.4 42.0 36.6 129

Estimated balance to pay 10.0 17.0 24.0 48.1 61.5 89.2 125.1

Net basis 2003 2004 2005 2006 2007 2008 2009

Underwriting year £m £m £m £m £m £m £m

Estimate of cumulative claims

at end of underwriting year 127.3 112.0 105.2 95.8 95.6 105.3 131.0

One year later 111.1 103.1 101.6 99.7 93.3 112.2

Two years later 93.4 94.6 98.4 96.8 92.4

Three years later 89.1 89.1 89.3 91.0

Four years later 89.2 84.9 89.3

Five years later 81.4 84.9

Six years later 75.3

Cumulative payments 66.2 69.8 66.8 47.8 41.7 36.4 12.9

Estimated balance to pay 9.1 151 22.5 43.2 50.7 75.8 118.1

Anglo French Underwriters

Gross basis 2008 2009

Underwriting year £m £m

Current ultimate gross written premium 0.8 27.0

Estimate of cumulative claims

at end of underwriting year 0.4 15.2

One year later 0.4

Cumulative payments 0.4 4.0

Estimated balance to pay 0.0 11.2

Net basis 2008 2009

Underwriting year £m £m

Estimate of cumulative claims

at end of underwriting year 0.4 15.2

One year later 0.4

Cumulative payments 0.4 4.0

Estimated balance to pay 0.0 11.2

Business written prior to the acquisition of Anglo French Underwriters in 2008, ceded to Syndicate 2001, is included in the Amlin London table.
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Amlin Bermuda

Gross basis 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m
Current ultimate gross written premium 1.0 142.0 171.0 215.0 248.0
Estimate of cumulative claims

at end of underwriting year 0.0 44.0 71.0 152.0 97.0
One year later 1.0 26.0 54.0 114.0

Two years later 0.0 29.0 46.0

Three years later 0.0 26.0

Four years later 0.0

Cumulative payments 0.0 20.0 24.0 71.0 8.0
Estimated balance to pay 0.0 6.0 22.0 43.0 89.0
Net basis 2005 2006 2007 2008 2009
Underwriting year £m £m £m £m £m

Estimate of cumulative claims

at end of underwriting year 0.0 44.0 71.0 152.0 97.0
One year later 1.0 26.0 54.0 114.0

Two years later 0.0 29.0 46.0

Three years later 0.0 26.0

Four years later 0.0

Cumulative payments 0.0 20.0 24.0 71.0 8.0
Estimated balance to pay 0.0 6.0 22.0 43.0 89.0

Amlin Corporate Insurance

Gross basis 2003 2004 2005 2006 2007 2008 2009
Accident year £m £m £m £m £m £m £m
Current ultimate gross written premium 459.6 499.3 519.4 533.3 586.0 680.8 632.5
Estimate of cumulative claims

at end of accident year 231.3 250.9 276.9 315.0 350.1 562.6 445.2
One year later 262.3 287.7 383.0 329.7 364.5 552.4

Two years later 247.9 267.2 367.5 330.3 390.9

Three years later 243.8 262.1 350.0 316.3

Four years later 235.7 253.0 340.7

Five years later 233.4 226.2

Six years later 232.5

Cumulative payments 200.2 189.7 295.1 247.4 281.2 333.1 94.1
Estimated balance to pay 32.3 36.5 45.6 68.9 109.7 219.3 351.1
Net basis 2003 2004 2005 2006 2007 2008 2009
Accident year £m £m £m £m £m £m £m

Estimate of cumulative claims

at end of accident year 194.5 187.5 225.2 257.5 308.5 432.8 415.2
One year later 207.9 217.5 242.4 272.7 308.2 429.7

Two years later 196.9 201.6 224.6 266.2 319.7

Three years later 192.9 196.9 210.0 260.7

Four years later 180.4 186.1 207.4

Five years later 178.6 184.6

Six years later 178.8

Cumulative payments 150.8 152.1 165.9 201.1 2221 243.4 85.3
Estimated balance to pay 28.0 32.5 41.5 59.6 97.6 186.3 329.9
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3.2 Financial investment risk disclosures

Market risk

Risk management

The following section describes Amlin’s investment risk management from a quantitative and qualitative perspective.

The Group has two main categories of assets:
e Underwriting assets. These are the premiums received and held to meet future insurance claims.

o Capital assets. These are the capital required by the regulators to support the underwriting business plus working capital and surplus funds.
Apart from the outstanding borrowings, these assets do not have specific current liabilities attached to them.

Investment governance

Amlin manages its investments in accordance with investment frameworks that are set by the Boards of Amlin plc and its subsidiaries. These
frameworks determine investment policy and the management of investment risk. They are reviewed on a regular basis to ensure that the Boards’
fiduciary and regulatory responsibilities are being met. The Boards delegate responsibility for the day to day management of the investments to the
Investment Management Executive.

The Investment Management Executive comprises the Chief Executive, Group Finance Director and Chief Investment Officer. They meet at least
monthly to determine investment tactics, to ensure that asset allocation is appropriate for current market conditions and is in accordance with the
investment frameworks. The Investment Management Executive appoints and monitors the external investment managers and the custodians that
are responsible for the safekeeping of the assets.

The Investment Advisory Panel, which consists of external investment professionals as well as members of the Investment Management
Executive, meets quarterly. The Panel provides challenge to the Group’s view of future economic activity and asset class performance. In addition,
Group Compliance and external lawyers provide advice on investment regulations.

Risk tolerance

The investment process is formulated from the risk tolerance which is determined by reference to factors such as the underwriting cycle and

the requirements of the capital providers. In a hard underwriting market capital preservation is paramount in order to support the insurance
business and, therefore, the risk tolerance for the capital assets will be low. Conversely, the risk tolerance for the underwriting assets under these
circumstances will be relatively high due to the strong cash flows. In a soft underwriting market the opposite applies. However, the investment risk
tolerance will never be set to such a level as to undermine the Group’s credit ratings.

During 2009 a bespoke investment risk model has been developed. Investment risk is now independently monitored, using this model, by the
Risk Assessment and Monitoring department. The Head of Investment Risk reports regularly to the Investment Management Executive and to the
Risk Committee.

Strategic benchmarks
Strategic benchmarks are set for the neutral asset allocation taking account of the risk tolerance.

The expected timescale for future cash flows in each currency is calculated by our Group Actuarial team. These durations form the basis for the
strategic benchmarks for the underwriting assets against which the assets are invested. Due to the short-tail nature of the Bermudian operations
the underwriting assets are currently held in AAA rated stable net asset value liquidity funds.

The strategic benchmarks for capital assets are set by using a Value at Risk (VaR(") model, to determine the optimum asset allocation for the
current risk tolerance and to ensure that appropriate solvency levels are maintained.

Tactical ranges around these strategic benchmarks provide sufficient flexibility to ensure that an appropriate risk/reward balance is maintained
in changing investment markets.

Investment management

Specialist external investment managers are used to manage each asset class on a segregated, pooled or commingled basis®. For regulatory
reasons, the Corporation of Lloyd’s manages overseas regulatory deposits in commingled funds. Otherwise, manager selection is based on a
range of criteria that leads to the expectation that the managers will add value to the funds over the medium to long term. Investment guidelines
are set for each manager to ensure that they comply with the investment frameworks. The managers have discretion to manage the funds on a
day-to-day basis within these guidelines. The managers are monitored on an ongoing basis.

(1) VaR is a statistical measure, which calculates the possible loss over a year, in normal market conditions. As VaR estimates are based on historical market data
this should not be viewed as an absolute gauge of the level of risk to the investments.

(2) Segregated funds are managed separately for Amlin. Pooled funds are collective investment vehicles in which Amlin and other investors purchase units.
Commingled funds combine the assets of several clients.
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The managers as at 31 December 2009 were as follows:

Manager

Asset class

Segregated funds

Aberdeen Asset Management

AG Insurance

ING Real Estate

Insight Investment Management
THS Partners

Wellington Management International Ltd
Pooled vehicles

BlackRock Inc.

BlueBay Asset Management

Crédit Agricole Asset Management
Fortis Investments Netherlands N.V.
Goldman Sachs Asset Management
HSBC Asset Management

Insight Investment Management

JP Morgan Asset Management
Leadenhall Capital Partners

PIMCO

Western Asset Management
Commingled funds

Corporation of Lloyd’s Treasury Services
Union Bank of Switzerland

US dollar bonds

Euro bonds and property funds
Global property manager of managers
Sterling and Euro bonds

Global equities

US and Canadian dollar bonds

Sterling, Euro and US dollar liquidity funds
Euro bonds

Euro bonds

Sterling, Euro and US dollar liquidity funds
Sterling, Euro and US dollar liquidity funds and LIBOR plus fund
US dollar liquidity funds

Sterling liquidity fund

US dollar liquidity funds

Insurance linked securities

Sterling and US dollar bonds

US dollar liquidity fund

US dollar, Canadian dollar, Australian dollar, South African and Japanese bonds

Canadian and US dollar liquid funds

The funds under management with each manager are shown below:

AG Corporation Goldman Leadenhall
Aberdeen AEGON  Insurance  BlackRock BlueBay CAAM  of Lloyd's Fortis Sachs HSBC ING Insight  JPMorgan Capital PIMCO THS UBS  Welington Westem Total
£m £m £m £m £m £m £m £m £m £m £m £m £m £m £m £m £m £m
Total as at
31 December
2009 356.3 - 4329 351 108.4 70.9 241 516.8 91.8 742 9744 1.9 67.5 569.3 184.3 28.0 423.1 11.2 4,072.1
% 8.7 = 10.6 0.9 1.7 0.6 127 23 1.8 23.9 1.0 1.7 14.0 4.5 0.7 10.4 03 100.0
Total as at
31 December
2008 4054 113.6 - 87.6 7.2 - 3707 105.2 947 4387 2105 23.9 93.7 2282 242 4305 187.1 2,885.2
% 141 3.9 - 3.0 25 - 12.9 3.6 3.3 156.2 7.3 0.8 3.2 7.9 0.8 15.0 6.5 100.0
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Asset allocation
The analysis in this section covers the investments for which Amlin has direct responsibility together with £70.9 million (2008: £71.2 million) of
overseas regulatory deposits managed by the Corporation of Lloyd’s on Amlin’s behalf in commingled funds.
The total value of investments in the following tables is reconciled to note 17 financial investments as follows:
2009 2008
£m £m
Net financial investments per note 17 3,965.0 2,868.1
Assets shown separately in the notes to the accounts:
Accrued income 31.1 16.1
Net unsettled payables for investments sold (5.2) (15.9)
Net assets of operations classified as held for sale 63.7 -
Deposits with credit institutions 55.0 -
Assets not analysed in the investment risk tables that follow:
Liquid investments (12.8) (10.7)
Unlisted equities (8.9) (8.6)
Spread syndicates (4.3) (3.8)
Derivative hedging instruments (11.5) 40.0
Total investments in asset allocation tables 4,072.1 2,885.2
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The asset allocation of the Group’s investments is set out below.

31 December 2009 31 December 2008
Underwriting Underwriting
assets Capital Total assets Capital Total
£m £m £m £m £m £m
Global equities - 167.3 167.3 - 190.8 190.8
Bonds
Government securities 775.5 412.9 1,188.4 550.7 331.7 882.4
Government index-linked securities 16.5 - 16.5 11.7 - 11.7
Government agencies/guaranteed 168.2 3.3 171.5 163.5 8.7 172.2
Supranational 58.1 - 58.1 33.7 - 33.7
Asset backed securities — Home Equity - 8.8 8.8 3.5 18.4 21.9
Asset backed securities — Autos 34.0 1741 51.1 36.7 60.1 96.8
Asset backed securities — Cards 12.6 - 12.6 4.5 - 4.5
Asset backed securities — Other 3.5 - 3.5 5.3 7.5 12.8
Mortgage backed securities — Prime 99.2 35.2 134.4 65.9 40.7 106.6
Mortgage backed securities — Alt A - 1.8 1.8 2.8 2.6 5.4
Mortgage backed securities — Subprime - - - - 0.8 0.8
Corporate bonds — Basic Resources/Materials - - - 1.6 - 1.6
Corporate bonds — Consumer Goods 10.7 1.5 12.2 1.4 0.8 2.2
Corporate bonds — Consumer Services - 6.8 6.8 16.5 14.0 30.5
Corporate bonds — Financials 298.5 43.9 342.4 114.6 23.8 138.4
Corporate bonds — Healthcare 9.4 2.0 114 1.2 - 1.2
Corporate bonds — Industrials 16.8 121 28.9 6.7 10.4 171
Corporate bonds — Miscellaneous 0.3 - 0.3 - - -
Corporate bonds - Oil & Gas 4.2 1.4 5.6 4.1 4.4 8.5
Corporate bonds — Technology 5.1 - 5.1 0.5 6.9 7.4
Corporate bonds — Telecoms 5.6 3.8 9.4 5.1 7.1 12.2
Corporate bonds — Utilities 5.0 5.2 10.2 2.0 - 2.0
Pooled vehicles 536.0 540.1 1,076.1 100.5 127.7 228.2
Insurance linked securities 3.0 63.7 66.7 - 22.9 22.9
2,062.2 1,159.6 3,221.8 1,132.5 688.5 1,821.0
Property funds - 125.7 125.7 - 83.5 83.5
Other liquid investments
Liquidity funds and other liquid investments 478.6 78.7 557.3 262.9 527.0 789.9

2,540.8 1,531.3 4,072.1 1,395.4 1489.8 2,885.2

Government agencies/guaranteed bonds at 31 December 2009 include £102.9 million of corporate bonds (2008: £81.3 million) and £12.2 million of
mortgage backed securities (2008: £49.1 million).

Pooled vehicles held at 31 December 2009 are bond funds of which 51.5% were government/agency bonds, 20.5% were corporate bonds, 9.7%
were mortgage backed and asset backed securities and the remaining 18.3% was held in cash.
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31 December 2009 31 December 2008
Underwriting Underwriting
assets Capital Total assets Capital Total
% % % % % %
Global equities - 10.9 41 - 12.8 6.6
Bonds
Government securities 30.5 27.0 290.2 39.5 22.3 30.6
Government index-linked securities 0.7 - 0.4 0.8 - 0.4
Government agencies/guaranteed 6.6 0.2 4.2 11.7 0.6 6.0
Supranational 2.3 - 1.5 2.5 - 1.2
Asset backed securities — Home Equity - 0.6 0.2 0.3 1.2 0.8
Asset backed securities — Autos 1.3 1.1 1.3 2.6 4.0 3.3
Asset backed securities — Cards 0.6 - 0.3 0.3 - 0.1
Asset backed securities — Other 0.1 - 0.1 0.4 0.5 0.4
Mortgage backed securities — Prime 3.9 2.3 33 4.7 2.7 3.7
Mortgage backed securities — Alt A - 0.1 - 0.2 0.2 0.2
Mortgage backed securities — Subprime - - - - 0.1 -
Corporate bonds — Basic Resources/Materials - - - 0.1 - -
Corporate bonds — Consumer Goods 0.4 0.1 0.3 0.1 0.1 0.1
Corporate bonds — Consumer Services - 0.5 0.2 1.2 0.9 1.1
Corporate bonds — Financials 11.7 2.9 8.4 8.2 1.6 4.8
Corporate bonds — Healthcare 0.4 0.1 0.3 0.1 - -
Corporate bonds - Industrials 0.7 0.8 0.7 0.5 0.7 0.6
Corporate bonds - Oil & Gas 0.2 0.1 0.1 0.3 0.3 0.3
Corporate bonds — Technology 0.2 - 0.1 - 0.5 0.3
Corporate bonds — Telecoms 0.2 0.2 0.2 0.4 0.5 0.4
Corporate bonds — Utilities 0.2 0.3 0.3 0.1 - 0.1
Pooled vehicles 211 3513 26.4 7.2 8.6 7.9
Insurance linked securities 0.1 4.2 1.6 - 1.5 0.8
81.2 75.8 791 81.2 46.3 63.1
Property funds - 8.2 3.1 - 5.6 2.9
Other liquid investments
Liquidity funds and other liquid investments 18.8 5.1 13.7 18.8 35.3 27.4
100.0 100.0 100.0 100.0 100.0 100.0
The industry and geographical splits were as follows:
Global equities
31 December 31 December 31 December 31 December
2009 2008 2009 2008
Total Total Total Total
Industry % % Region % %
Oil & Gas 13.6 12.5 United Kingdom 20.8 12.0
Basic Materials 241 5.0 USA and Canada 23.9 171
Industrials 10.9 9.5 Europe (excluding United Kingdom) 43.8 46.7
Consumer Goods and Services 28.3 291 Far East 11.5 22.9
Health Care 6.7 5.5 Emerging markets - 1.3
Telecommunications 124 15.2
Utilities 2.4 4.0
Financials 20.9 16.7
Technology 2.7 2.5
100.0 100.0 100.0 100.0
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Corporate bonds

31 December 31 December 31 December 31 December

2009 2008 2009 2008

Total Total Total Total

Industry % % Region % %

Oil & Gas 1.0 2.7 United Kingdom 9.4 17.7

Basic Materials - 0.5 USA and Canada 48.1 65.6

Industrials 5.4 5.3 Europe (excluding United Kingdom) 37.8 14.9

Consumer Goods and Services 35 10.2 Far East 2.7 1.3

Health Care 21 0.4 Emerging markets 2.0 0.5
Miscellaneous 0.1 -
Government 0.5 -
Mortgage Backed Securities 0.2 -
Telecommunications 1.8 3.8
Utilities 1.9 0.6
Financials 82.5 74.2
Technology 1.0 23

100.0 100.0 100.0 100.0

Note: The tables by industry and location include £102.9 million (2008: £81.3 million) of corporate bonds with government guarantees.

Valuation risk

Amlin’s earnings are directly affected by changes in the valuations of the investments held in the portfolios. These valuations vary according to the
movements in the underlying markets. Factors affecting markets include changes in the economic and political environment, risk appetites, liquidity,
interest rates and exchange rates. These factors have an impact on Amlin’s investments and are taken into consideration when setting strategic
benchmarks and tactical asset allocation. The price of holdings can also vary due to specific risks, such as the corporate strategy and companies’
balance sheet structure, which may impact the value of individual equity and corporate bond holdings. This is mitigated by holding diversified
portfolios, as specified in the investment guidelines given to the fund managers. These guidelines limit the exposure to any one company, which
also mitigates credit risk. In addition, the equity mandate limits the exposure to any one geographic region or industrial sector and the bond
mandates limit the overall exposure to non-government holdings.

Group assets are marked to market at bid price. Prices are supplied by the custodians whose pricing processes are covered by their published
annual audits. In accordance with their pricing policy, prices are sourced from two market recognised pricing vendor sources including:

FT Interactive, Bloomberg and Reuters. These pricing sources use closing trades, or, where more appropriate in illiquid markets, pricing models.
These prices are reconciled to the fund managers’ records to check for reasonableness. Mark to market valuations for over the counter derivatives
are supplied by the custodian and checked to the relevant counterparty and Bloomberg. Property funds are based on the most recent price
available, which in some instances may be a quarter in arrears. Where a property transaction has taken place the transaction price is used if it is
the most recent price available.

As an additional check, where available, prices as at 31 December 2009 have been verified by Amlin using available quoted prices on Bloomberg
to verify that the prices used are a good estimation for fair value. A month to month price check was completed to ensure that any stale prices,
defined as prices which are one month old or more, are identified and investigated. As at 31 December 2009 no stale prices were identified.
Further details on the fair value measurement of financial assets and financial liabilities are included in note 3.3.

Interest rate risk

Investors’ expectations for interest rates will impact bond yields®. The value of Amlin’s bond holdings is therefore subject to fluctuation as bond
yields rise and fall. If yields fall the capital value will rise, and visa versa. The sensitivity of the price of a bond is indicated by its duration®. The
greater the duration of a security, the greater its price volatility. Typically, the longer the maturity of a bond the greater its duration. The maturity
bands of the Group’s bond holdings at year end are shown below.

31 December 2009 31 December 2008
Underwriting Underwriting

assets Capital Total assets Capital Total
£m £m £m £m £m £m
Less than 1 year 106.4 53.2 159.6 32.9 49.9 82.8
1-2 years 162.9 150.2 313.1 144.2 181.3 325.5
2-3 years 262.0 131.0 393.0 145.2 178.4 323.6
3-4 years 373.2 83.5 456.7 232.0 60.2 292.2
4-5 years 254.5 51.7 306.2 189.4 15.7 205.1
Over 5 years 367.2 86.2 453.4 288.3 75.3 363.6
1,526.2 555.8 2,082.0 1,032.0 560.8 1,592.8

Note: The table above excludes pooled investments of £1,076.1 million (2008: £295.4 million) and £63.7 million (2008: £nil) of insurance linked securities.
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The duration of underwriting assets is set with reference to the duration of the underlying liabilities. It should be noted that the liabilities are not
currently discounted and therefore their value is not impacted by interest rate movements. Cash is raised, or the duration of the portfolio reduced,
if it is believed that yields may rise and therefore capital values fall. Due to the inherently short-tail nature of the Bermudian reinsurance exposures,
these underwriting assets are all held in liquidity funds.

The durations of the bond and cash portfolios for the underwriting assets of Syndicate 2001 and ACI at year end were as follows:

31 December 2009 31 December 2008
Assets Liabilities Assets Liabilities
Underwriting assets Years Years Years Years
Sterling 2.4 3.2 2.5 3.2
US dollars 2.0 3.2 3.4 3.1
Euro 3.1 3.1 4.0 4.6
Canadian dollars 2.2 3.8 3.0 4.0

Note: The table above includes pooled investments.

The asset durations above are calculated by the custodian. Some differences occur between custodian durations and those of fund managers due
to the use of different prepayment assumptions. As an additional check, where available, durations as at 31 December 2009 have been verified by
Amlin using Bloomberg data. In all instances the duration differences are within the ranges permitted by the investment guidelines.

Sensitivity analysis

An indication of the potential sensitivity of the value of the bond and cash funds to changes in yield is shown below:

Amlin Corporate

Syndicate 2001 Bermuda Insurance (re ductic’)\ln?}

Capital increase in

Shift in yield Sterling uss$ CANS Euro Sterling U/wtg Capital U/wtg Capital value
(basis points) % % % % % % % % % £m
100 (2.0) 1.2 1.7 (3.9) (1.5) (0.1) (2.0) (2.7) (3.7) (60)
75 (1.5) 0.9 1.2 (2.9) (1.1) (0.0) (1.5) (2.0) (2.8) (45)
50 (1.0) 0.6 0.8 (1.9) (0.8) (0.0) (1.0) (1.3) (1.9) (30)
25 (0.5) 0.3 0.4 (1.0) (0.4) (0.0) (0.5) (0.7) (0.9) (15)
-25 0.5 (0.3) (0.4) 1.0 0.3 0.0 0.5 0.7 0.9 14
-50 0.9 (0.7) (0.8) 1.9 0.7 0.0 0.9 1.3 1.9 28
-75 1.4 (1.0) (1.2) 2.9 1.0 0.0 1.4 2.0 2.8 43
-100 1.9 (1.3) (1.6) 3.9 1.3 0.1 1.8 2.7 3.7 57

Foreign exchange risk

Underwriting assets are held in the base currencies of Sterling, Euros, US dollars and Canadian dollars, which represent the majority of the Group’s
liabilities by currency. This limits the underwriting foreign exchange rate risk. However, foreign exchange exposure does arise when business is
written in non-base currencies. These transactions are converted into Sterling, Euro, or US dollars (depending where the business is written) at the
prevailing spot rate once the premium is received. Consequently, there is exposure to currency movements between the exposure being written
and the premium being converted. Payments in non-base currencies are converted back into the underlying currency at the time a claim is to be
settled, therefore Amlin is exposed to exchange rate risk between the claim being made and the settlement being paid.

Further foreign exchange risk arises until non-Sterling profits or losses are converted into Sterling. For Amlin’s UK operations, it is policy to mitigate
foreign exchange risk by systematically converting non-Sterling profits into Sterling. Given the inherent volatility in some business classes, a cautious
approach is adopted on the speed and level of sales, but we seek to extinguish all currency risk on earned profit during the second year after the
commencement of each underwriting year. This approach avoids the inherent dangers of ‘lumpier’ sales. It is not the intention to take speculative
currency positions in order to make currency gains.

(3) The yield is the rate of return paid if a security is held to maturity. The calculation is based on the coupon rate, length of time to maturity and the market price.
It assumes coupon interest paid over the life of the security is reinvested at the same rate.

(4) The duration is the weighted average maturity of the security’s cash flows, where the present values of the cash flows serve as the weights.
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The Group’s monetary assets and liabilities by currency are presented in the table below.

31 December 2009 31 December 2008
Currency risk Sterling us$ CANS$ Euro Sterling us$ CAN$ Euro
Cash and cash equivalents 13.2 10.7 451 14.9 2.2 1.2 (3.0
Financial assets 1,104.0 2,580.5 123.3 1,405.2 1,065.1 2,384.5 110.0 111.7
Reinsurance assets 38.8 961.5 39.4 217.7 91.2 798.0 28.2 34.0
Loans and receivables (39.4) 611.8 18.9 171.8 442 449.2 215 28.7
Current income tax assets (1.6) 6.7 0.5 4.9 6.9 9.0 0.3 -
Deferred tax assets 16.8 - - 13.3 10.1 - - -
Property and equipment 8.8 0.8 - 0.1 9.1 - - -
Intangibles 80.1 - - 90.7 76.3 - - 39.0
Investment in jointly owned entity 7 - - - 1.5 - - -
Assets of operation classified as held for
sale 64.2 = = = - - - -
Total monetary assets 1,286.6 4,172.0 182.1 1,948.8 1,319.3 3,642.9 161.2 210.4
Insurance contracts 498.6 2,654.7 126.5 1,340.3 439.5 1,711.0 84.9 1171
Trade and other payables (23.7) 192.3 0.3 54.7 56.8 83.6 - 71
Financial liabilities 12.9 - - - - - - -
Current income tax liabilities 23.7 6.7 - 9.8 2.4 6.6 - -
Borrowings 228.0 101.5 - 28.9 233.3 99.5 - -
Retirement benefit obligations 20.0 - - 4.9 4.0 - - -
Deferred tax liabilities 102.1 - - 25.0 144.6 - - -
Liabilities of operation classified as held
for sale 0.5 - - - - - - -
Total monetary liabilities 862.1 2,955.2 126.8 1,463.6 880.6 1,900.7 84.9 124.2
Net monetary assets 424.5 1,216.8 55.3 485.2 438.7 1,742.2 76.3 86.2

As at the end of December 2009 the investment managers held some forward foreign exchange contracts in their portfolios to hedge non-base
currency investments. These were transacted with banks with a short-term rating of at least A1 and are marked to market in investment valuations.

The Group is subject to foreign exchange risk as a result of the translation of the Group companies that have a functional currency different from
the presentation currency of the Group which is Sterling. In particular, as Amlin reports its financial statements in Sterling, it is subject to foreign
exchange risk due to the impact of changes in the Sterling/US dollar exchange rate on the converted Sterling value of Amlin Bermuda Ltd’s US
dollar net assets, and changes in the Sterling/Euro exchange rate on the converted sterling value of Amlin Corporate Insurance’s Euro net assets.
At 31 December 2009 these amounted to US$1,580.6 million and €316.6 million (2008: US$1,389.5 million and €nil). Foreign exchange gains and
losses on investments in overseas subsidiaries are taken directly to reserves in accordance with IAS 21 ‘The Effects of Changes in Foreign
Exchange Rates’. The loss taken to reserves for the year ended 31 December 2009 was £92.8 million (2008: £260.8 million gain). This reflects the
movement in the US dollar rate from 1.46 at the start of the year to 1.61 at the balance sheet date and the movement in the Euro rate from 1.16
at acquisition of Amlin Corporate Insurance to 1.13 at the balance sheet date.

In order to mitigate the impact of these currency fluctuations, the Group adopts a policy of hedging up to 50% of the net currency exposure
resulting from Amlin Bermuda Ltd and Amlin Corporate Insurance’s capital assets. Hedges in the form of options were accounted for as hedges
of net investment in overseas subsidiaries in line with the hedge accounting rules of IAS 39 ‘Financial Instruments: Recognition and Measurement’
such that all realised and unrealised fair value gains and losses on the hedging instruments are taken to reserves to match the underlying movement in
the valuation of the net investment in overseas subsidiaries. At the year end hedges were in place for US$706 million and €175 million. These were
in the form of long Sterling calls/US dollar puts funded by short Sterling puts/US dollar calls and long Sterling calls/Euro puts funded by short Sterling
puts/Euro calls. The net valuation of these trades was £7.0 million asset (2008: £54.7 million liability) as at the year end. The net accumulated
realised and unrealised gain from hedging options recognised in reserves was £29.3 million (2008: £74.7 million loss) as at the year end.

The Group is also subject to foreign exchange risk as a result of a US dollar loan from Amlin Bermuda Ltd to Amlin plc for US$169 million at

31 December 2009 (31 December 2008: US$ nil). The resulting exposure to Sterling/US dollar exchange rate movements is fully hedged. The
hedges are in the form of long Sterling puts/US dollar calls funded by short Sterling calls/US dollar puts. The valuation of these trades as at the
year end was £1.6 million (31 December 2008: £ nil).

If the US dollar/Sterling exchange rate were to deteriorate/(improve) by 10%, the movement in the net underwriting assets and liabilities and
borrowings of the Group, excluding overseas subsidiaries, would result in a £2.7 million foreign exchange gain/£2.4 million loss in the Group
income statement at 31 December 2009. If the Euro/Sterling exchange rate were to deteriorate/(improve) by 10%, the movement in the net
underwriting assets and liabilities and borrowings of the Group, excluding overseas subsidiaries, would result in a £4.1 million foreign exchange
gain/£3.8 million loss in the Group income statement at 31 December 2009.
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In relation to translation of overseas subsidiaries, the same exchange rate improvement would result in a £71.0 million decrease in exchange gains
through consolidated reserves. This decrease would be offset by a valuation gain of £38.4 million on the hedges in place. The same exchange rate
deterioration would result in an additional £98.0 million exchange gain through consolidated reserves. This gain would be offset by a valuation loss
of £32.1 million on the hedges in place.

Liquidity risk

It is important to ensure that claims are paid as they fall due. Levels of cash are therefore man