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Alba Underwnting Limited 31" December 2006

Directors’ Report

The Directors of Alba Underwriting Limited (“Alba”) present their report for the pencd ended 31*
December 2006 These accounts are presented in US Dollars

Results
The result for the period ended 31* December 2006 1s a loss of $3,395k

Alba forms part of a group of companies (the Alba Group) whose main purpose Is to underwrite
at the Lloyd’s of London insurance market via Lloyd's Syndicate no 4455 (Syndicate 4455) The
negative result somewhat obscures the considerable progress that has been made in building a
credible ‘brand’ and the degree of support that has been generated from brokers in the relatively
short penod since launch Syndicate 4455 now has a good platform from which to develop the
business

Principal activity, business review and key performance indicators

Alba's principal activity 1s to participate in underwnting at Lioyd's on a imited hability basis Alba
currently only participates on Syndicate 4455 and capacity to support Aiba has been provided
by IAG International Pty Limited, a subsidiary of Insurance Austraha Group Limited ("IAG"),
which 1s the ultimate parent of both companies Diagonal Underwniting Agency Limited
(“Diagonal”), formerly Whittington Underwnting Management Limited, i1s the managing agent for
Syndicate 4455 registered under the Lloyd's Act 1982 as a Lloyd's Managing Agent Diagonal is
also part of the Alba Group

To the extent that the entirety of Alba's business emanates from the operations of Syndicate
4455, the rematnder of this section of the Directors’ report deals with the performance of
Syndicate 4455 during the relevant perod, as reported to us by Diagonal

Syndicate 4455 has accepted all of its business to date via a Binding Authority Agreement with
Alba Pte Ltd, a registered Lloyd’s Service Company and Coverholder established in Singapore
under the Lloyd’s Asia Scheme rules This Agreement runs from the date Syndicate 4455
commenced trading and was, for the 2007 year of account, renewed with effect from 1* July
2007 This agreement will run for a twelve month period to 30" June 2008, although Diagonal
do reserve the night to extend the penod if appropriate

Syndicate 4455 commenced trading on 19" June 2006, and the principal activity dunng the
remainder of the year was the transaction of general reinsurance business, underwnting a book
of predominantly ASEAN (Association of Southeast Asian Nations), Greater China (China, Hong
Kong, Macau and Tawan), Australasian and GCC (Gulf Co-operation Council) rnsks The
Syndicate has recently expanded its ternitorial reach to encompass certain Middle Eastern and
African countries The original business plan anticipated an earlier start date but a delay in
recruiting key underwriting personnel resulted in it taking longer for the business to build
‘momentum’ At the same time, a softening In the market, due mainly to the bemgn windstorm
season In the US, aggravated the ability to wnte business with acceptable profit margins still
further Gross written premium income as at the end of December 2006 reached $9,391k
compared with $19,451k originally forecast Notwithstanding, premium volume has improved in
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Directors’ Report (continued)

the first two months of 2007 and final gross premium on the 2006 year of account will be closer
to the revised forecast of $19,500k at closure

The lower than anticipated level of premium received has had a direct impact on Syndicate
4455's cash flow and has resulted in an extension to the loan facility with IAG International Pty
Limited, both In terms of amount and time Interest payments, charged on a commercial ‘arms
length’ basis, have consequently been higher than budget

The combined impact of these developments accounts for the difference between initial forecast
and the actual result for the penod now reported

Syndicate 4455 wrote Property, Engineering/Construction, On-shore Energy, Power and Marine
Cargo business Specific trade sectors and specialist areas were developed, with an initial focus
on Power and Energy, Infrastructure and Telecommunications Casuaity classes are not
underwritten at this stage and the book predominantly compnises short-tail exposures Although
Alba Pte Ltd is established in Singapore, the majonity of the business onginates ‘off-shore’ and
for 2006 was written as reinsurance of locally licensed insurance carners Primary distnbution i1s
via major Lloyd’s accredited brokers, who collectively account for more than 80% of the
business wntten

The rating environment in the chosen business sectors remains competitive, and Alba Pte Ltd
has concentrated on using its premium capacity on excess of loss business where it believes
more satisfactory terms and conditions can be found Lines are normally written on a ‘follow’
basis behind recognised market leaders and commonly attachment points are in excess of
matenial '‘working deductibles’ Primary reinsurance layers are not normally written Emphasis is
on underwriting discipline The key strategy Is to develop a robust operational and underwriting
structure upon which to optimise returns when the current insurance cycle improves Specialist
decision makers, who are resident in Asia with extensive Asian and Middle Eastern experience,
together with a multi-hngual underwriting team based tn Singapore gives Syndicate 4455 its
competitive advantage

Key financial performance indicators dunng the period were as follows

2006

$'000
Gross written premiums 9,331
Net Earned Premium 1,706
Net Claims Incurred 2,303
Syndicate Expenses 4,117
Combined ratio 376 3%

Note The combined ratio is the ratio of net claims incurred and net syndicate expenses to net
prermiums eamed
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A summary of the breakdown of gross premium income by class 1s shown In the table below

Class Gross Premium ($'000) Percentage of whole
Property 4,112 44%
Engineerning 2,584 28%

Energy 2,387 25%

Marine 308 3%

Engineering/Construction risks made up matenally more of the account than onginally
anticipated (the onginal projection was $1,765k or 9% of the whole}, mainly as a result of the
available terms and conditions on this business We would expect this trend to continue until the
overall rating cycle shows improvement, anticipated in 2008/9 The longer term nature of these
contracts 1s such that much of the premium written to date will be earned n calendar year 2007

At the year end, Syndicate 4455 based Ultimate Loss Ratios upon those utiised in its onginal
Business Plan Syndicate 4455's actuanes, Ernst & Young, have stress tested these ratios
against their own benchmark data and have supported Diagonal's view that the assumptions
are not unreasonable At this early stage in the development of the account, where there is little
in the way of actual track record (data sets) to refer to, the underwriters’ views of what 1s likely to
be ultimately achieved must be relied on, rather than more actuanal based methods (e g chain
ladder methodology) Diagonal has decided that it would be prudent for Syndicate 4455 to carry
a provision (reserve) for Incurred But Not Reported ("IBNR”) claims amounting to $1,798k We
support this approach, which we believe Is fully justified given the relatively low net retatned
income base and the early stage of development in the account, where the scope for late
notification of losses (for example on claims impacting layers immediately below business
written by the Syndicate 4455) must be recognised

Dividends

The Directors do not propose the payment of a dividend

Directors

The Directors of Alba who served dunng the perod ended 31° December 2006 were as follows

Mitchell Dowlen appointed 10" Apnl 2006
Trevor Marsh appointed 5™ June 2006

Jan Van der Schalk was appointed to the Board on 16" January 2007
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Directors’ Report (continued)
Directors’ interests

Messrs Dowlen and Marsh accepted imvitations in December 2006 to participate in IAG's long

term incentive plan (IAG Performance Award Rights (*PARs") and |IAG Deferred Award Rights

(“DARs")), through which an award of shares in IAG may vest after three to five years The

award of PARSs 1s subject to continuing employment and the achievement of a performance

hurdle based on returns delivered to IAG's shareholders The award of DARs Is subject to

continuing employment Further information as to the mechanics of PARs and DARs are

included In the report and accounts of IAG ‘

The shareholding and incentive awards held by Mr Van der Schalk in IAG are disclosed in the
consolidated financial statements of IAG, which are publicly availlable

None of the directors participate on the 2006 year of account of Syndicate 4455

Other than the above, the directors did not hold any shares or debentures in any Group
companies or have a material interest in any contract with Alba at any tme dunng the period

Directors’ statement on the disclosure of information to the auditors
Each director at the date of the approval of this report confirms that

- 50 far as the director 1s aware, there 1s no relevant audit information of which the
Company's auditors are unaware, and

« the director has taken all the steps that he ought to have taken as a director in order to
make himself aware of any relevant audit information and to establish that the Company's
auditors are aware of that information

This confirmation 1s given and should be interpreted in accordance with the provisions of section
234ZA of the Companies Act 1985

Auditors

In accordance with Section 385 of the Companies Act 1985, a resolution is to be proposed at
the Annual General Meeting for the re-appointment of Mazars LLP as auditors to the Company
and to authonse the directors to fix their remuneration

By Order of the Board

Al

T Marsh
Secretary
6™ July 2007
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Statement of Directors’ Responsibilities

The directors are responsible for preparing the Annual Report and the financial statements in
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year The
directors have elected to prepare the financial statements in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the European Union The financial
statements are also required by law to be properly prepared in accordance with the Companies
Act 1985 and Article 4 of the IAS Regulation

International Accounting Standard 1 requires that financial statements present farly for each
financial year the company's financial position, financial performance and cash flows This
requires the faithful representation of the effects of transactions, other events and conditions
In accordance with the definiions and recognition critena for assets, habilities, 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 comphiance with all applicable IFRSs Directors

are also required to

« properly select and apply accounting policies,

« present information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information, and

« provide additional disclosures when compliance with the specific requirements in IFRSs are
insufficient to enable users to understand the impact of particular transactions, other events
and conditions on the entity's financial position and financial performance

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 1985 They are also
responsible for safeguarding the assets of the company and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularities
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independent auditors’ report to the member of Alba Underwriting
Limited

We have audited the financial statements of Alba Underwriting Limited for the year ended 31
December 2006 which comprise the Income Statement, the Balance Sheet, the Cash Flow
Statement, the Statement of Changes in Equity and related notes These financial statements
have been prepared under the accounting policies set out therein

This report is made solely to the company's member, as a body, in accordance with Section 235
of the Companies Act 1985 Our audit work has been undertaken so that we might state to the
company's member those matters we are required to state to them in an auditors’ report and for
no other purpose To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company’s member as a body, for our
audit work, for this reponrt, or for the opinions we have formed

Respective responsibilities of directors and auditors

As described in the Statement of Directors’ Responsibilities the company’s directors are
responsible for the preparation of the financial statements in accordance with applicable law and
International Financial Reporting Standards (IFRS) as adopted for use in the European Union

Our responsibility 1s to audit the financial statements in accordance with relevant legal and
regulatory requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view,
whether the financial statements have been properly prepared in accordance with the
Companies Act 1985 and whether the information given in the Directors’ Report Is consistent
with the financial statements We also report to you if, in our opinion, the company has not kept
proper accounting records, If we have not received all the information and explanations we
require for our audit, or If information specified by law regarding directors’ remuneration and
transactions with the company i1s not disclosed

We read the Directors’ Report and consider the implications for our report If we become aware
of any apparent misstatements with the financial statements

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and
Ireland) 1ssued by the Auditing Practices Board An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures In the financial statements It also includes
an assessment of the significant estimates and jJudgements made by the directors in the
preparation of the financial statements, and of whether the accounting policies are appropriate
to the company's circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sufficient evidence to give reasonable
assurance that the financial statements are free from matenal misstatement, whether caused by
fraud or other irregulanty or error |n forming our opinion we also evaluated the overall adequacy
of the presentation of information In the financial statements
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Independent auditors’ report to the member of Alba Underwriting
Limited (continued)

Opinion

In our opinion

« the financial statements give a true and fair view, In accordance with IFRS as adopted for
use In the European Union as appled in accordance with the provisions of the Companies
Act 1985, of the state of the company's affairs as at 31 December 2006 and of its loss for the
year then ended,

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

« the information given in Directors’ Report is consistent with the financial statements

ajacs L(/

Mazars LLP

Chartered Accountants
and Registered Auditors
24 Bevis Marks

London, EC3A 7NR

8" July 2007



Alba Underwnting Limited

Income Statement
For the period ended 31* December 2006

31* December 2006

2006
Notes $'000
Gross premium earned 1,2 2,264
Reinsurance premium ceded 1,2 {558)
Net earned premium revenue 2 1,706
Investment return 1.3 6
Total income 1.712
Insurance clams and claims settlement expenses 1.4 {2,303)
Net Insurance Claims 4 {2,303)
Expenses for the acquisition of msurance contracts 5 (692)
Other operating expenses & (3,359}
Total expense (4,051)
Results of Operating Activities (4,642)
Finance Costs 9 (73)
Loss before Tax 10 (4,715)
Tax 11 1,320
Total Recognised Loss for the period {3,395)
Statement of changes in equity
For the period ended 31* December 2006
Share Retained
Capital Earnings Total

Notes $'000 $°000 $'000
At start of period - - -
Issue of share capital - - -
Loss for the financial period - (3,395) {3,395)
At the end of the period - (3,395) {3,395)

10




Alba Underwnting bimited

Balance sheet

31* December 2006

at 31* December 2006
2006
Notes $°000
Assets
Cash and cash equivalents 13 1,024
Financial investments at fair value through income 14 126
Reinsurance assets
— reinsurers share of unearned premium 15 1,747
Loans and recervables, including insurance receivables
— insurance receivables 16 7,706
- loans and recevables 16 141
Deferred tax asset 11 1,320
Total assets 12,064
Equity
Share capital 17 -
Retamed earnings 18 {3,395)
Total equity and reserves {3,3295)
Liabilties
Insurance contracts
- outstanding claims 15 2,303
— unearned premium 15 7,127
— creditors anising from insurance operations 15 731
Trade and other payables 19 1,305
Borrowings 20 3,993
Total liabihties 15,459
Total equity, reserves and liabilities 12,064

The financial statements were approved by the Board of Directors and authonised for 1ssue on 6™ July

2007 They were signed on its behalf by

&\/\MX\/\ 4

M Dowlen Director T Marsh Director

11




Alba Underwnting Limited

Statement of cash flows
for the period ended 31* December 2006

31" December 2006

2006
Notes $'000
Cash flows from operations 23 (2,902)
Income taxes paid -
Net cash flows from operations (2,902)
Cash flows from investing activities
Interest received 6
Net cash from investing activities 6
Cash flows from financing activities
Proceeds from issue of ordinary shares -
Proceeds from borrowings 3,920
Repayment of borrowings -
Interest paid -
Net cash flows from financing activities 3,920
Net movement in cash and cash equivalents 1,024
Cash and cash equivalents at beqinning of period -
Effect of rate changes on cash and cash equivalents -
Cash and cash equivalents at end of year 13 1,024

12
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Accounting policies
General corporate information

Alba Underwriting Limited ("Alba™} 1s a company domiciled in England and Wales and
incorporated in the United Kingdom The address of Alba’s registered office 1s 33 Creechurch
Lane, London EC3A 5EB The basis of preparation and significant accounting policies adopted
in the preparation of Alba’s financial statements are set out below

Summary of significant accounting policies
Basis of preparation

These consolidated financial statements are prepared 1n accordance with International Financial
Reporting Standards (IFRS) adopted for use in the European Union (EU) The financial
statements comply with Article 4 of the EU |AS regulation

The financial statements have been prepared on the historical cost basis except for financial
investments, which are measured at their fair value The currency of the pnmary economic
environment in which Syndicate 4455 operates 1s the US Dollar As the results of Alba are
almost entirely reflective of those of Syndicate 4455, the presentation currency for these
accounts 1s also US Dollars The results of Syndicate 4455 are prepared under UK GAAP and
are converted into IFRS for presentation in Alba’s financial statements

As this 1s Alba’s first set of financial statements there have been no impacts from any changes
of accounting policy

International Financial Reporting Standards

At the date of authorisation of these financial statements a number of standards had been
published by the IASB but were not yet effective These include

—~ IFRS 7, Financial Instruments Disclosures, and
- IFRS 8, Operating Segments

Other interpretations 1ssued by the IASB at the date of authonsation include

- IFRIC 8, which clanfies IFRS 2, Share-Based Payments, and
—IFRIC 11, IFRS 2 — Group and Treasury Share Transactions,

The directors anticipate that the adoption of IFRS7 and IFRS8 in future periods and the
interpretations IFRIC 8 and IFRIC 11 will have no matenal impact on the financial statements
except for additional disclosures

In accordance with the standard for insurance contracts (IFRS4), Alba has applied existing

accounting practices for insurance contracts, modified, as appropnate, to comply with the IFRS
framework and applicable standards

13
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Accounting policies (cont)
Use of estimates

The preparation of financial statements requires the use of estimates and assumptions that
affect the reported amounts of assets and habilites, and the disclosure of contingent assets and
habilities Although these estimates are based on management's best knowledge of current
events and actions, actual results may ultimately differ from those estimates

Foreign currency translation

Alba presents its accounts in US Dollars since the net assets, habilities and income of the Group
are currently weighted towards US Dollars Syndicate 4455 was established in June 2006 under
the Lloyd's Asia scheme in Singapore Both Syndicate 4455 and Alba have adopted US Dollars
as their functional currency

Income and expenditure in Sterling and Singaporean dollars 1s translated at average rates of
exchange for the period Transactions denominated in other foreign currencies are translated
using the exchange rates prevailing at the dates of the transactions Monetary assets and
habilities are translated into US Dollars at the rates of exchange at the balance sheet date Non-
monetary assets and liabilities are translated at the average rate prevailing in the penod In
which the asset or lability first arose

Where contracts to sell currency have been entered into prior to the year end, the contracted
rates have been used Any exchange differences ansing from the translation of currencies are
included in other operating expenses

Insurance contracts

Insurance contracts are those contracts that transfer significant insurance nsk at the inception of
the contract Insurance nsk Is transferred when an insurer agrees to compensate a policyholder
if a specified uncertain future event adversely affects the policyholder

Insurance premium

Gross written premium comprises premium on insurance contracts incepting dunng the financial
year The estimated premium income in respect of facility contracts 1s deemed to be written In
full at the inception of the contract Premium 1s disclosed before the deduction of brokerage and
taxes or duties levied on them Estimates are included for premwum receivable after the penod
end but not yet notified, as well as adjustments made in the year to premium wntten in prior
accounting periods

Premium 1s earned over the policy contract penod Where the incidence of nsk s the same
throughout the contract, the earned element s calculated separately for each contract on a
365ths basis Where the incidence of risk over the penod of the contract 1s not expected to be
the same, the earned element Is calculated based on the estimated nisk profile of the individual
contracts involved

The proportion of written premium, gross of commission payable, attnbutable to periods after

14
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Accounting policies (cont)
Insurance premium (cont)

the balance sheet date 1s deferred as a provision for unearned premium The change In this
provision (s taken to the income statement in order that revenue 1s recognised over the period of
the nsk

Premium receivable I1s recognised as the amount due and 1s normally settled between 30 days
and 12 months The recoverability of premium receivable 1s assessed and provision 1s made for
imparrment based on objective evidence and having regard to past default expenence

Premium receivable i1s presented on the balance sheet net of any provision for imparrment

Acquisition costs comprise brokerage incurred on insurance contracts wntten dunng 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 peniod in which the related
revenues are earned Deferred acquisition costs are reviewed at the end of each reporting
period and are wntten 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 premium written
which 1s estimated to be earned in following financial years

Insurance liabilities: claims

Claims pad are defined as those claims transactions settled up to the balance sheet date
including the internal and external claims settlement expenses allocated to those transactions
The reinsurers’ share represents recoveries recetved from reinsurance protections in the period
plus recoveries receivable against claims paid that have not been received at the balance sheet
date, net of any provision for bad debt

The outstanding claims liability 1s measured as the central estimate of the present value of
expected future payments relating to claims incurred at the reporting date with an additional nsk
margin to allow for the inherent uncertainty in the central estmate The hability s measured
based on the advice offvaluations performed by, or under the direction of, the appointed
Syndicate Actuary The expected future payments include those in relation to clams reported
but not yet paid or not yet paid In full, clams incurred but not enough reported (*IBNER”), claims
incurred but not reported (“IBNR") and the anticipated direct and indirect claims handlhing costs
The liability 1s discounted to present value using a nsk free rate

The estimation of the outstanding claims liability involves a number of key assumptions and 1s
the most cntical accounting estimate  All reasonable steps are taken to ensure that the
information used regarding claims exposures I1s appropnate However, given the uncertainty in
establishing the liability, 1t 1s hkely that the final outcome will be different from the onginal hability
established Changes in claims estimates are recognised in profit or loss in the year in which
the estimates are changed

15
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Accounting policies (cont)
Insurance liabilities: claims {cont)

Included within the provision 1s an allowance for the future costs of settling those clams This s
estimated based on past expenence and current expectations of future cost levels

Liability adequacy test

At each reporting date an assessment 1s made to determine whether recognised insurance
labilities are adequate If that assessment shows that the carrying amount of its insurance
habilities (less related deferred acquisition costs) (s inadequate in the light of estimated future
cash flows, the entire deficiency I1s recognised in the income statement via the provision of an
unexpired nsks reserve The provision for unexpired nsks 1s included within “insurance contracts
— outstanding claims” as a lability in the balance sheet

Reinsurance and other recoveries

Reinsurance and other recovenes received or receivable on paid clams and on outstanding
claims habiities (notified and not yet notified) are recognised as income Recoveries receivable
on paid clams are presented as part of trade and other debtors net of any provision for
impairment based on objective evidence for individual receivables All recoveries recevable on
outstanding clams habilities are measured as the present value of the expected future receipts
calculated on the same basis as the outstanding claims habiity Reinsurance does not relieve
the onginating insurer of its llabilites to policyholders and 1s presented separately on the
balance sheet

Net investment income

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

Financial investments

All iInvestments are designated as fair value through profit or loss upon initial recognition  They
are initially recorded at fair value (being the cost of acquisiion excluding transaction costs) and
are subsequently remeasured to fair value at each reporting date Changes in the fair value
from the previous reporting date (or cost of acquisition excluding transaction costs If acquired
dunng the financial period) are recognised as realised or unrealised Investment gains or losses
in profit or loss Purchases and sales of investments are recognised on a trade date basis,
being the date on which a commitment 1s made to purchase or sell the asset Transaction costs
for purchases of Investments are expensed as incurred Investments are derecognised when
the rights to receive future cash flows from the assets have expired, or have been transferred,
and substantially all the nsks and rewards of ownership have transferred

For securities listed in an active market, fair value 1s determined by reference to published bid
price quotations

16
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Accounting policies (cont)

Loans and receivables

Loans and receivables are measured at far value Appropnate allowances for estimated
irrecoverable amounts are recognised in the iIncome statement when there 1s evidence that the
asset 1s impaired These are reversed when payment I1s received

Borrowings

Borrowings are recogrused inihially at fair value, 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 1s recognised In the iIncome statement over
the penod 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, as incurred In addition fees paid for the arrangement of debt and letter of
credit facilihes 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 hquid investments which are subject to insignificant
nsk of change in fair value

Employee benefits

Syndicate employees are employed by Diagonal and the cost in relation to the proportion of

their ime spent on Syndicate 4455 1s recharged by Diagonal to Syndicate 4455 The allocation
of expenses to syndicates 1s approved by the Diagonal Board

17
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Accounting policies (cont)
Other income

Any other income 1s brought to account on an accruals basis being recognised as revenue on a
straight ine basis in accordance with the passage of time as the services are provided

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

The tax currently payable 1s based on taxable profit for the year Taxable profit differs from net
profit as reported Iin the iIncome statement because it excludes items of Income or expense that
are taxable or deductible in other years or that are never taxable or deductible Alba’s hability for
current tax 1s calculated using tax rates that have been enacted or substantively enacted by the
balance sheet date

Deferred tax 1s recognised on differences between the carrying amounts of assets and iiabilities
in the financial statements and the corresponding tax bases used in the computation of taxable
profit, and 1s accounted for using the balance sheet hability method Deferred tax liabilities are
generally recognised for all taxable temporary differences and deferred tax assets are
recognised to the extent that it 1s probable that taxable profits will be available against which
deductible temporary differences can be utilsed Such assets and habilities are not recognised If
the temporary difference anses from goodwill or from the initial recognition {other than in a
business combination) of other assets and liabilittes 1n a transaction that affects neither the tax
profit nor the accounting profit

The carrying amount of deferred tax assets Is reviewed at each balance sheet date and reduced
to the extent that it 1s 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 utihsed

Deferred tax 1s calculated at the tax rates that are expected to apply tn the period when the
hability 1s settled or the asset Is realised Deferred tax 1s charged or credited to profit or loss,
except when It relates to tems charged or credited directly to equity, in which case the deferred
tax 1s also dealt with in equity

Deferred tax assets and liabilities are offset when there is a legally enforceable nght to set off
current tax assets against current tax habihties and when they relate to income taxes levied by
the same taxation authonity and Alba intends to settle its current tax assets and habilities

on a net basis Deferred tax and habilities have not been discounted

18



Alpa Underwnting Limited 31" December 2006

Risk Disclosures

a. Underwriting risk

Alba Underwnting Limited ("AUL") accepts insurance nsk in a range of business through
Syndicate 4455 (the "Syndicate”} The Syndicate’'s pnmary focus 1s on short tail classes of
business, which are property, energy onshore, engineenng, and marine cargo The Syndicate
does not write any statutory classes of business, such as motor or workers compensation, and
does not write domestic US exposure as part of its focused business plan

The start-up nature of the Syndicate and the formation of a new underwriting team increase the
uncertainty of the eventual outcome The main risk relates to the ability to meet business targets
whilst maintaining an optimum balance between underwnting philosophy and establishing a
reputation for market growth A number of controls are deployed to imit the amount of insurance
exposure underwritten Each year a business plan i1s prepared and agreed which 1s used to
monitor the amount of premium Income to be wntten In total and for each class of business
Progress to this plan 1s monitored on continuous basis and formally reviewed through a number
of Committees meeting on regular basis

AUL recognises that the most significant nsk to a start-up Syndicate with limited histeric track
record relates to underwnting risk and meeting business plan loss ratios Binding authority
arrangements delegate underwnting authority to an agent acting as coverholder who use ther
judgement to write nsks on behalf of the Syndicate under clear authority levels Underwnters
use ther established skill and knowledge to evaluate the nsks and therefore the premium
required to cover claims costs and operating expenses to produce a profit However, due to the
nature of insurance and the relative new estabishment of the Syndicate, there 1s a nsk that
premiums charged will not be sufficient to cover claims costs This shortfall may be caused by
unexpectedly high levels of claims or insufficient premium

Active Underwnter ‘peer’ reviews form part of the underwnting process and acts as an additional
control for ensuring that nsks are appropnately priced and that the process of underwnting
remains transparent

b. Claims risk

The insurance habilities underwntten by the Syndicate are reviewed on an individual nsk or
contract basis and through review of pertfolio performance All claims arising are reserved upon
notification Each quarter the entire portfolio of business 1s subject to a reserving process
whereby levels of paid and outstanding (advised but not paid) claims are reviewed Potential
future clams are assessed with a provision for incurred but not reported (IBNR) clams being
made This provision 1s subject to review by senior executives and an independent internal
actuarial assessment 1s carried out by an external actuarial team to determine the adequacy of
the provision Whilst a detailed and disciplined exercise s carned out to provide for clams
notified, 1t 1s possible that these could exceed the reserves carned Furthermore there 1s
increased uncertainty Iin establishing an accurate prowvision for claims which have been incurred
but not reported and there 1s a possibility that clams may arse which in aggregate exceeds the
reserve provision established
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The review of claims ansing 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 and thus reducing iIncome

¢. Reinsurance risk

Reinsurance cover protects insurers against the nsk of unexpectedly high levels of clams and /
or catastrophic losses such as windstorm or earthquake which may impact more than one nsk
wrnitten The Syndicate has secured a 2006 reinsurance programme, which with the exception of
casualty business Is placed on a ‘Losses Occurnng During’ basis The cover has been split into
two separate programmes — one to cover single risk losses and the other to cover accumulation
or catastrophe losses

However, there 1s no guarantee that reinsurance coverage will meet all potential loss
circumstances as, for very severe catastrophe losses, it 1s possible that the full extent of the
cover bought 1s not sufficient Any loss amount which exceeds the programme would be
retained by the Syndicate It 1s also possible that a dispute may anse with a reinsurer which
reduces the recovery made

The Syndicate seeks to develop long-term partnerships with its reinsurer and is not seeking to
‘trade’ (arbitrage) on its protections The reinsurance programme design and the securty
utilised 1s reviewed by the Reinsurance Committee and the target critena 1s S&P rating of ‘A’ for
short-tall reinsurance and ‘A+' for long-tail If no S&P rating i1s availlable, it accepts AM Best's
rating of ‘A’ as equivalent to S&P ‘A+ Despite the critena, 1t 1s still possible for a reinsurer to
unexpectedly fail

d. Reserving risk

The Syndicate, as do most insurers, run a rnisk of prior year reserves detenorating and thus
becoming inadequate to meet habiites and requinng additional funds In order to Increase
reserves Due to the start-up nature, the current reserving process invoives making an
assumption of the Syndicate’'s payment profile, estimating the reserves as at the end of each
calendar year and loading the underwnting year capital amounts by including an additional
scenario that allows for pnor year reserving nsk
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The following table shows the reserve levels and the loads that have been applied by Diagonal
Iin the Syndicate’s Individual Capital Assessment (“ICA™)

All amounts in $m’'s Net Unpaid Claims at Year End
Underwriting Year / Calendar Year 2006 2007 2008 2009
2006 78 71 35 04
2007 0 214 16 1 29
2008 0 0 267 202
2009 0 0 0 359
2010 0 0 0 o
Total 78 285 46 3 594
Prior Year Reserving Margin %age 50% 40% 35% 30%
Prior Year Reserving Margin 39 114 16 2 17 8
UW Year 2007 2008 2009 2010

The reserving process Involves making an assumption of the Syndicate's payment profile,
estimating the reserves as at the end of each calendar year and loading the underwriting year
capital amounts by including an additional scenario that allows for prior year reserving risk As
such, a 50% load for the first underwnting year (2007) was applied Allowing for a maturing book
of business and stability of underwnting results, the percentage 1s reduced each year, reducing
to 30% for the 2010 underwnting year

e. Credit nisk

Credit nisk 1s the nsk that the Syndicate becomes exposed to loss if any party fails to perform its
contractual obligations, including fallure to perform them in a timely manner Credit nsk could
therefore have an impact upon the Syndicate's ability to meet its clams as they fall due, have an
adverse affect on its lquidity and ultimately, its profitability

The Syndicate's exposure to credit nsk 1s primarnly related to the receipt of premiums and
recovery of reinsurance balances Whilst terms of credit are applied to each individual case, it1s
recognised that delays can occur in the collection of premium from brokers, especially iIf there
are a number of insurers involved in ndividual policies

Effective credit control remains a high prionity and 1s monitored on a continuous basis and
reported into relevant Committees However, there is a rnsk that payments may not be collectible
due to reasons such as the failure of reinsurers or the failure of broker/s, both of which will lead
to an increase in bad debt

f. Liquidity risk

Given the start-up nature of the Syndicate, it 1s exposed to certain degrees of matenal liquidity
nsk Cashflow may potentially be straned in a number of circumstances, such as the
occurrence of a catastrophic loss or a senes of large losses or undue delays in collecting
premium or reinsurance balances

The nisk 1s continuously monitored and all associated proximate causes are managed on a daily
basts
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g. Investment nisk

The management of investments and investment appetite will be closely controlled by an
Investment Committee Due to the small volume of funds received to date, the Syndicate has
followed a very conservative investment philosophy with assets held in cash on overnight
deposit

Although modest, there remains a nsk that an investment yield of 4% may not be achieved This
Is continuously monitored and reported into the Investment Committee The Syndicate does not
invest in corporate bonds or equity type investments and thus, there 1s no nsk of complete asset
failure

The Investment Committee intends to contract with professional investment Managers when 1t 1s
deemed that the levels of funds I1s justifiable, at which point the appetite will also be reviewed

h. Foreign exchange risk

The Syndicate's base currency 1s US dollar, but In terms of premium accepts the currency in
which risks are underwntten, which 1s generally the currency of the country where the nsk 1s
located As such, the Syndicate 1s exposed to exchange movements both in terms of premium
receipts and payment of clams Further foreign exchange nsk anses when US dollars are
converted back into pounds sterling

The Syndicate’s approach is to mitigate foreign exchange risk by retaining key currencies and
systematically converting non-US dollar profits into US dollars and to time currency transactions
In order to optimise conversion rates

i. Operational nisk

It has been recogmsed that a start-up syndicate 1s likely to be exposed to additional
uncertainties, particularly in the first 2 years of operation Therefore, operatronal risk
assessments for each stage of the Syndicate’s development have been carned and recorded In
the Risk Register Not all operational nsks contained within the Risk Register have an
associated financial impact This 1s either due to their remote possibiity or the difficulty
associated with estimating a suitable financial impact

The Risk Register, whilst comprehensive, cannot include each and every risk but does intend to
ensure that the main manageable nsks are dentified and mitigated Therefore, there 1S a rnisk
that an adverse, or senies of adverse, unexpected circumstances can occur and not have been
identified or financially assessed The Syndicate undertakes the management of nsk on a
continuous basis and ensures that sigrificant activities that may affect any of the nsks identified
are reported to appropriate Committees for review and mitigation
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1. Segmental analysis
(a) Pnmary segmental information

The tables below show segmental information by business segment Business segments are
primary segments and represent the way in which the business 1s managed Each segment
underwntes sub-classes of business which fall within the broad classes of property, energy,
engineening and manne (cargo) The segments are discussed in more detall in the operating
and financial review For the period ended 31 December the portfolio 1s comprised of
reinsurance business only

Income and expenses

by business segment Property Energy  Engineering Marnine Other Total
Period ended 31* December 2006 $000 $000 000 $000 §000 000
Gross premium written 4,112 2,387 2,584 308 - 9,391
Analysed by gecgraphic segment

ASEAN 561 415 924 245 - 2,145
Greater China 1,693 842 868 9 - 3412
Guif Cooperation Council - 255 476 26 - 757
Australasia 1,858 539 316 - - 2,713
Other - 336 - 28 - 364
Total 4112 2,387 2,584 308 - 9,391
Gross premium earned 1,033 610 551 70 - 2,264
Reinsurance premium ceded (205) (125) {107) {121) - (558)
Net premium earned 828 485 444 {51) - 1,706
Insurance claims and claims (443) {1,547) (283) (30} - {2,303)
settlement expenses

Underwriting expenses (288) (195) {188) (21) (692)
Profit attnibutable to underwniting 97 {1,257) {27) {102) (1,289)
investment return 3 2 1 - - 6
Agency expenses " (1,468) (852) (923) {110} (3,353)
Other non-underwnting expenses (8) (6)
Finance costs ¥ (73) (73)
Profit before tax (1,368) {2,107) (949) {212) {79) (4,715)
Combined ratio, Incl agency exps 265 2% 534 4% 3137% (315 1)% 376 3%
Assets and Liabilities

by business segment Property Energy  Engineering Manne Cther Total
At 31" December 2006 $000 $000 $000 $000 $000 $000
Assets

Assets attnbutable to business 4,692 2,692 2,968 392 1,320 12,064
segments

Liabilities

Liabilities attnbutable to business (6,128) (4,837) (3,953) (462) (79 15,459
segments

Total net assets (1,436) (2,145) (985) (70) 1,241 {3,395)

(1} Agency expenses allocated to segments represent fees and commussion payable to Diagenal together wath |
(2) Other non-underwnting expenses and finance costs are ncurred n support of Alba and have not been allocated to particular
segments
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1. Segmental analysis (continued)

(b) Geographical segmental information

31* December 2006

Gulif
Greater Cooperation Other
ASEAN China Counci  Australasia lerntones UK Total
At 31* December 2006 §000 §000 $000 3000 $0006 3000 3000
Gross premium written 2,145 3,412 757 2,713 364 - 9,391
Total assets 3,211 3,420 764 2,717 365 1,587 12,064
2 Net earned premium
2006
000
Insurance contracts premium
Gross premium written 8,391
Change in unearned premium provision (7,127)
Gross premium earned 2,264
Reinsurance premsum payable (2,305)
Change In unearned reinsurance premium provision 1,747
(558)
Net earned premium 1,706
3 Investment return
2006
| $000
| Investment income
Cash and cash equivalents interest iIncome 5]
8
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4. Insurance claims and loss adjustment expenses

31* December 2006

2006
3000
Gross
Current year insurance clams and loss adjustment expenses 2,303
Reduced costs for prior pernod insurance claims -
2,303
Total net insurance claims and loss adjustment expenses 2,303
5. Expenses for the acquisition of insurance contracts
2006
3000
Expenses for the acquisition of insurance contracts 2,559
Changes In deferred expenses for the acquisition of insurance contracts (1,867)
692
6 Other operating expenses
2006
3000
Expenses related to underwriting
Administrative expenses 3,168
Underwriting exchange losses/(gaing) 120
3,288
Other expenses
Central management and other expenses 6
Depreciation 65
Total 3,358
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7. Directors’ remuneration

31* December 2006

None of the Directors received any remuneration or pension contributions from Alba during

the period, as they were employed by other group companies
8. Employee benefit expenses

All Syndicate 4455 staff, including the two executive Alba Directors who were in office for

the penod, are employed by Diagonal and a proportion of these costs are recharged to

Syndicate 4455 based on time working on Syndicate 4455 related matters

The following amounts were recharged to the Syndicate by Diagonal in respect of salary

costs
2006
3000
Wages and salares 603
Social secunty costs 65
Other pension costs 86
754
8. Finance Costs
2006
$000
Letter of credit commissions -
Subordinated bond interest -
Loan Interest 73
73
10. Profit before tax
Prefit before tax I1s stated after charging/{crediting) the following amounts
2006
$000
Depreciation
— owned assets 65
Auditors' remuneration
— Company audit 6
— Syndicate audit 104
Foreign exchange losses/{gains) 120
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at 31* December 2006

11. Taxation

2006
3000
Current tax
UK Corporation tax -
Foreign tax -

DPeferred tax — current year
Movement In assets (1.320)
Movement in Liabilities -

Taxes on iIncome {1,320)

Underwnting profits or losses are recognised in the technical account on an annual
accounting basss, recognising the results in the penod in which they are earned
Corporation tax 1s charged in the penod in which the underwriting profits are actually paid
by Syndicate 4455 to Alba

Deferred tax 1s provided on the annually accounted underwriting result with reference to
the forecast ultimate result of each of the years of account included in the annually
accounted underwriting result Where the forecast uttimate result for a year of account s a
taxable profit, deferred tax 1s provided in full on the movement on that year of account
included in this period’s annually accounted result Where the forecast ultimate result or a
year of account I1s a loss, deferred tax 1s only provided for on the movement on that year of
account included in this period’'s annually accounted result

Deferred tax has been provided on the annually accounted underwriting result for this
accounting period of $1,320k

Reconciliation of tax expense
The UK standard rate of corporation tax 1s 30%, whereas the current tax assessed for the

year ended 31 December 2006 as a percentage of loss before tax 1s 28% The reasons for
this difference are explained below
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11. Taxation (continued)

2006
$000
Loss on ordinary activities before tax {4,715)
Taxation on profit on ordinary activities calculated at the
standard rate of corporation tax in the UK of 30% {1.414)
Effect of change of tax rate for future periods 94
Current Tax credit (1,320)

Alba’s tax provision for 2006 has been prepared on the basis that the result for Syndicate
4455 1s initially taxed in Singapore The corporation tax rate for Singaporean companies Is
currently 20% Under UK double taxation treaty rules, an appropnate tax credit is given for

this provision

Deferred income tax

The deferred tax asset 1s attributable to temporary differences ansing on the following

Provision
for losses Total
000 $000
At beginning of period - -
Movements in the year (4,715) (4,715)
Movement through equity in the year - -
At 31 December 2006 {4,715) {4,715)

The company has estimated losses of $6,000 avallable for carry forward against future
trading profits
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12. Net foreign exchange (losses)/gains

Alba's incurred foreign exchange losses of $120k during the year

31* December 2006

Alba writes business in many currencies and although a large amount of Alba's balance
sheet assets and labilities are matched, minimising the effect of movements in foreign
exchange rates on Alba's result, it 1s not possible or practical to match exactly alt assets and
habilities in currency and accounting standards dictate that certain classes of assets and
habilities be translated at different rates (see Foreign currency translation accounting policy)

13. Cash and cash equivalents

2006
$000
Cash at bank and in hand 1,024
Short-term bank deposits -
1,024
Short-term bank deposits can be recalled within 24 hours
14. Financial investments
Market Value Cost
2006 2006
$000 $000
Other loans 126 126
126 126
In Syndicate 4455 126 126
In Company 0 0
126 126

Other loans comprise loans made to the New Lloyd's Central Fund in 2006 The amount of
the loan 1s calculated as 0 75% of the Syndicate’s capacity for each open year Interest s
payable on the loan and repayment is at the discretion of the Council of Lloyd's In normal
circumstances It 1s expected that there will be a roling repayment of a proportion of the
overall debt to coincide with the RITC of a year of account after the loans have been
outstanding for three years Further loans are expected to be made by each new year of
account for the foreseeable future and at a rate to be determined by Lloyd's annually The

Directors believe that these loans are recoverable in full
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15. Insurance contracts and reinsurance assets

31* December 2006

Other
Uneamed msurance
Clams premium  assets and
reserves reserves habilities Total
$ooo 3000 $000 $000
Insurance habilities
At beginning of period - - - -
Movement in the year 2,303 7,127 731 10,161
Exchange adjustments - - - -
At 31 December 2006 2,303 7,127 731 10,161
Reinsurance assets
At beginning of period - - - -
Movement in the year - 1,747 - 1,747
Exchange adjustment - - - -
At 31 December 2006 - 1,747 - 1,747

Other insurance liabities are comprnsed pnncipally of premium payable for reinsurance,
including reinstatement prermium  Other insurance assets are compnsed principally of

amounts recoverable from reinsurers in respect of paid claims and premium receivable on
inward reinsurance business, Including reinstatement premium

Further information on the catculation of claims reserves and the risks associated with

them 1s provided In the nsk disclosures section, on pages 19 - 22

The claims reserves are further analysed between notified outstanding claims and

incurred but not reported claims below

2006
$000
Notified outstanding clams 40
Claims incurred but not reported (IBNR) 1,798
1,838
Provision for unallocated loss adjustment expense (ULAE) 108
Effect of discounting future cash flows {122)
1,824
Risk margm (26 3%) 479
Total outstanding claims reserve 2,303
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16. Loans and recelvables, including insurance receivables

31™ December 2006

2006

3000

Receivables anising from insurance contracts 5,838
Deferred acquisition costs 1,868
Insurance recevables 7,706
Other debtors 58
Prepayments and other accrued income 83
141

2006

3000

Current portion 7,848
Non-current portion 54
7,902

The reconciliation of opening and closing deferred acquisition costs i1s as follows

2006

$000
At beginning of penod -
Exchange adjustments .
Movements In the year 1,868
At 31 December 1,868
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17. Share capital

Authonsed ordinary shares of £1 each

31* December 2006

2006 2006
Number §

At 31 December

1 2

Allotted, called up and fully pad

At beginning of penod

Number §
1 2
2

At 31 December

1

18. Reserves

Retained
Other earmngs
3000 $000

At beginning of period

{Loss) for the financial year

- (3,395;

At 31 December 2006

- (3.395)

19. Trade and other payables and deferred income

2006
$000

Trade payables and accrued expenses
Social secunity and other tax payables

1,305

1,305

2006
$000

Current portion
Non-current portion

1,305

1,305
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20. Borrowings

2006
$000
Loans from parent, including accrued interest 3,993

3,993

2006
$000
Current portion 3,993
Non-current portion

3,993

21. Retirement benefit obligations
a) The stakeholder defined contnbution scheme

The defined contribution scheme operated by Diagonal 1s a stakeholder arrangement The
total contnbutions for the year ended 31 December 2006 recharged to Syndicate 4455
were $86k

b) Other arrangements

Other pension arrangements for Syndicate 4455 staff include an occupational money
purchase scheme which provides Death Iin Service protection for all employees Regular
contributions, expressed as a percentage of employees’ earnings, are paid into this
scheme and are allocated to accounts in the names of the individual members, which are
independent of Syndicate 4455's finances There were no outstanding contributions at 31
December 2006
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22. Principal exchange rates

31™ December

2006

The principal exchange rates used In translating foreign currency assets, habihties, income
and expenditure In the production of these financial statements were

Average Year

rate end rate

2006 2006

Australian Dollar 131 127
Singaporean Dollar 157 153
UK Pounds 189 196

23. Cash generated from operations

2006

$000

Profit before tax (4,715)
Depreciation charge 65
Interest received 6

Net purchases of financial investments {126)

Decrease/(increase) in loans and receivables (7,848)

Decrease/(increase) in reinsurance contract assets (1,747)
(Decrease)/increase n tnsurance contract habilities 10,161
Increase/(decrease) in trade and other payables 1,304

Other non-cash movements (2)

Cash generated from operations {2,902)

34



Afba Underwnting Limited 31* December 2006

Notes to the financial statements
at 31* December 2006

24. Related party transactions
Managing Agent's fees of $122k were paid by Syndicate 4455 to Diagonal during the period

Diagonal recharged $1,795k during the period for expenses incurred directly and indirertly
on behalf of Syndicate 4455 T~

The parent of Alba, Alba Group Pte Limited, which 1s domictled in Singapore, wholly owns a
service company, Alba Pte Limited, which Is also resident in Singapore and introduces
business to Syndicate 4455 Alba Pte Limited was established in 2006 under the Lloyd's
Asia scheme and operates both as a service company and a cover-holder to Syndicate 4455
through a binder agreement During 2006, Alba Pte charged Syndicate 4455 $1,300k in
commission as a result of this binder agreement In addition, Syndicate 4455 loaned $314k
to Alba Pte to fund the start up working capital At the end of the period, repayment of this
toan remained outstanding

In December 2006, Syndicate 4455 placed a proportion of its Catastrophe Excess of Loss
Programme with IAG Re Labuan (L) Berhad, a wholly owned subsidiary of IAG resident in
Labuan All reinsurance contracts are agreed on an arms length basis with terms that are
consistent with those negotiated with third parties The total premium payable to IAG Re
Labuan (L) Berhad in respect of 2008, all of which was outstanding as at 31 December
2006, was $10k

25. Ultimate holding company
The ultimate holding Company 1s Insurance Australia Group Limited (“IAG"), a company

registered and listed in Australia |AG prepare consolidated financial statements and these
are publicly avallable
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