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Financial highlights

Profit before tax £41.1m (2011: £18.0m) Gross written premium £371 3m
(2011: £329.8m)

In the last five years we have made a profit before tax of | Gross written premium increased by £41 bm as a

£149 6m result of market conditions
Combined ratio 89.9% (2011: 94.2%)" Investment income £25.0m
(2011: £14.2m)
The average comhbined ratio for the last five years 1s Investment returns increased by £10 8m as yields
89 7% increased from 2 63% to 4 47%

A A A

At(strong) from A {Excellent) from A+ {strong) from
Standard & Poor's * AM Best” Fitch *

Principal activity

The principal actiaty of AEGIS London Holdings Limited and 1ts subsidianes 1s the transaction of general insurance
and reinsurance business in the United Kingdom

' The combined ratio relates to Syndicate 1225 only
? Current insurer financial strength ratings of Lloyd’s of London




Financial report

Five year financial performance

£ million 2012 2011 2010 2009 2008
Gross written premium 3713 3298 286 2 2977 2458
Undenwvnting profit 296 154 279 257 253
Investment Income 250 14 2 201 278 (6 6)
Profit before tax 411 180 379 407 119
Combined ratio’ 89 9% 94 2% 88 4% 89 5% 86 5%

Gross wrnitten premium £371.3m {2011 £329 8m)

2012 saw an increase In gross written premwum of £41 5m compared to 2011 This was as a result of a 4 8%
favourable movement in premium rates and improved market conditions

Gross premium levels also reflect the continued diversification of the underwniting portfolio

Our business mix s as follows

2012 2011 2010 2009 2008
Casualty 32% 28% 26% 27% 28%
Property 68% 72% 74% 73% 72%

' The combined ratio relates to Syndicate 1225 only




Investment Income £25.0m (2011: £14 2m)

Investment income increased by £10 8m dunng 2012 The investment portfolio produced higher realised and
unrealised gains during the year of £8 5m compared to losses of £1 1m dunng 2011 as a result of market
conditions

The total cash and financial investments of AEGIS London Holdings Limited and s subsidiaries were £583 7m
(2011 £575 3m) The spht of assets by class in 2012 was broadly similar to 2011

2012 201 2012 2011

£m £m % of Total % of Total

Cash 183 46 6 3% 8%

Overseas Deposits 68.8 66 4 12% 12%

Equity and Unit Trust 647 47 5 1% 8%

Fixed Income 4319 414 8 74% 72%
5837 5753

Profit before tax- £41 tm (2011- £18 Om)

AEGIS London recorded its seventh successive year of underwriting profit, and the most profitable year to date
This result s driven by a strong investment result combined with benign loss expenence

Combined ratio. 89.9% (2011: 94 2%)

The strong combined ratio reflects the strength of AEGIS London’s business model and underwriting capability
The consistency of the combined ratto over the last few years reflects that AEGIS London has consciously reduced
its catastrophic risk exposure and its single nisk hmits  This has been achieved through selective underwnting of
individual nsks and refusal to wnte business in areas that we believe are under pnced relative ta therr volatility

Future developments

The Syndicate intends to transact general insurance and remsurance business via the Lloyd's platform Our
philosophy of preserving capital in softer market conditions so that we are able to grow rapidly in stronger
conditions remains We also retain our appetite for diversification through new product ines and entrance into new
geographicat markets



Consolidated profit and loss account

{for the year ended 31 December 2012)

Technmical account —- general business
Earned premium, net of reinsurance
Gross premiums written

Outward reinsurance premium

Net premiums written

Change n provision for unearned premiums
Gross amount

Reinsurers’ share

Change in the net provision for unearned
premiums

Earned premiums, net of reinsurance

Allocated investment return transferred from the
Non-technical account

Total technical income

Claims incurred, net of reinsurance

Gross claims pad
Reinsurers’ share

Net claims paid

Change n the provision for claims

Gross amount
Reinsurers’ share

Change in the net provtsion for claims

Claims incurred, net of reinsurance

Net operating expenses

Total technical charges

Balance on technical account — general
business

Notes

16
16

16

2012
£m

3713

(77 0)

2943

(16 6)

(67)
287 6

16 5

304 1

(187 0}
298

(157 2}

(187)
251

64

{150 8)

{107 2

(258 0)

461

2011
£m

3298
(44 8)

2850

(219)
62

157

269 3

284 6

(162 6)
20 1

(142 5)

{27 5)
47
(22 8)

(165 3)

(88 6)

(253 9)

307



Consolidated profit and loss account

(for the year ended 31 December 2012)

Notes 2012 2011
£m £m

Non-technical account
Balance on the general business techmical 461 307
account
Investment income 9 250 142
Allocated investment return transferred to the (16 5) {15 3)
techmcal account
Other expenses (127} (98
Loss on exchange (0 8) (18)
Operating profit on ordinary activities 411 180
before tax
Tax charge - ordinary activities 10 (16 7) 6 5)
Profit retained for the financial year 244 115
Retained profit brought forward 924 809
Retained profit carned forward 116 8 92 4

The profit and loss account relates entirely to continuing activities

There were no recognised gans or losses in the financial year or for the preceding financial year, other than those reporied in
the profit and loss account, accordingly ne statement of recognised gains and |losses 1s presented

There have been no movements in shareholders' funds other than the disclosed profit for the year and hence no separate
reconcihation of movements in shareholders’ funds has been stated

The notes 1 to 26 form an integral part of these financial statements




Consolidated balance sheet

(as at 31 December 2012)

ASSETS
Fixed assets
Tangible fixed assets

Investments
Financial investments

Reinsurers’ share of technical
provisions

Provision for uneamed premiums
Claims outstanding

Debtors

Debtors ansing out of direct insurance
operations

Debtors ansing out of reinsurance
operations

Other debtors

Defarred tax

Other assets
Cash at bank and in hand
Overseas deposits

Prepayments and accrued income

Deferred acquisition costs

Other prepayments and accrued income

TOTAL ASSETS

The notes 1 to 26 form an integral part of these financial statements

Notes

11

15

16
16

13

13
18
17

2012
£m

10

10

496 6

263
117 8

1441

2011
£Em

14
14

462 3

130
970

1100

685
105

33
839

46 6
66 4

1130

364
30

384

8100




Consolidated balance sheet

as at 31 December 2012

LIABILITIES

Capital and reserves

Called up share capital

Profit and loss account

Merger reserve

Shareholders’ surplus attnbutable to
equity interests

Technical provisions
Provision for unearned premium
Claims outstanding

Creditors amounts falling due within one
year

Creditors ansing out of direct insurance
operations

Creditors ansing out of reinsurance

operations

Accruals and deferred iIncome

Deferred tax

Other creditors

Creditors amounts falling due after
more than one year

TOTAL LIABILITIES

Notes

21

16
16

14
14

17

20

2012
£m

116 8
04
M7 2

1756
470 2

6457

17

335
106

40 8
886

181

8696

2011
£m

924
04

928

165 1
468 0

6331

21
270

89
248
709

132

8100

The annual accounts of AEGIS London Holdings Limited {registered number 7984021) were approved by the Board of

Directors on 7 March 2013 and were signed on 15 May 2013 on its behalf by

{ ———

Stuart Davies
Managing Diractor

The notes 1 to 26 form an integral part of these financial statements




Company balance sheet

as at 31 December 2012

Notes
ASSETS
Investments
Investment in subsidiary 12
TOTAL ASSETS
LIABILITIES
Camtal and reserves
Called up share capial 21
Profit and loss account 22

Shareholders' surplus attnbutable to
equity interests

Creditors
Other creditors

TOTAL LIABILITIES

2012
£000

601

501

o1

(120}

{11 9)

620

501

201
£000

501

501

G1

01

500

50 1

The annual accounts of AEGIS London Holdings Limited (registered number 7984021) were approved by the Board of
Directors on 7 March 2013 and were signed on 15 May 2013 on its behalf by

Stuart Davies
Managing Diractor

The notes 1 to 26 form an integral part of these financial statements




Notes to the accounts

{forming part of the financial statements)
1 Accounting polictes

The pnncipal activity of the Group s the transaction of general insurance and reinsurance business in the United Kingdom
The accounting polices and the nsks and uncertainties are therefore derived directly from the syndicate The following
accounting policies have been applied consistently in dealing wath items which are considered material in relation to the
Group's and Company's financial statements

Basis of preparation

The financial statements are prepared In accordance with the provisions of Section 386 of the Companies Act 2006 and
Schedule 3 of the Large and Medium-sized Companies and Groups (Accounts and Reports) Regutations 2008

The financial statements have also been prepared in accordance with apphcable accounting standards and under the
histoncal cost conventton, as modified by the revaluation of investments The Group has adopted all matenal
recommendations of the Statement of Recommended Practice on Accounting for Insurance Business 1ssued in 2005 (as
amended in December 2006) by the Association of British Insurers (*the ABlI SORP") except that exchange gains and losses
ansing in respect of technical transactions have been included in the technical accounting

A cash flow statement has not been prepared, as the Group and Company are exempt under Financial Reporting Standard 1
(Revised 1996), being a wholly owned subsidiary of a group thal prepares a consoldated cash flow statement, and whose
financial statements are publicly avalable

Basis of consoldation

The Group combining the companies isted in note 12 was incorporated on 9 March 2012 and has been accounted for as a
merger in accordance with Financial Reporting Standard 6 The results and cash flows of all combining entities have been
brought into the financial statements of the combined entity from the beginning of the financial year The carrying values of the
assets and lrabilities of the parties to the combination have not been adjusted to fair value on consohdation

The Group financial statements consolidate the financial statements of the Company and its subsidrary undertakings drawn up
to 31 December each year A merger reserve has been created as the difference between the nominal value of consideration
given, and the nominal value of the shares received in exchange by AEGIS London Holdings Limited

Insurance contracts premium

Gross premium winitten compnises premium on insurance contracts incepting duning the financial year The estmated premium
income In respect of facility contracts 1s deemed to be wntten in full at the inception of the contract Prermium s disclosed
before the deduction of brokerage and taxes or duties levied on them Estimates are \ncluded for premium receivable after the
period end but not yet notified, as well as adjustments made i the year o premium wntten 1n prior accounting penods

Premium 15 earned over the policy contract penod  Where the incidence of nsk 1s the same throughout the contract, the earned
element 1s calculated separately for each contract on a 365ths basis For premium wntten under facilities, such as binding
authonties, the earned element I1s calculated based on the estimated risk profile of the indmwidual contracts involved

The proportion of premium written, gross of commussion payable, attnbutable to penods after the balance sheet date 1s
deferred as a provision for uneamed premium The change in this provision 1s taken to the income statement in order that
revenue 1s recogmised over the penod of the nsk

Acquisition costs compnse brokerage incurred on Insurance contracts wntten dunng the financial year They are incurred on
the same basis as the eamed 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 penod
and are wntten off where they are ne longer considered to be recoverable

11



Notes to the accounts (continued)

Reinsurance premium ceded

Remsurance premium ceded compnses the cost of reinsurance arrangements placed and are accounted for in the same
accounting penod as the related insurance contracts The provision for reinsurers’ share of unearned premium represents that
part of reinsurance premum wrtten which 15 estimated to be earned in following financial years

Insurance contracts habihties' claims

Claims paid are defined as those claims transactions settled up to the balance sheet date mcluding the internal and external
claims settlement expenses allocated to those transactions The reinsurers’ share represents recovenes recewved from
reinsurance protections in the penod plus recovenes receivable against claims paid that have not been received at the balance
sheet date, net of any provision for bad debt Where applicable, deductions are made for salvage and other recoveries

Claims reserves are estimated on an undiscounted basis Provisions are subject to a detalled 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

Claims reserves are made for known or anticipated habilites under insurance contracts which have not been settled up to the
balance sheet date Included within the prowvision 1s an allowance for the future costs of setthng those claims This 1s estimated
based on past expenence and current expectations of future cost levels

The claims provision also includes, where necessary, a reserve for unexpired nsks where, at the balance sheet date, the
estimated costs of future clams and related deferred acquisition costs are expected to exceed the unearned premium
provision In determining the need for an unexpired nsk prowvision the underwnting divisions within the Company have been
regarded as groups of business that are managed together

Although the claims provision s considered to be reasonable, having regard to previous claims experience (including the use of
certain statistically based projections) and case by case reviews of notified losses, on the basis of information avallable at the
date of determining the provision, the ulimate liabilites will vary as a result of subsequent information and events These
adjustments are reflected in the financial statements for the penod in which the related adjustments are made

Investments

Listed investments are stated at market value, based on a bid price, at the close of business on the balance sheet date The
cost of Group investments held at the balance sheet date 1s deemed to be the aggregate of the value of investments held at the
balance sheet date, and the cost of any new investments acquired during the year

In the Company balance sheet, for investments in subsidianes acquired for consideration including the 1ssue of shares

qualifying for merger refief, cost 18 measured by reference to the nominal value only of the shares issued Any premum 1s
ignored

Overseas deposits
Overseas deposits are stated at the market value ruling at the balance sheet date -
Investment return

The investment retum compnses investment ncome, INvestment gains less losses, and 1s net of investment expenses and
charges

Realised gains or losses are calculated as the difference between the net sales proceeds and ther purchase price in the
financial year or their valuation at the commencement of the year Unrealised gains and losses are calculated as the difference
between the valuation of iInvestments at the balance sheet date and therr purchase pnce in the financial year or their valuation
at the commencement of the year

All of the investment return ansing in the year is reported inhially in the non-technical account A transfer 1s then made from the
non-technical account to the technical account

12



Notes to the accounts (continued)

Tangihle fixed assets

Tangible fixed assets are stated at cost or valuation, net of depreciation and any provision for impaiment

Depreciation 1s provided by the Group to wnte off the cost, less the estimated residual value, of tangible fixed assets on a
straight-hine basis at the followang rates

Fixtures, fittings and equipment 20 00% per annum
Computer equipment 33 33% per annum
Leases

Rentals payable under operating leases are taken to the profit and loss account on a straight-ine basis over the lease term

Pension scheme

The Group operates a defined contributton pension scheme Charges in respect of employers' contributions are calculated by
reference o eligible employees’ salanes, to their age and the level of contnbutions that the employee voluntanly makes to the
scheme Such costs are charged to the profit and loss account Differences between contnbutions payable in the curent year
and contnbuttons actually paid are shown as either accruals or prepayments in the balance sheet

Forelgn currencies

The Group maintains three separate currency funds, namely Sterling, US dollars and Canadian dollars

Income and expenditure n US dollars and Canadian dollars s translated at average rates of exchange for the year
Transactions denominated in other foreign currencies are translated using the exchange rates prevalling at the dates of the
transactions Assets and habilities, expressed in US dollars and Canadian dollars are translated into Sterling at the rates of
exchange at the balance sheet date

Assets and habilities expressed in other foreign currencies have been translated at the rates of exchange at the balance sheet
date Where contracts to sell currency for Sterling have been entered into prior to the year end, the contracted rates have been
used

Differences ansing on translation of foreign currency amounts in the Group are included in net operating expenses
Insurance debtors and creditors

In the normal course of busimess, settlement 1s required to be made with Lloyd's Central Accounting, the market settlement
bureau, on the basis of the net balance due to or from insurance brokers in total rather than the amounts due to or from the
individual parties which they represent The legal status of this practice of net settlernent 1s uncertain and in the event of
insolvency it 1s generally abandoned Accordingly, insurance debtors and creditors, as presented, comprise respectively the
totals of all the Group's indwidual outstanding debit and credit transactions before any oftset The resultant totals give no
indication of future net cash flows

Taxation

Current tax, including UK corporation tax and foreign tax, 1s provided at amounts expected to be paid {or recovered) using the
tax rates and laws that have been enacted or substantively enacted by the balance sheet date

Deferred taxation 1s provided in full on timing differences that result in an obligation at the balance sheet date to pay more tax,
or a nght to pay less tax, at a future date, at rates expected to apply when they crystallise based upon current tax rates and
law Deferred tax assels are recognised to the extent that it 1s regarded as more likely than not that they will be recovered

Going concern

After making enquines, the directors have a reasonable expectation that the Group and Company have adequate resources
to continue 1n operational existence for the foreseeable future In addition, the directors have a reasonable expectation that
capital will be available to support future underwriting activities Accordingly they continue to adopt the going concern basis
prepanng the annual report and accounts



Notes to the accounts (contnued)

2 Pnncipal nsks and uncertainties

Underwriting risk

The Group accepts underwnting nsk in a range of classes of business The bias of the postfolio 1s towards shori-tall property
and aceident nsk but iability coverage 1s also underwntten

In underwniting insurance or reinsurance policies the Group’s underwriters use their skill, knowledge and data on past claims
experience to evaluale the likely claims cost and therefore the premrium that should be sufficient (across a portfolio of nisks) to
cover claims costs, expenses and to produce an acceptable profit However, due to the nature of insurance nsk there 15 no
guarantee that the premium charged will be sufficient to cover claims costs This shortfall may onginate either from insufficient
premium being calculated and charged or result from an unexpected, or unprecedented, high level of claims

A number of controls are deployed to imit the amount of insurance exposure underwntten Each year a bustness plan 1s
prepared and agreed which 1s used to monitor the amount of prermium income, and exposure, to be written in total and for
each class of business The business plan 1s subject to Lloyd's scrutny and montoring Progress agamnst this plan 1s
monitored dunng the year The Group also operates under a hne guide who determines the maximum lability per policy which
can be wntten for each class and for each underwniter These can be exceeded in exceptional circumstances but only with the
approval of sentor management The Group 1s also exposed to catastrophe losses which may impact many risks in a single
event and again remnsurance ts purchased to limit the impact of loss aggregation from such events These reinsurance
arrangements are described in the reinsurance arrangements section below

Insurance liabiities are wntten through indwidual nsk acceptances, reinsurance treaties or through facilities whereby the
Group 15 bound by other underwnting entihies Facility arrangements delegate underwniting authonty to other underwnters, or
to agents acting as cover holders, that use their judgement to write nsks on our behalf under clear authority levels We have a
regular process of cover holder audits performed dunng the year

The insurance habilites underwntten by the Group are reviewed on an individual nsk, or contract, basis and through review of
portfolio performance All clams ansing are reserved upon notification Each quarter the entire portfolie of business 15 subject
to a reserving process whereby levels of paid and outstanding {adwised but not paid) claims are reviewed Potential future
claims are assessed with a provision for incurred but not reported (IBNR) claims being made Whilst a disciplined exercise 1s
carned out to provide for claims notified, it 1s possible that known clams could develop and exceed the reserves carned
Furthermore, there (s Increased uncertainty in establishing an accurate provision for IBNR clams and there 1s a possibility that
claims may anse that \n aggregate exceeds the reserve provision established

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 underwnters 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 nsk already underwntten which cannot be re-pnced until renewal at the end of the policy penod

Reinsurance arrangements

The Group purchases proportional reinsurance to supplement line size and to reduce exposure on individual nsks The Group
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 pnce of cover
For information on credit nsk in respect of remnsurance debtors see the ‘Credit Risk’ section




Notes to the accounts (continued)

Risk appetite

The Group has a defined event nsk appetite, which determines the maxmum net loss that the Group intends to imit its
exposure to, from major catastrophe event scenanos

These maximum losses are expected only to be incurred In extreme events — with an occurrence probability of less than 1 in
100 years estimated for the natural penl or elemental losses The Group also adopts nsk appetite maximum net imits for a
number of other non-elemental scenanos including, for example, a manne colliston and an offshore ng loss

The nsk appelite policy recognises that there may be circumstances in which the net event imit could be exceeded Such
crcumnstances include non-renewal or delay 1n renewal of reinsurance protection, reinsurance secunty failure, or regulatory
and legal requirements

A detalled analysis of catastrophe exposures is carned out every quarter and measured against the event nsk appetite The
following assumptions and procedures are used In the process

. The data used reflects the information supplied to the Group by insured and ceding companies This may prove to be
inaccurate or could develop duning the policy period
. The exposures are modelled using a mixture of stochastic models and underwniter 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

. The reinsurance programme as purchased 1s applied — a provision for reinsurer counterparty failure 1s included but may
prove to be inadequate
. Reinstatement premiums both payable and receivable are included

There 1s no guarantee that the assumptions and techmiques deployed in calculating these event loss estimate figures are
accurate Furthermore, there could also be a modelled loss which exceeds these figures The likelihood of such a catastrophe
18 considered to be remote but the most severe scenanos modelled are simulated events and these simulations could prove to
be unreliable

Claims reserves

Claims reserves established can be more or less than adequate 1o meet eventual clams ansing The level of uncertainty
varies significantly from class to class but can anse from nadequate case reserves for known large losses and catastrophes
or from inadequate provision for IBNR The impact on profit of a 1% vanation in the total net clams reserves would be £3 5
rmilion (2011 £3 7 million)

Large loss case reserves are determined through careful analysis of the individual claim, often with the advice of legal
advisers

Property catastrophe claims such as earthquake or hurncane losses can take several months, or years, {0 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 portfalio of exposure 1n order to arnve at
an estimate of ultimate loss to the Group There 1s 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 clams such as increased inflation or a change in law

The long tail hability 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 concered This 1s particularly the case for
US hability wnitten on a losses occurnng basis

The use of histoncal development data, adjusted for known changes to wordings or the clairns environment, 1s fundamental to
reserving these classes Itis used in compunction with the advice of lawyers and third party clams adjusters on matenal single
clams

The allocation of IBNR to the reinsurance programme I1s an uncertain exercise as there 1s imited knowledge of the size or

number of future clams advices The assumption over future reinsurance recovenes may be incorrect and unforeseen
disputes could anse which would reduce recovenes made

15



Notes to the accounts (continued)

Credit risk

Credit nsk 1s the nsk that the Group becomes exposed to loss If counterparty falls to perform its contractual obligations,
including faure to perform them in a timely manner Credit sk could therefore have an impact upen the Group’s ability to
meet its clams as they fall due Credit risk can also anse from underlying causes that have an mmpact upon the
creditworthiness of all counterparties of a particular descnption or geographtcal location  The Group 1s exposed to credit nsk
in its investment portfolio and with its premium and reinsurance debtors

As well as an actual failure of counterparty to perform its contractual ohbligations, the pnce of corporate bond holdings will be
affected by investors' perception of a borrower's ability to perform these duties in a timely manner Credit nsk within the
investment funds 1s managed through the credit research camed cut by the investment managers The Group's investment
gudelines are destgned to mitigate credit risk by ensunng diversification of the holdings For each portfolio there are limits to
the exposure to single issuers and to the total amount that can be held in each credit quality rating category, as determined by
reference to credit rating agencies

At 31 December 2012, total cash and investments amounted to £583 7 milion, of which 85% relates to debt and other fixed
income securities, loans with credit insututions, and equities The residue of the portfolio retates to cash and overseas
deposits The portfolo remains high quality, as illustrated by the asset allocation table shown below The credit ratings on debt
securities are composite ratings based on Standard & Poor's, Moody's and Fitch

2012 2012 2011 201

£fm % £m %

Sovereign debt 598 121% 770 16 7%
Government/Government agency 313 6 3% 233 5 0%
AAA/Aaa 450 91% 56 8 12 2%
AA/Aa 98 5 19 8% 860 18 6%
A 1119 22 5% 739 16 0%
BBB 450 91% 282 63%
BB and lower 404 81% 341 7 4%
Equities 64 7 13 0% 322 70%
Alternative assets - - 498 10 8%
496 6 100% 462 3 100%

The credit nsk in respect of reinsurance deblors 1s pnmanly managed by review and approval of remsurance secunty and
exposure imits, prior to the purchase of the reinsurance contract Guidelines are set, and monitered, that restnct the purchase
of reinsurance secunty based on rating agency review and the Group's own ratings for each reinsurer Provisions are made
against the amounts due from certain reinsurers, depending on the age of the debt and the current rating assigned to the
reinsurer

Credit nsk In respect of premium debt 1s overseen by the Group’s Secunty Committee The key controls include broker
approval, annual financial review and internal rating of brokers and regular monitonng of premium settlement performance

Valuation risk

The Group'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 underying markets The Group’s assets are marked to market at bid price
Pnces are supplied by the custodians, whose pricing processes are covered by their published annual audits, and SSAE 16
reports are obtained

Interest rate nsk

Investors’ expectations for interest rates will impact bond yields The value of the Group's hond holdings 1s therefore subject to
fluctuation as bond yields nse and fall If the yield falls the capital value will nse, and vice versa The sensitivity of the pnce of
a bond 1s indicated by its duration The greater the duration of a secunty the greater its pnce volatility This nsk 1s mitigated by
continual review of our investment strategies Overall the Group seeks to balance the potential for adverse results ansing from
interest rate movements against investment return

16




Notes to the accounts (continued)

Foreign exchange risk

Policyholders’ assets are held i the base currencies of Stering, US dollars and Canadian dollars, which represent the
majonty of the Group’s habilities by currency This imits underlying foreign exchange nsk

Foreign exchange exposure also anses when business 1s wntten in non-base currencies These transactions are converted
into sterling at the prevailing spot rate once the prermum 15 recewed Consequently there 1s 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 s to be seltled, therefore the Group I1s exposed to exchange rate nsk between
the claim being made and the settlement being paid

Foreign exchange nsk 1s mitigaled by internal monitoring which includes asset and hability matching It 15 not management's
intention to take speculative currency positions In order to make currency gains Overall the Group’s foreign exchange nsk
appetite seeks to minimise the potential for adverse results ansing from foreign exchange rate movements

Liquidity risk

It 1s important to ensure that claims are paid as they fall due Levels of cash are therefore managed on a daily basis  Liquid
assets are also held in excess of the immediate requirements to avord the Group having to be a forced seller of any of its
assets, which may result in prices below market value being realised, espeaally in periods of below normal investment market
activity This practice of limiing the extent of duration divergence between the policyholders’ assets and the hiabilities helps to
reduce the nsk of a cash flow rmismatch

Liguidity in the event of a major disaster 1s tested regularly using intemal cash flow forecasts and reahstic disaster scenanos
Regulatory risk

Regulatory nisk is the nsk that the Group fails to meet the regulatory requirements of the Financial Services Authority until 31
March 2013 and Prudential Regulatory Authonty (PRA) thereafter and Lloyd's Lloyd's requirements include those imposed on
the Lloyd's market by overseas regulators, particularly in respect of US Situs business AEGIS London has a Compliance
Officer who monitors regulatory developments and assesses the impact on our policy

Operational nsk

Operational risk 1s the nisk that fallure of people, systems or processes leads to losses 1o the Group The Company manages
these nsks through intemal comphance monitonng and the use of detailed procedure manuals In addition, AEGIS London
has an Internal Audit department which assists the business to meet the strategic and operational objectives of the Group
through the provision of independent appraisal of the adequacy and effectiveness of internal controls 1n operation and o
provide reasonable assurance as to the adequacy of systems and procedures to enable comphance with all relevant
regulatory and legal requirements
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3 Segmental analysis

(continued)

The directors regard the transaction of general insurance business in the United Kingdom as the only business segment

2012

Marine, aviation and
transport

Fire and other damage
to property

Third party hability
Miscellaneous

Retnsurance
acceptances

Quota share agreement

2011

Marine, aviation and
transport

Fire and other damage
to property

Third party hiabihty
Miscellaneous

Reinsurance
acceptances

Gross Gross Gross Gross Reinsurance
premiums premum claims incurred operating balance
written eamed expenses
£m £m £m £m £m
725 695 (40 7) (210) (2 4)
126 7 1173 (62 4) (36 4) (58)
54 8 451 (26 1) (15 8) (16)
30 42 {2 8) {10) 00
2570 2361 (1320) (74 2) {9 8)
114 3 1186 (737) (330) (30}
- - - - 06
3713 3547 {205 7) {107 2) (12 2)
Gross Gross Gross Gross Reinsurance
premiums premium claims operating balance
written earned mcurred expenses
£m £m £m £m £m
695 632 (37 0) (19 5) (32)
104 8 96 1 (57 7) {29 4) 51)
526 426 (26 5) (14 8) 27}
30 24 (286) (0 8) [(039))
2299 2043 (123 8) (64 5) (110)
999 1036 {66 3) (24 1) {2 8)
3208 3079 (190 1) (88 6) {13 8)

The net assets of Syndicate 1225 are managed as a whole and are not allocated to a separate business segment




Notes to the accounts (continued)

4 Brockerage

Gross premiums wntten are stated before the deduction of brokerage Brokerage for the year was £81 3m (2011 £71 1m)

5. Profit on ordinary activities before taxation

Profit on ordinary activities 1s stated after charging 2012 2011
£ £
Auditor's remuneration
- Audit 175,000 120,800
Non audit fees
- Taxation services 18,500 18,500
6 Net operating expenses
2012 2011
£m £m
Acquisition expenses 813 711
Change 1n net deferred acquisition costs 49) (59
Administrative expenses 291 246
Reinsurers commissions and profit participations (32 00
Profit/(loss) on exchange 49 (12)
107 2 836
7 Staff costs
Employees
At 31 December 2012 the Group employed 116 full time members of staff (2011 104) The average monthly number of
employees including executive directors dunng the year was 106 (2011 99) analysed as follows
2012 2011
Administration and finance 46 45
Underwnting and reinsurance 53 47
Claims 7 7
106 99
Staff costs (including directors’ remuneration) 2012 2011
£m fm
Wages and salanes 219 156
Social secunty costs 29 21
Other pension costs 14 11
262 18 8

Included within wages and salanes above I1s profit-related remuneration payable to staff of £12 5 million {2011 £7 0 milion)




Notes to the accounts (continuea)

Directors’ remuneration

2012 2011

£m £m

Emoluments 35 32
Pension contnbutions 03 02
Compensation for loss of office - 01
38 35

2012 2011

£m £m

Highest paid director’s total emoluments 08 o7
Number of directors to whom retrement benefits are accruing under a defined 7 7

contribution pension scheme

Director's remuneration payments for the group were made by AEGIS Managing Agency Limited, a subsidiary of AEGIS
London Holdings Limited The emoluments of the executive directors In respect of services provided to AEGIS London

Holdings Limited Company during the period were £nit (2011 £nil)

Defined contribution pension scheme

The Group's contnbutions for the year are shown above The assets for the scheme are held separately from those of the

Group’s In an independently administered fund At 31 December 2012 ne contributions had been prepaid (2011 £mil)

8 Prior years' claims provision

The prowvision for claims at the beginning of the year as compared with net payments and provisions at the end of the yearin

respect of pnor years' claims provision are as follows

2012 201

£m £m

Favourable movement in technical provisions 208 230
9 Investment income

2012 2011

£m £m

Income from investments 194 16 4

Unrealised investment gains / (losses) 11 (02)

Realised investment gains / (losses) 54 (09)

Investment management charges (0 9) (11)

250 14 2
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Notes to the accounts (continued)

10. Tax charge on ordinary activities

a) Analysis of the tax charge in the peniod

- UK Corporation tax charge and prnior year adjustments
- US taxes

- US tax prior year adjustment

- Other foreign tax {credits) / suffered

- Total current tax charge for the year
- Deferred tax {credit) /charge (Note 17)

Total charge for the year
b) Factors affecting the tax charge for the year

The tax charge for the year 1s different from the standard rate of corporation tax in the UK
The differences are explained below

Profit on ordinary activities before tax

Profit on ordinary activites multiplied by the blended rate of corporation tax of 24 5%
{2011 26 5%)

Effects of

QOverseas tax

Amounts not taxable in the current period - technical account balances
Movement in other short-term timing differences

2008 / 2007 year of account underwnting result

Foreign tax credits

Expenses not deductible for tax purposes

Capital allowances less than depreciation

Adjustments in respect of prior penods

Double taxation rehef

Current tax charge for the year

c) Factors that may affect future tax charges

2012 2011
£m £m
128 38
86 09
20 {0 8)
02 {0 3)
236 36
(69) 30
167 66

2012 2011
£m £m
411 18 3
101 48
106 03

(117) (8 9)
(22) (03)
18 2 79
0.2 (03}
08 10

- 01

17) (10)
(07) -
236 36

A 953d election has been made under United States tax legislation effectively treating AEGIS Electnc & Gas Intemational

Services Limited as a US corporation for tax purposes and therefore applying a tax rate of 35%

Other compames within the Group are subject to the UK corporaticn tax rate of 24 5% for the year (2011 26 5%) This rate

reduces to 23% from April 2013 and 1s expected to reduce to 21% from Apnil 2014 and to 20% from Apnl 2015
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Notes to the accounts

11 Tangible fixed assets

Cost
At 1 January, 2012

Additions
Disposal

At 31 December, 2012

Depreciation

At 1 January, 2012
Disposal amount
Charge for year

At 31 December, 2012

Net book value
At 31 December, 2012

At 1 January, 2012

12 Investments in subsidianes

Investment in subsidiary

{continued}
Fixtures, fithings Computer

and equipment equipment Total

£m £m £m

24 26 50

(09) (04) (13)

15 22 37

(12) (24) (3 6)

09 04 13

(03) (01 (0 4)

(0 6) 21 (27)

08 01 10

12 02 14
Group Company Group Company
2012 2012 2011 2011
£'000 £'000 £'000 £'000
- 501 - 501

Investments in the companies in the table below were receved on incorporation of AEGIS London Holdings Limited in March
2012 for £100 share capital issued £50,000 investment in AEGIS London Services Limited was also transferred to the
Company from AEGIS Managing Agency Lirited in 2012

Subsidiary undertakings relate to the following investments

AEGIS London Services Limited
AEGIS Managing Agency Limited

AEGIS Electnc & Gas Intemational
Services Limited

AEGIS Electnc & Gas International
Services 2 Limited

AEGIS Electne & Gas International
Services 3 Limited

AEGIS London Services Canada (Inc)
AEGIS London Adjusting (Canada) Inc

Country of incorporation Principal activity Holding
United Kingdom Service Company Ordinary shares
United Kingdom Managing agent Ordinary shares
United Kingdem Corporate member Ordinary shares
United Kingdom Comorate member Crdinary shares
United Kingdom Corporate member Ordinary shares
Canada Service Company Ordinary shares
Canada Service Company Ordinary shares

22

%

100
100

100
100
100

100
100



Notes to the accounts (continued)

13. Debtors anising out of direct insurance and reinsurance operations

Debtors ansing out of direct Insurance operations
Debtors ansing out of reinsurance operations

14 Creditors ansing out of direct insurance and reinsurance operations

Creditors ansing out of direct insurance operations
Creditors ansing out of reinsurance operations

15 Financial investments

Shares & other vanable yield secunties & unit trusts
Debt secunities & other fixed income secunties
Loans guaranteed by mortgage

2012 2011

£m £m

749 685

86 105

835 790

2012 2011

£m £m

17 21

335 270

352 291
At valuation At valuation At cost At cost
2012 201 2012 2011
£m £m £m £m

647 475 64 4 48 6

3212 3414 3199 3358
1107 734 109 0 726
496 6 462 3 493 3 457 0

Of the above categones all shares and other vanable yield secunty investments together wth all loans guaranteed by
mortgage are listed on recogrsed stock exchanges Debt secunties and other fixed income secunties listed on recognised

stock exchanges have a carrying value of £276 5m
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16 Technical provisions

(continued)

Prowvision for Claims Total
unearned outstanding
premium
£m £m £m
Gross
At 1 January 2012
{165 1) {468 0) {633 1)
Movement in techrucal account (16 6) (187) {(353)
Foreign exchange movement 62 165 227
At 31 December 2012 {175 5) (470 2) (645 7)
Reinsurance
At 1 January 2012 130 97 0 1100
Maovement in techmical account 93 251 344
Foreign exchange movement 40 (43) (03)
At 31 December 2012 263 1178 1441
Net
At 31 December 2012 (149 2) (352 4) (501 6)
(152 1) (3710} {523 1)

At 31 December 2011

The exchange rate movement reflects the difference between the technical account movement, which 1s at average rates of
exchange for the year and the opening provision, which 1s at closing rates of exchange

17. Deferred tax asset

Unrecognised deferred tax

Underwnting

Other timing

results differences Total

£m £m £m

At 1 January 2012 {130) 02 (12 8)

Prior year adjustment to deferred tax 09 - 09

Reduction in opening deferred tax llability due to change in corporation tax 10 ) 10
rate

Current year deferred tax movement 52 {2 0) 32

At 31 December 2012 (59 (18) 77

Offset of UK deferred tax following election to tax as a US corporation 59 18 77

Deferred tax balance in balance sheet as at 31 December 2012 00 00 00

A UK deferred tax hability has not been recognised in AISL, as the crystallisation of the UK hability will give nse to foreign tax
credits which are considered to be utihsable against AISL's US taxes ansing from future profits subject to US tax A deferred
US tax hability and deferred tax asset in respect of US capital losses carned forward are therefore recognised in AISL (and on
consolidation below) at the prevailing rate of 35% A UK deferred tax asset recogrused in AMAL's accounts 1s also included for
consolidation purposes This s recognised at 23% as at 31 December 2012, being the rate substantively enacted at the
Balance Sheet date
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Notes to the accounts (continued)

Recognised deferred tax US deferred Capital Totat deferred Deferred tax Total
earnings losses tax hability asset - AMAL
£m £m £m £m fm
At 1 January 2012 {11 0} 21 (8 9} 33 (5 6}
Prior year adjustment to deferred tax 03 01 04 (0 5) (o1
Current year deferred tax movement 78 {13) 65 o8 73
Tax rate change - - - (0 3) (0 3)
At 31 December 2012 (29) 09 {20) a3 13
Total deferred tax credit / {charge) 2012 69
Total deferred tax credit / (charge) 2011 (30)
18. Other debtors
2012 2011
£m £m
Amounts due from reinsurance profit participations 06 -
Corporation tax asset 42 -
Other debtors 47 16
96 186
19. Other creditors amounts falling due withun one year
2012 2011
£m £fm
Amount due to AEGIS Holding Inc 197 208
Corporation tax habihty 207 31
Other taxes and social secunty costs 04 04
40 8 248
20 Creditors. amounts falling due after more than one year
2012 2011
£m £m
Accruals and deferred income 161 112
Subordinated loan provided by the ullimate parent and controlling entity 20 20
181 i32
21. Share capital
2012 2011
£ £
Allotted, called up and fully paid — 100 £ 1 Ordinary shares 100 100

The share capital of the company was allotted dunng 2012
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Notes to the accounts (continueq)

22 Reconcihation of movements in Group and Company shareholders’ funds

Group Company Group Company
2012 2012 2011 2011
£m £m £m £m
Profit for the financial year 24 4 - 115 -
Opening shareholders' funds as previcusly stated 92 4 - 809 -
Closing shareholders' funds 116 8 - 92 4 -
Loss atinbutable to the Company in 2012 was £12,000
23 Capital and operating lease commitments
There were no capital commitments at 31 December 2012
2012 2012 2042 2011
£m £m £m £m
Plant & Qther
machinery leases Total Total
Total operating lease commitments 01 30 31 34
Less amounts due in more than one year {0 1) {2 6) 27) (30)
Operating lease commitment payable in the next year - 04 04 o4

24 Commitments

There were no capital or lease commitments at 31 December 2012 (2011 £ml} The asseis of the Group are subject to
restrictions on use or transfer as follows

a) Assets of the 2010, 2011 and 2012 years of account of Syndicate 1225 as at 31 December 2012 amounting to £367 1m
(as at 31 Decermber 2011 n respect of the 2009, 2010 and 2011 years of account £447 Om) are held subject to the Lloyd's
Premum Trust Deeds Profits cannot be fully released from the Premium Trust Fund to the Company until the close of the
2010, 2011 and 2012 underwriting years of account

b) The Group's parent has provided funds at Lloyd's {*FAL") of $176m (2011 $176m) to support the future underwnting of
the Company by means of a Letter of Credrt in favour of the Cerporation of Lloyd's

The level of FAL that Lloyd’s requires a member to maintam is determined by Lloyd's based on FSA (PRA from 1 Apnl 2013)
requirements and resource criteria FAL has regard to a number of factors including the nature and amount of nsk to be
underwntten by the member and the assessment of the reserving nsk in respect of business that has been underwnitten

Since FAL 1s not under the management of the managing agent, no amount has been shown in these financial statements by
way of such capital resources However, the managing agent 1s able to make a call on the members’ FAL to meet liquidity
requirements or to settle losses

25. Related party transactions

The Group has taken advantage of the exemption allowed by Financial Reporting Standard 8 not to disclose related party
transactions with its parent undertaking and fellow subsidiary undertakings No contract existed at any time dunng the penod
in which a director or key manager was matenally interested or which required disclosure as a refated parly transaction as
defined under Financial Reporting Standard 8

26 Ultimate parent company

The Company’s immediate parent 1s AEGIS Holding Inc, incorporated in the USA and the ulimate parent and controlling party
1s Associated Electric & Gas Insurance Services Limited (AEGIS), ncorporated in Bermuda AEGIS is the largest group of
undertakings for which group accounls are prepared A copy of the group accounts may be obtained from 1 Meadowlands
Plaza, East Rutherford, NJ 07073
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Directors’ report

The directors of AEGIS London Holdings Limited present their report and audited financial statements for the year ended 31
December 2012

Directors

The directors who held office dunng the year were as follows (all appointed 1 June 2012)
C D Forbes
A J Magurre

W von Schack
S R Davies

Principal activity, review of business and future developments
AEGIS London Holdings Limited combining the companies hsted in note 12 was incorporated on 9 March 2012 The prnincipal

activity of the Group 1s the transaction of general insurance and reinsurance business in the United Kingdom A financial
review 15 given In the ‘Financial Report’ sechion, pages 4to 5

Proposed dividend and transfer to reserves
There 15 no dwvidend proposed for the year ended 31 December 2012 (2011 £mil)
Going concern

Details regarding the going concern ¢an be found in the Notes to the accounts The Board has satisfied itself that the Group
has adequale resources to continue in operation for the foreseeable future

In relation to the use of financial instruments, the financial nsk management objectives and policies of the Group as well as the

Use of financial instruments
exposure of the Group to nsk are discussed in note 2 of these accounts
\
|

Principal nsks and uncertainties

A review of the principal nsks and uncertainties facing the business I1s given In nole 2 of these accounts The Group has
considerable financial resources to meet its financial needs and manages a mature portfolio of insurance nsk through an
experienced and stable team The directors believe that the Group 1s well positioned to manage its business nsks successfully
in the current economic environment

Auditor

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

. So far as the director 1s aware, there 15 no relevant audit infermation of which the Company’s auditer 1s unaware, and

. The director has taken all the steps that he or she ought 1o have taken as a director in order to make himself / herself
aware of any relevant audit information and to establish that the Company’s auditor 1s aware of that information

This confirmation 1s given and should be interpreted in accordance with the provision of s418 of the Companies Act 2006

Deloitte LLP has indicated its wilingness to be appointed for another term and approprate arrangements have been put in
place for them to be appointed as auditors
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Approved by the Board of Directors on 7 March 2013 and signed on 15 May 2013 on its behalf by

Stuart Davies
Managing Director
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Director’s responsibilities statement

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

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

select surtable accounting policies and then apply them consistently,

make Jjudgments and accounting estimates that are reasonable and prudent,

slate whether applicable UK Accounting Standards have heen followed, subject to any matenal departures disclosed
and explamned in the finanoial statements, and

prepare the financial statements on the geing concern basis unless it is inappropnate to presume that the Company
will continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company's
transactions and disclose with reasonable accuracy at any tme the financtal 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
irregularifies
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Independent Auditor's Report to the Member of AEGIS London
Holdings Limited

We have audited the financial statements of AEGIS London Holdings Limited for the year ended 31 December 2012 which
comprise the Consolidated Profit and Loss Account, the Consolidated Balance Sheet, the Company Balance Sheet and the
related notes 1 to 26 The financial reporting framework that has been applied in their preparation 1s applicable law and
United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies
Act 2006 OQur audit work has been undertaken so that we might state to the Company's members those matters we are
required to state to them in an auditor's 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 members as a body, for our audit
work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

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

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 matenal misstatement, whether caused by fraud or error
This iIncludes an assessment of whether the accounting policies are appropnate to the Group’s and the parent Company’s
circumstances and have been consistently applied and adequately disclosed, the reasonableness of significant accounting
estimates made by the directors, and the overall presentation of the financial statements In addition, we read ali the financial
and non-financial information in the annual report to identify matenal nconsistencies with the audited financial statements  if
we become aware of any apparent material misstatements or inconsistencies we consider the mplications for our report

Opimon on financial statements
In our opinion the financial statements

. give a true and fair view of the state of the Group’s and the parent Company’s affairs as at 31 December 2012 and of
the Group's profit for the year then ended,

. have been properly prepared In accordance with United Kingdom Generally Accepted Accounting Practice, and

. have been prepared in accordance wth the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opimon the information given in the Directors’ Report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2008 requires us to report to you if, in

our opinion

. adequate accounting records have not been kept by the parent Company, or returns adequate for our audit have not
been receved from branches not visited by us, or

. the parent Company financial statements are not in agreement with the accounting recerds and returns, or

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

. we have not received all the mformation and explanations we require for our audit

(et

Cohn Rawlings FCA {Senior Statutory Auditor)
for and on behalf of Deloitte LLP on 15 May 2013
Chartered Accountants and Statutory Auditor
London, United Kingdom
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The directors of AEGIS London Holdings Limited at 31 December 2012 were

A J Maguire
C D Forbes
W Von Schack
SR Davies

Company Secretary
Registered Office

Registered Number

Non-execufive Chaiman
Non-exacutive
Non-execulive
Managing Director

Haytey Connell
33 Gracechurch Street, London, EC3V 0BT

7984021

Directors and administration

Appointed
Appointed
Appointed
Appointed

010612
010612
010612
010612
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