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Review of the year

The focus for the year was Phase 2 of the reinsurance agreement completed on 30 March 2007
with National Indemnity Company {‘National Indemnity’), a member of the Berkshire
Hathaway group of insurance companies. A review of the development of the transaction with
National Indemnity is set out below, 2

The National Indemnity Reinsurance Agreement

Overview

There are two phases to the transaction. The first phase involving the purchase of a very
significant additional reinsurance cover was completed in 2007 and is outlined below. The
second phase involves seeking the approval of the High Court to transfer Names' obligations 1o
policyholders to a new specially formed Group company, Equitas Insurance Limited. Further
details of the second phase are set out on page 6.

Phase 1

With effect from 30 March 2007, National Indemnity reinsured all of Equitas’ reinsurance
aobligations and provided an additional $5.7 billion of reinsurance cover over and above the
existing Equitas reserves at 31 March 2006, less claims payments made and reinsurance
recoveries received between 1 April 2006 and 31 March 2007,

The additional reinsurance cover available at the year end is set out in the table helow:

2009 2008

$m £m
Additional reinsurance cover available at 17 April 5,643 5,623
Movement in provisions (310 a4
Exchanpe differences (38} {68}
Additional reinsurance cover available at 31 March 5,295 5,643

As at 31 March 2009, $405 million {or 7.1%) (2008: $57 million {(or 1.0%)) of the $5.7 billion
of reinsurance cover purchased from National Indemnity has been utilised to cover reserve
deterioration since 1 April 2006. The cover remaining that is not yet required is not shown in
the financial statements,

The enhanced level of cover remaining to meet potential liabilities significantly strengthens the
Group financial position, The risk that assets will not be sufficient to meet the liabilities as they
fall due was significantly reduced as a result of the reinsurance arrangement.

Return Premium

Following the purchase of the reinsurance from National Indemnity, Equitas approved an
aggregate return premium of £50 million to be paid to the approximately 34,000 Reinsured
Names, Lioncover and Centrewrite Limited in accordance with their respective entitlements,
This amount was provided for in the financial statements for 2007. At 31 March 2009, 27,954
(2008: 27,760) of those entitled to a return premium have been paid their entitlement. This
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accounts for £44 million (2008: £43 million) of the total return premium. The balance is
payable to the remaining Reinsured Names or their estates on satisfaction by them of
outstanding procedural requirements.

How the run-off is managed

Resolute Management Services Limited ('RMSL'), a member of the Berkshire Hathaway Group,
manages the run-off as agent for Names. The costs of running RMSL are met by National
Indemnity, for as long as the total of claims paid (net of reinsurance recoveries) by National
Indemnity is less than the total cover provided. RMSL is entitled to exercise wide powers to
manage the refroceded business and is required to exercise those powers in the interests of
Equitas and Names,

Role of Equitas

While the reinsurance agreement concluded on 30 March 2007 provides very significant
additional reinsurance cover to Equitas, it does not disturb the existing chain of reinsurance
established as part of Lloyd's Reconstruction and Renewal. Since Names remain ultimately
responsible for their insurance liabilities before Phase 2 of the transaction is completed, the
agreement includes a number of provisions that allow continued monitoring of the run-off. Jane
Barker, as Chief Executive, carries out this monitoring function, reporting to the Board.

Protection

RM5L manages the claims adjusting process. National Indemnity will not be required to
provide security for its reinsurance obligations for so long as National Indemnity’s insurer
financial strength rating, as measured by Standard & Poor's, remains at AA- or higher. If,
however, National Indemnity’s rating were to drop below this level, it must either provide a
letter of credit or establish a trust fund, equal 1o 102 per cent of its net liabilities under the
agreement (provided that this does not exceed the remaining reinsurance cover), plus estimated
future operating expenses. If National Indemnity's rating falls below A- then the 102 per cent
requirement increases to 125 per cent (provided that this does not exceed the remaining
reinsurance cover),

Although Mational Indemnity has had some ratings downgrades since the year end, at the date
of this report it has the highest insurer financial strength ratings awarded to a reinsurer and the
Standard & Poor's rating remains at AAA, The Berkshire Hathaway group (of which National
Indemnity is a part) had ratings downgrades in March 2009, but those changes were modest
compared to the changes in ratings for other financial institutions.

Further information about the ratings of National Indemnity and the Berkshire Hathaway group
Is given on page 12.

The trust fund arrangements in North America that ring fence assets to match a large proportion
of the liabilities that Equitas reinsures continue, thus providing additional protection to
policyholders.



Equitas Holdings Limited Repont & Accounts 2009

Result for the year

During the year ended 31 March 2009 the Group earned £5 million investment income
(2008: £7 million) while corporate expenses amounted to £8 million (2008: £2 million),
producing a deficit before tax for the year of £3 million (2008: £5 million surplus) and a deficit
of £2 million (2008: £4 million surplus) after Corporation Tax, Corporate expenses include
almost £7 million (2008: £1 million} of expenses relating to Phase 2 Pant VII. The part VIl costs
include £1.9m paid to PricewaterhouseCoopers for project management and actuarial advice,
£1.3m in respect of the Independent Expert and his legal advisers and £2.7m for legal costs in
the UK and overseas.

The accumulated surplus remaining in the Group as at 31 March 2009 is £104 million (2008
£106 million).

The Group's Investments are held in liquid bank deposits and short term liquidity funds. As a
result the investment return has been close to the Bank of England base rate and has fallen
sharply during the year,

The tables below explain how the retained surplus and claims and reinsurance reserves have
moved during the vear.

Retained surplus
£im £m

Retained surplus at 1 April 2008 106
Investment return |ess expenses (3)
Reassessment of:

Claims (342)

Reinsurances 342
Result for the vear (3)
Corporation Tax ]
Retained surplus at 31 March 2009 104

A comprehensive actuarial review was conducted at the end of August 2008 which was
updated to reflect movements to 31 March 2009. The technigues used are described in note 2
an page 25. In overall terms, the review showed that the estimate of insurance liabilities
required no material net adjustment from the prior year. However, the actuarial review has
increased the reserves for asbestos liabilities, for several other more minor claims categories
and for legal costs of defending claims,

The liabilities of £5,850 million are shown in the table below on page 5 and are covered by the
reinsurance from National Indemnity.
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Provision for claims outstanding

Clalms  Reinsurance MNet

£m £y £m

Provisions at 1 April 2008 4,429 (4,429) -
Payments, receipts and accruals (287) 287 =
Reassessment of liabilities and reinsurances 342 (342) -
Exchange movements 1,366 {1,366) .
Provisions at 31 March 2009 5,850 {5,850) -

The provisions do not include any operating expense reserves since operating expenses are met
by National Indemnity.

Performance measurement

The key measures of the Group's performance are shown in the table below.

Key measure What does it show?
Reinsurance cover The amount of reinsurance cover remaining less the estimate
remaining of the current and future liabilities reinsured by the Group. It

represents the margin available to cover future reserve
deterioration

Surplus The surplus available to fund the Group expenses in
monitoring the run-off, achieving phase 2 of the transaction
and for further return of premium

Gross undiscounted claims  The expected total remaining liabilities before any deduction
outstanding for reinsurance on an undiscounted basis

The Group's key performance measures as defined above for the year to 31 March 2009 are set
out in the table below:

2009 208

fm im

Reinsurance cover remaining 5,295 5,643
£m L

Surplus 104 106
Gross undiscounted claims outstanding 5,850 4,429
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All measures of the reinsurance cover from MNational Indemnity are expressed in US dollars in
accordance with the reinsurance contract, The exchange rates used to calculate the cover are
fixed at the rates prevailing on 31 March 2006.

Phase 2

The remaining important objective for the Group is to achieve a transfer of all the reinsured
liabilities from Names thus providing true finality under English law. This second phase (should
it be approved by the High Court) will involve the transfer of Names’ obligations to
policyholders to Equitas Insurance Limited, a new insurance company within the Group
specially formed for the purpose, If completed and if recognised by foreign courts, this Transfer
of Business will achieve the Group’s ultimate objective of securing complete finality for Names.

Equitas has the option to purchase further reinsurance from National Indemnity of up 10 $1.3
billion at a cost of up to £40 million, provided the transfer is completed by 31 December 2009,
In the absence of any unforeseen developments, the Board of Equitas intends to buy all $1.3
billien additional reinsurance available under the agreement with National !ndemnml,ﬂ
Company. The option to purchase the additional reinsurance cover is not available in the
unlikely event that Equitas’ net undiscounted reserves (inclusive of IBNR) have deteriorated by
maore than US$2 billion since 31 March 2006, Up to 31 March 2009, the undiscounted
reserves had deteriorated by US$405m (2008: US$57m),

The Transfer of Business will be implemented under the provisions of the Financial Services
and Markets Act 2000 ('FSMA 2000°) which govern the transfer of insurance portfolios. A
scheme such as this is sometimes generally referred to as a “novation” insofar as it allows the
transfer of both rights and liabilities, although, unlike a novation, it does not require the consent
of the transferred policyholders and is more comprehensive in scope; for example, it allows the
rights to reinsurance recoveries to be transferred as well as the underlying policies.
Amendments were made to FSMA 2000 in July 2008 to permit those Names who ceased to be
underwriting members of Lloyd’s prior to December 1996 to participate in the transfer.

FSMA 2000 requires the Transfer of Business to be approved by the High Court. It cannot be
guaranteed that the High Court will give this approval. However, Equitas is optimistic that the
High Court’s approval will be obtained, particularly as the Transfer of Business would enable
additional reinsurance cover of up to US$1.3 billion to be purchased for the ultimate benefit of
policyholders, The hearing is scheduled to take place on or about 24 June 2009,

At Phase | we explained that any further distribution to Names would depend on requirements
for regulatory capital and other constraints. The FSA has decided that, having regard to such
matters, they will not permit a further return premium to be paid at this time. The remaining
assets, which are estimated to be approximately £80 million after the transfer of business, will
be retained to maintain the required FSA capital levels and to fund the ongoing governance
costs of the Group. It is likely to be many years before the Group will be in a position to
consider any further return premium payments, and it is possible that such payments may never
be made.
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Conclusion

Phase 1 of the transaction with National Indemnity transformed the level of resources available
te meet any uncertainties and consequently the Board of Equitas believes the prospect of the
failure of Equitas to be extremely remote. If Equitas is successful in obtaining the Transfer of
Business, Names will no longer be liable under English law for any future claims by
policyhalders,
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Board of Directors

Hugh Stevenson - Chairman
Jane Barker - Chief Executive Officer
Sean McGovern - Lloyd's Nominated Director

Richard Spooner - Trustees Nominated Director
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Directors’ report
for the year ended 31 March 2009

The Directars present their report and the audited financial statements for the financial year
ended 31 March 2009,

Principal activities
Background to the Group

The Equitas Group was formed as pan of the Lloyd's Reconstruction and Renewal Plan to
reinsure the liabilities of Lloyd's of London syndicates allocated to the 1992 and prior years of
account, other than life syndicates, and to perform the run-off of these liabilities. Equitas
Reinsurance Limited ("ERL") completed the reinsurance of the 1992 and prior years’ business,
except business previously reinsured by Lioncover Insurance Company Limited (“Lioncover
business'), with effect from 3 September 1996 and reinsured the Lioncover business with effect
from 18 December 1997, It retroceded these businesses to Equitas Limited. Equitas
Reinsurance Limited and Equitas Limited are authorised and regulated under the Financial
Services and Markets Act 2000 by the Financial Services Authaority.

During the year a newly formed company, Equitas Insurance Limited (“Equitas Insurance”), was
acquired by the group. Equitas Insurance was formed for the specific purpose of accepting the
transfer of Lloyd’s Names 1992 and prior year business pursuant to the Part VI transfer
described on page 6. It is a wholly owned subsidiary of the Company and is authorised and
regulated under the Financial Services and Markets Act 2000 by the Financial Services
Authority. It is only authorised to effect and carry out the business that is ta be transferred to it
pursuant to the Part VI transfer and cannot accept any new business.

The National Indemnity Transaction

On 30 March 2007 Equitas Limited entered into a major whole account retrocession agreement
with Mational Indemnity Company, a member of the Berkshire Hathaway group of companies.

That transaction, and its implicaticons for the Group, is outlined in the Review of the year on
pages 2 to 7.

Reinsurance and Run-off Contract
The reinsurance and run-off contract (*RROC™ pursuant to which Equitas reinsured Names’

liabilities in September 1996 permits ERL to require Names to confirm their addresses and in
that event Names must do so within 21 days.. No such request is made at this time.

















































































