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REPORT OF THE DIRECTORS

The Directors present their annual report together with the
audited financial statements of Great Lakes Reinsurance (UK)
PLC (“the Company”) for the year ended 31 December 2009
and the auditor's report thereon.

Principal Activities

The Company’s principal activity is the transaction of general
insurance business.

Business ReView

OverView

. The Company is a FSA regulated insurer and acts as an
insurance vehicle for the Munich Re Group (‘M
opportunities for MR and managing business using its wide
range of insurance licenses. The majority of the Company’s

. business is sourced in the UK, the USA via an extensive range :

* of US licenses and passport opportunities in the EU. The
Company operations in Sydney, Australia and in Zurich,

Switzerland are Conducted via its permanent establishments.

More information about the Company, its people and its
service offerings are outlinedin.the Company:website at
www.greatlakes.co.uk.

Results and Dividends , ‘
The results for the year are set out on-pages 8 t0:10.:The 2009

_ business year produced an operating profit after tax of £49.0m:

in comparison with £70.6m in 2008, .. =

The Directors approved and paid interim dividends of £55.2m
during the course of the financial year (£13.5m in 2008) to its
parent entity, Miinchener Rickversicherungs-Gesellschaft AG,
a company incorporated in Germany with limited liability. The

~shareholders” funds of the Company as at 31 Decembaer 2009

total £292.6mv_(20’0,8 £297.3m).

Sources of business

The Company uses two distinct models for accessing insurance

business - delegated acceptances.via agency agreements and
individual acceptances of large single risks. The principal
reinsurance partner is MR, which enables the Company to
obtain additional capaCity, expertise and resources.

Agency Arrangements """

“This is the dominant component of the portfalio in terms of

_ premium volume. Business is accepted under either a tailored form
- of Agency Agreement or Co-insurance arrangement, for which

Gross written premium income in 2009 amounted to £1,078.4m
(£8636m in 2008). Each arrangement is specific to a market
segment, ranging from large risks or smaller commercial risks,

R"), developing

through to personal lines. The classes of business covered include
Motor, Travel, Aviation, Health, Property, Marine and Jewellers Block.

Large Single Risk Business

The Company underwrites single large risks of corporaté clients
in the London Market and acquires most business of this type
through brokers: Gross written premium income in 2009
amounted to £359.5m (£260.2m in 2008). The Company
retains the business it underwrites through its Munich-American
Risk Partners (“MARP London”) brand. l\/lARP‘oﬁers a highly
respected underwriting service to target clients, which are
Fortune 5000 companies and other large corporates and their
captives who demonstrate a.commitment to risk management,
risk retention, loss prevention and loss control. Standard and
bespoke solutiofis in the classes of Property, Casualty and
S’peciality Lines including Professional indemnity, Directors’ and
Employment Practices Liability and Fiduciary Liability are
developed- through close cooperation with the clients.

Management and Employees ‘

The Company has'a management agreement with Great
Lakes Services Limited, its wholly ownéd subsidiary, which
employs UK personnel, provides the administration of
expenses and full management services: Accordingly the

Company has no employees of its own.

High Level Strategy '
The Company's principal mission is to add value to the Munich

“Re Group by:being-a best practice insurance solutions

provider. The Company aims to achieve this by benchmarking
itself.against MR, the London Market and regulatory standards.

The Company also contributes and'subscribes to MR best
practice standards for the operation of agency programme
arrangements, and collectively these measures help to de-risk

‘the operational aspects of the business to acceptable levels.

transactions and has developed a risk based system for.
monitoring the agency busiriess. Strategy is formulated during
the annual planning process when a business plan is
developed and approved, and implementation is controlled
and measured via the regular initiatives monitoring. The:
necessary challenge is provided by a quarterly Board review

- process. The strategy and resulting initiative’s are communicated
“to staff and individual performance objectives are aligned with

these. The Company is committed to empowering staff to
make decisions in line with appropriate levels of authority.

Alongside other European irisurers we are progressing towards

compliance with the Solvency Il Directive which is due for
implementation in October 2012. A programme has been
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established as part of the wider MR Solvency Il project and we
are confident of meeting all the key dates and deliverables.

Key Performance Indicators (“KPls")
Performance during the current year together wrth the
comparative data is set out below:

The overall level of gross written premium in 2009 was 26.8%
higher compared to 2008. The key focus remains on profitable
underwriting and cycle management, whereby redictions in
our participation for certain classes of business have been
offset by new business developments in other areas.

Gross loss and combined ratios highlight ongoing positive
underwriting performance. Continued monitoring of our
solvency adequacy with a very satisfactory margin ensures
compliance with regulatory requirements and efficient capital
management. The Company is rated A+ Superior by A M Best
and AA- Strong by Standard and Poor’s.

Investments

In 2009, the Company generated net investment return of £11.2m
(2008 £49.0m). The major decrease is attr.rbutable to capital.
movements on holding very high quality fixed interest securities
(91% being government bond holdings) that benefited in 2008
from the increased performance due to-credit issues impacting
financial markets. There is no exposure to mortgage backed or
collateralised debt instruments in the investment portfolio.

The Company has outsourced day to day investment
managementand administration to the group's in-house asset
manager MEAG MUNICH ERGO Assetl\/lanagementGmbH.

Principal Risks and Uncertainties

The process of risk-acceptance and risk management is
addressed through a framework of policies, procedures and
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internal controls. All policies are subject to Board approval and
ongoing review by management and appropnate Board
committees.

The principal Board committees are: *. '

M The Audit Committee is responsible for-satisfying itself
that a proper internal control framework exists to
manage financial and operational risks and that controls
operate effectively. The committee also reviews the
annual plans of the external and internal auditors and
reviews reports received in respect of their findings.

B The Investment Committee reviews and monitors the
overall investment strategy by approving the investment
mandate, monitoring tne asset-liability matching process
and the performanceé of the investment manager:

W The Remuneration Committee determines the
remuneration of the Executive Directors and Senior
Management. '

The compliance team and finance de‘partment operate an
important oversight role. Compliance with regulation, legal
and ethical standards are a high-priority for the Company. The
Company endeavours to operate to a best practice standard to
comply with both: internal codes of conduct and procedural
coritrols, as well as external statutory and regulatory
requirements. The Company is also updating their risk
management framework with the implementation of a new’
Internal Control System, whilst the existing RADaR system is
further supported by a Tactical Risk Management process in
the interim period. Individual Capital Assessment principles
are used to manage capital requirements and to ensure the
appropriate financial strength and capitalade_quacy supports
business growth, and meets the requirements of policyholders,
regulators, rating agencies and the shareholders.

The principal risks from our insurance business arise from
inaccurate pricing; fluctuations in the timing, frequency and
seventy of claims compared to expectations; rnadequate
reinsurance protections and reserving. Ir:addition, the key
element of the business model is controlling the delegation of
underwriting authority to.agents, which are approved by the
Board. The strategic emphasis of using a partnership
approach with: busrness partners (rncludrng reinsurers) to.
ensure a close cooperatron and a focus on developrng rrsk
to monitor and control its agents. This includes a regular
programme of on-site reviews at the agents.

Financial Risk Management

The Company's business involves the acceptance and
management of risk. The Company has in place a risk
management process, which: is undertaken in accordance with



both the MR Group Risk Management framework and the
Company's Individual Capital Assessment.

A number of risk factors affect the Company's operating results
and financial condition. The financial risk factors affecting the
Company include the effects of market risk, credit risk and
liquidity risk on the financial instruments of the Company.

Market risk is the risk that future changes in market prices
may make a financial instrument less valuable. The primary
market risk that the Company faces is interest rate risk '
because most of its assets are investments that are fixed
interest securities and short term cash deposits, the value of

which is subject to interest rate risk. The.Company maintains.

financial assets with similar duration and cash flow
characteristics as the underlying insurance liabilitiés in order
‘to minimise market risk,

Credit risk is the risk that a counterparty or an issuer of
securities, which the Company holds in its asset portfolio,
defaults or another party fails to perform according to the
terms of the contract. A mandate is in place that restricts
investment exposure to a very low risk in accordance with
the Company risk appetite,

Liquidity risk is the risk that the Company may be unable to
‘meet its payment obligations in a timely manner ata
reasonable cost. Liquidity ma’n'agement in the Company seeks
has access to the funds necessary to cover» 1ts claims
obligations. Most of the Company's assets are highly
marketable securities, which reduces the liquidity risk..

Environment

The Company does not have a major direct enwronmental |mpact
—asit is essentially service based and operatesina
non-manufacturing industry. However, it is aware of its
environmental reésponsibilities and actively strives to reduce its
-carbon footprint. .

Directors & Directors’ Interests

The directors of the Company at the date of this report are set

out on page 2. Changes in directors durlng 2009 and up to the ‘

date of this report are as follows:

Date of appointment Date of resignation

W. Morris 11 June 2009
J. Ludbrook’ 14 November 2009
M.C.F. Hannan 31 December 2009
A. Medniuk 1 January 2010

A. Probstl 1 January 2010

P. Goschl holds one Ordinary share of £10 as trustee. None of
the directors had a beneficial interest in the shares of the
Company. Under the provisions of the Companies Disclosure
of Directors’ Interests (Excéptions) Regulations 20086, the
directors of the Company are exempt from disclosing any
interests in the shares of the ultimate holding company.

Major Shareholdings

The Company is a-wholly owned subsidiary.of Miinchener
Rickversicherungs-Gesellschaft AG, a Company incorporated
in Germany. Copies of the Munich Re Group accounts are
available from Konugmstrasse 107, 80802, Munich, Germany.

Creditors Payment Pohcy

in respect of all its suppliers, it is Company policy to:
B settle the terms of payment with:those suppliers when
agreeing the terms of each transaction;
M ensure that those suppllers are made aware of the terms
of payment;
B abide by the terms of payment; and
W pay all suppliers on a weekly basis

All sup:pli'ers are paidvia the Cpmpany's service company

© " subsidiary, Great Lakes Services Limited; application of the

above policy by that company has led to an average creditor’s
payment period of 15 days.’.

Disclosure of information to Auditors

The directors who held office at the date of approvalof this
Directors’ Report 'c'onfirm that, so far as they are each aware,
there is no relevant information of which the Company’s
audltors are unaware; and that each director has taken all the

© ‘steps that ought to have been taken as a director to be aware
- of any relevant audit.information, and to eeta;blish that the
Company's auditors are aware of that information.

, ;Audltors

KPMG Audit Plc have expressed their willingness to continue in
office as auditors and, in‘accordance with section 384 of the
Companies Act 2006, a resolution propesing their -
reappomtment will be submitted at the annual general megting.

By order of the Board

‘5%%’

8. Driver

Company Secretary
31 March 2010
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STATEMENT OF DIRECTORS' RESPONSIBILITIES
IN RESPECT OF THE DIRECTORS' REPORT AND THE
FINANCIAL STATEMENTS

The Directors are responsible for preparing the Directors’
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. Under the law they have
elected to prepare the financial statements in accordance with
the UK Accounting Standards and applicable law (UK
Generally Accepted Accounting Practice).

Under company law the Directors must not approve the
financial statements unless they are satisfied that they give a :
true and fair view of the state of affairs of the Company and of -
the profit or loss of the Comipany for that petiod. In preparing
these financial statements, the Directors are required to:

B select suitable accounting policies and then apply them
consistently;

B make judgments and estimates that are reasonable and
prudent:

B state whether applicable UK Accounting Standards have
been followed, subject to any material departures
disclosed and explained in the financial statements; and

B prepare the financial statements on the going concern
basis unless it is inappropriate to presume that the
Company will continue in business. v

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 time the financial position of the Company.

and enable them to ensure that the financial statements
comply with the Compames Act 2006, They have general
responsibility for taking such steps as are reasonably open to
them to safeguard the assets of the Company and to prevent o
and detect fraud and other |rregu|ar|t|es '

The Directors are responsible for the maintenance and
integrity of the corporate and financial information included on
the Company's website. Legislation in the UK governing the
preparation and dissemination of financial statements may
differ from leglslatlon in other jurisdictions.
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INDEPENDENT AUDITORS' REPORT
TO THE MEMBERS OF
GREAT LAKES REINSURANCE (UK) PLC

Opiniorj
In our opinion the financial statements:

We have-audited the financial statements of Great Lakes
Reinsurance (UK} Plc for the year ended-31 December 2009
set out on pages 8 to 28. The financial reporting framewark
that has been applied in their preparation is applicable law and
UK Accounting Standards {UK Generally Accepted
Accounting Practice).

W give a true and fair view of the state of the company's
affairs as at 31 December 2009 and of its profit
for the year then ended;

This report is made solely to the.company's members as a
body, in accordance with Chapter 3 of Part 16 of the'
Companies Act 2006. Our audit work has been undertaken so
that we might state to the company’'s members those matters
we are required to state to them in an auditors' report and for
no other purpose. To the fullest extent permitted by law, we do
- not accept or asstime responsibility to anyone other than the
company and the company's members, as-a bady, for our audit
work, for this report, or for the opinions we have formed.

W have been properly prepared in accordance with UK
Generally Accepted Accounting Practice; and

B have been prepared in accordance with the requrrements
of the Companies Act 2006.

Opinion on other matter prescribed by the

Companies Act 2006

In our opinion the information given in the Directors Report for
» » the financial year for which the financial statements are-
Respective responsibilities of directors and auditors prepared is consistent with the financial statements.
As explained more fully in-the Directors' Responsibilities
Statement set out on page 6,the directors are responsible for
the preparation of the financial statements and for being v
- satisfied that they give a true and fair view. Our responsibility
is to audit the financial statements in accordance with

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 2006 requites us to report to you if,
in our opinion:

and Ireland). Those standards require Us to eomply W|th the
Auditing Practices Board's (APB's) Ethical Standards for
Audito.rs.

Scope of the audut of the fmancral statements -

W adequate ‘acc_ounting‘ records have not been kept, or
returns adequate for our audit have not been received
from branches not vrsrted by us; or

] the financial statements are not in agreement with the
accounting records and returns; or

is provided on the APB's web-site at

www.frc.org.uk/apb/scope/UKNP. W certain disclosures of directors’ remuneratron specn‘red

by law are not made; or . .

: . B we have not received all the information and
R k e o explanations we require for our audit. ’

e TS

Mark J Taylor (Senior Statutory Auditor)
for and on behalf of KPMG Audlt Plc, Statutory Audltor

Chartered Accountants
1 Canada Square =~
London E14 5AG

31 March 2010
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PROFIT AND LOSS ACCOUNT

Technical Account - General Business
31 December‘2009 |

2008

Notes 2009 2009 2008
' £'000 £000 £000 - £000
EARNED PREMIUMS, NET OF REINSURANCE Coohe Tm -
Gross premiums written‘ |
Continuing activities 1,449,670 1,142,748_
Discontinued activities 7 499
3 1,449,741 143,247

Outwards reinsurance premiums ” :
Before assumption of liabilities under Part VII transfer 1,369,032 1,063,903
Effect of assumption of liabilities under Part VIl transfer 4 - ‘ 94628
Outward reinsurance breﬁiums | 1,369,632 | 1,158,531?
Net premiums written |
Before assumption of liabilities under Part VIl transfer 80,709 79,344
Effect of assumptioh of Iiabilitieé un:déri:Part \l transfe:r 4 | - (94,628)
Net premiums written 2 80,%05 | : >(15,284)
Change in the gross provision _ -
for unearned premiums - 16 (120,039) i (77,705)
Changeinthe provisionfor - . .. . :
unearned premiums - reinsurers’ share 16 (117,809) = v(56,616)
Change in the net prc;visivb'n'fbr o
unearned premiums (2,230) . (21,089
Earned premiums, net of reinsurance 78,479 5(36,373)
Investment return allocaféd frdm the non-technical accoun.t:. 11,210 48,9‘56
Other technical incorn‘e,kn‘et of reinsufance 22,689 | 18,409
TOTAL TECHNICAL INCOME 112,378 30,992
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PROFIT AND LOSS ACCOUNT

Technical Account - General Business
31 December 2009

2009

Notes 2009 2008 2008
k ‘ £000 £000 3 £TQOO £000
CLA’IMS INCURRED, NEf OF REINSURANCE
Claims paid
- gross amount 687,239 - 693,535
- reinsurers’ bshare 673,375 674,196
- -:net claims paid 13,864 : 19,339
Chan'ge in the provision for-claims
- gross amount 16 L 304,146 30,782
- reinsurers’ share before asstjmptlon of Llabl|ltles | o
under Part VIl transfer 16 309,154 29,131
- effect of assumptionkof Liabilities |
:under Part VIl transfer 16 - 94,628
-remeure@;shme - so91s4 123,759
| net of remsurancebb.e.tore assum‘ptlon of LlablhtleS .....
under Part VIl transfer (5,014) 1,651
- effect of assumption of Liabilities ‘ _
under Part VI transfer - - : (94,628)
- net change in the provision for clalms ‘ k (5,014) | (92,977)
C!alms incurred net ef reinsntance 8850 (73,638)
Net operating expenses 6 : 37,_5_19 19,319
TOTAL CHARGES 46,369 (54,319)
BA’L'ANCE' ON THE TECHN’ICAL ACCOUNT
. FOR GENERAL BUSINESS
 Continuing activities 65692 77,881
Discontinue’déctivities 317 7430
66,00v9‘t | 85,311

GREAT LAKES REINSURANCE (UK) PLC Annual Report 2009 9



PROFIT AND LOSS ACCOUNT

Non-Technical Account
31 December 2009

Notes -

2008

2009 2009
£000 £000 £000 - £000
BALANCE ON"II"HE' GENERAL Bl‘J‘S‘I.NESS B ¢
TECHNICAL ACCOl.]NT 66,009:> 85,311
INVESTMENT RETURN
Investment income 5 7214 20,653
Unrealised gainé ‘on investmentsb kkkkkk 4903 28,943
Investment expenses and cﬁérges ! (907) (646)
Total investment return 11,210 | 48,956‘
Investment return allocated to the technical account (11,216) (48,956)
66,009 55,311
OTHER CHARGES
Exchange gains 1,51? 13,472
OPERATING PROFIT ON ORDINARY L
ACTIVITIES BEFORE TAX ‘ 67,526 98,783
Tax on profit on ordinary activities v 9 18,647 28,152-.
PROFIT ON ORDINARY‘ACT|VITIES AFTER TAX, -
48,979 70,631

RETAINED FOR THE FINANCIAL YEAR
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STATEMENT OF TOTAL
RECOGNISED GAINS AND LOSSES

31 December 2009

" Notes o 2009 2008

£'000 » £000
PROFIT FOR THE FINANCIAL YEAR
48,979 v 70,631
Currency translation gains on foreign currency
net investments E 15 1,517 : 888
TOTAL RECOGNISED GAIN_S RELATING TO THE YEAR o 50,496 71,519

In accordance with the amendment to FRS 3 pubhshed in June 1999 no note of historical cost profits has been prepared as the
companys only material gains and losses on assets relate to the holding and disposal:of investments. :
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BALANCE SHEET

Assets
31 December 2009

Notes

2008

2009
£'000 £000
INVESTMENTS
Financial investments 10 510994 563,811
Deposits With ceding undel;%cél;ings ) | 84,849 ‘25;_'
595,843 563,836
Investment in Subsidiary’ s 50.
REINSURERS' SHARE OF TECHNICAL PROVISIONS |
Unearned premium provision 16 657,343 579,624
Claims outstanding 16 1,768,312 1616743
2,425,655 2,196,367: |
DEBTORS | '
Arising out of direct insurance operations : 1§1 346,925 146,429
Arising out of rei>n‘s£1:rar’1ce operation; 12 ; 4 | 12,976
Tax recoverable ik - | 433
Deferred tax | 9 :'21‘ 27
Other debtors 20 13,285 241
360,235 160,106
OTHER ASSETS |
Cash at bank and m ’han‘d 13 42,177 25,479
PREPAYMENTS AND ACCRUED INCOME ]
Accrued interesf and rent | 5170 a _.:7,649:
Deferred acquisition cost.s - 17 169,497' 109,954.
174,667 117,603
TOTAL ASSETS 3,598,627 T

3,063,441
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BALANCE SHEET

Liabilities -
31 December 2009

Notes | 2009 2008
...... £'000 ‘ L £’000
CAPITAL AND RESERVES ‘{:
Called up share capital 14 ‘ N 114,000 114,000
Profit and Loss Account 15 178566 183,270
Shareholders’ funds attributable to_  T _ a
equity interests ‘ o 292,566 297,270
:TECHNICAL PROVISIONS - GROSS
Unearnedvpremium prpviéion L 16 v o 719,499 | g »64’4,031
Claims outstanding . | 1980392 . 1849287
| 2609891 2,493,318
" PROVISIONS FOR OTHER RISKS ANDECHARG‘ES
- Expense prévi,sion _ o _ ‘18 | 700 938
700 1938
CREDITORS -
Arising out of direct insurance operations 19/20 v 302193 o 104,542
- Arising out ofreinsuiﬁah@:e operations o : ; 1,339?5 o : 408
Depés‘i; Iéiébilities | S : 108451 SRR 20,196
L Taxation o o 11,945 - o 26,660
Other creditors i 19/20 S 22307 . 12508
‘ 446,235 164,314
ACCRUALS AND DEFERRED INCOME -~ |
Deferred’reinsurancég commissions 17 : 159,235 S 107,601
’ Tomu:Aﬁﬂ% . o o | | :.';53,‘5'98,627‘ . 3083441

idl statephent .vgvze.re approved by'th‘éi B:(:Jard of directors kon 31 Ma'rch 2010 and were SEQned on its beﬁvalfbgby:

P. Géschl - Chief Executive Officer - G. Guelfand'- Chief Financial Officer
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NOTES TO THE ACCOUNTS

(forming part of the financial statements)

1. Basis of preparation of the

Financial Statements

The financial statements of the Company have been prepared
in accordance with the provisions of section 396 of the
Companies Act 2006 including applying the requirements set
out in Schedule 3 of the Large and Medium-sized Companies
and Groups {Accounts and Reports) Regulations 2008 relating
to insurance companies. The financial statements have been
prepared in accordance with applicable UK accounting
standards and under the historical cost accounting rules as
modified to include the revaluation of investments and comply
with the revised Statement of Recommended Practice (SORP)
issued by the Association of British Insurers in December 2006.

Under FRS 1 the Company is exempt from the requirement to
prepare a cash flow statement on the grounds that itis a
wholly owned subsidiary of Miinchener
Riickversicherungs-Geselischaft AG (“Munich Re"), which
includes the Company in its own published consolidated
financial statements.

As the Company is a wholly owned subsidiary of Munich Re
the Company has taken-advantage of the exemption contained
in FRS 8 and has therefore not disclosed transactions or
balances with entities which form part of the group (or
investees of the group qualifying as related parties). The
consolidated financial statements of Munich Re, within which
this Company is included, can be obtained from the
Company’s registered office at the address provided in the
report of the Directors on page 5. '

Under section 400 of the Companies Act 2006 an exemption
from preparing consolidated accounts is available, subject to
certain conditions. Following an assessment of these
conditions it is appropriate for Great Lakes Reinsurance (UK)
PLC to take advantage of the exemption to prepare
consolidated accounts and therefore these financial

Limited, a wholly owned subSIduary of Great Lakes
Reinsurance (UK) PLC, has therefore not been consolidated in
these accounts. The company had net assets at 31 December
2009 of £582,241(2008: £1_,663,241);

An overview of the Company s key sources of business, key
performance indicators and high Ievel strategy are set outin
the Directors Repoit. The Company has S|gn|f|cant fmanmal
quality of assets, robust underwntlng procedures controls and
mitigating processes including, but not limited to, reinsurance.
Consequently the Directors. believe that the Company is well
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placed to manage'its business risks despite the current
uncertain economic outlook. The Directors are confident that '
the:company has adequate resources to continue.in:
operational existence for the foreseeable future. Acoordmgly,
they continue to adopt the going concern basis in preparing
the annual report and accounts. .

2. Accounting Policies

The following accounting policies have been applied
consistently in.dealing with items which: are considered
material in relation to the financial statements, except as
noted below.

Premiums .

Written premiums comprise the amount receuvable mcludmg
the estimate of pipeline premiums during the financial year for
the whole period the Company is on risk in respect of
contracts of insurance entered into and incepting during that
period, together with any further adjustments to premiums
receivable for prior accounting periods that had not been fully
recognised in previous financial statements.

Premiums are stated before deduction of commissions but net
of taxes and duties levied on:premiums.

Earned premiums represent premiums Written adjusted for
the ch:ange in provision fdr Unearned premiums.

Outward reinsurance premlums are accounted for in the same-
accounting period as the premiums for the related direct
msurance or inwards reinsurance business.

Unearned premlums

nsk WhICh closely approxnmates the pattern of nsks
underiritten. using either the daily pro- rata method or the
24ths method. .. i
Acqmsntlon costs -

Acquisition costs comprise all direct and |nd|rect costs arising

¢ from the conclusnon of insurance and reinsurance contracts. The

proportion of acquisition costs incurred in respect of unearned
premiums is deferred at the balance sheet date and recognised
in later penods when the related prem1um is earned

Claims mcurred

Claims incurred comprise claims and claim settlement
expenses (both internal and external) paid in the year and
the movement in the provision for outstandlng claims and
settlement expenses, including an allowance for the costs



of ¢claims incurred by the balance sheet date but not reported
until after the year end.

Claims outstandmg :

Provision is made at the year.end for the estlmated cost of
claims incurred but not settled at the balance sheet date,
including the cost of claims incurred but not yet reported.
(IBNR) to the company. The estimate of claims includes
expenses to be incurred in settling claims and a deduction for
the expected value of salvage and other recoveries.

The Company takes all reasonable steps to ensure that it has
all appropriate information regarding its claims exposures,
However, given the uncertainty in establishing claims

provisions, the final outcome may be different from the original

||ab|||ty established.

The estimation of claims IBNR is generally subject to a greater

degree of uncertainty than the estimation of the cost of
settling claims already. notified to the company, where more
information about the claim event is generally available.
Claims IBNR may often not be apparent to the insured, giving
rise to the claims notifications long after the actual event has
happened. Classes of business where the IBNR proportion of

the total reserve is high, such as liability business, will typically.

display greater variations between ini‘tialze’stimates and final

esttmatmg these reserves:.

Classes of business where claims are typically reported
relatively quickly after the claim event, such as property
business, tend to display lower levels of volatility: In’ calculatlng
_ the estimated cost of unpaid claims, management uses a
variety of estimation techniques, generally based upon
statistical analyses of historical experience, which assumes
—that the development pattern of the current claims will bie™

- consistent with past experience. Allowance is made, however,
for changes or uncertainties which may create distortions in-
the underlying statistics or which might cause the cost of
unsettled claims to vary when compared with the cost of
previously settled claims including:

B changes in.processes which might accelerate:or slow
down the development and/or recording of paid or
incurred claims compared with the statistics from .
‘previous periods;

changes in the legal environment;

the effects of inflation;

changes:in the mix of business;:

the impact of large losses; and

movements in industry benchmarks.

A component of these estimation techniques inctudes the
estimation of the cost of notified but not paid claims. In
estimating the cost of this management has regard to the

-.claim circumstance as reported, any information available

from loss adjusters and information on the cost of settling
claims with similar characteristics in previous periods.

Where appropriate large claims are assessed separately, being
measured on a case by case basis or projected-separately in
order to allow for the possible distortive effect of the
development and incidence of these Iarge claims.

Management adopts multiple techniques to estimate the
required level of provisions. This assists in giving greater
understanding of the trends inherent in the data being
projected. The projections given by the various methodologies
also assist in setting the range of possible outcomes. The
most appropriate estimation technique is selected taking into
account the characteristics of the business class and the
extent of the development of each underwriting year,

Provisions are calctulated gross of any reifsurance recoveries.

" A separate estimate is made of the reinsurers’ share of

provisions for claims based on:calculated amounts for
outstanding claims and projections for IBNR, net of estimated
uncollectible amounts. An assessment of the recoverability of
reinsurance recoveries is made having regard to the
reinsurance programme in‘place for the class of b'usiness the

- of the reinsurance: companies |nvo|ved "The Group's actuaries

use a number of statistical techniques to assist in maklng
these estimates. :

The provision for clalms also mcludes amounts in respect of
claims handling costs.

The Directors consider that the provisions for gross claims and
related reinsurance recoveries are fairly stated on the basis of
the information currently available to them. However, ultimate
liability will vary as a result of subsequent information and
events and this may result in significant adjustments to the
amounts provided. Adjustments to the amounts of claims
provisions established in prior years are reflected in the
financial statements for the period in which the adjustments
are made.

Unexplred risk provisions:

Provision is made for-unexpired risks where the claims and
administrative expenses likely to arise after the end of the
financial year in respect of the contracts concluded before that
date are expected to exceed the unearned premiums in
respect of such policies after deduction of acquisition costs
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deferred. In calculating such a pravision all business segments:
are considered as a whole and are stated after takmg into
account future investment income.

Other technical income

Other technical income comprises overriding commissions
receivable and is reflected in the technical account on the
same basis as th_‘e underlying business to which it relates.

Investments _

Listed investments are stated at bid - value at the close of
business on the balance sheet date or the last Stock Exchange
dealing day before the balance sheet date: Investmentsin
Group undertakings recorded in the Company's.own balance
sheet are stated at cost less provisions for any impairment.

Investment return
Investment income comprises interest, dividends, and realised
and unrealised investment gains and losses.

Realised gains and losses represent the difference between
net sales proceeds and purchase price or market value at the
previous year end. Unrealised gains and losses on investments
represent the difference between the valuation of investments
at the balance sheet date and their purchase price, adjusted
for previously recognised unrealised gains and losses on
investments disposed of in the accounting period.

All investment income and gains and losses, are initially
accounted for in the non-technical account. An allocation
is then made from the non-technical aceount to the general
business technical account to reflect the return of those
assets supporting underwriting activities.

Taxation

The charge for taxation on general busrness is based on the
profit for the year, and takes into account taxation deferred
because of timing differences between certain items for
taxation and .accounting purposes. Provision is made for
deferred tax only to the extent that it is probable that an actuat
liability will crystallise:in the foreseeable future:

Deferred taxation is recognised withiou_t?discounting, in
respect of all timing differences betweén the treatment of
certain items for taxation and accounting purposes which
have arisen but not reversed by the balance sheet date, ~

Leases and hire purchase contracts :
Payments made under operating leases are charged to the profit
and loss account in the period in which they become payable.
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Foreign currencles

Foreign currency transactions are translated at the rates of
exchange ruling at the dates of the transaction. Monetary
assets and liabilities denominated in foreign currencies are

~ translated into'sterling at the rate of exchange ruling at the -
balance sheet date. '

The results and balance sheets of. overseas controlled entities

("branches”) that have a functional currency different from
sterling (the presentation currency) are translated |nto sterling

(the:presentation currency) as follows

W assets and Iiabilities.a.r.e translated» into sterling at the
rate ruling at the balance sheet date;

B income and expenses are translated at cumulative
average rates of exchange; and

W all resulting exchange differences are recognised as a
separate component of equity.

Exchange adjustments arising fromn the translation of foreign
currency net investments in the overséas branches are dealt
with in the statement of total recognised gains and losses. All
other foreign-exchange differences are taken to the
non-technical account.

Proposed dividend ‘

The directors have proposed a final ordinary dividend in
respect of the current financial year of £7.5m. This has not
been included within creditors as it was not approved before
the year end.




3.'.Segmental Information

(a) Analysis of gross premiums, profit before tax and netassets

Gross  Profit/(Loss) Net.

» Gross  Profit/(Loss) Net
premiums before tax assets’ premiums before tax assets
written written
2009 2009 2009 2008 .2008 2008
£'000 £'000 £'000 £'000 - £'000 £'000
BY GEOGRAPHICAL SEGMENT
United Kingdom 1,342,478 65,873 278,969 1113176 99,286 291,353
Switzerland 9,098 (358) . . 287 15,052 (338) 184
Australia 98,165 2,011 13310 15,019 (165) 5733
1,449,741 67,526 292,566 1143247 98,783 297,270
The directéfs consider the company to be involved in only one type of business,'that is ge:neral insurahce business.
. (b} Analysis of gross written premiums.
2009 2008
£000. £'000
‘Rbes‘ulting from contracts cdhclﬁded by the cOrﬁpany: ....
In the EU membér state of its head oﬁicie 1,342,478 1,113,176
Outside EU member states - 107,263 30071
1,449,741 1,143,247
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(c) Analysis of gross premiums written, gross premiums ez_é\fr_ned, gross claims incurred, gross operating expense and the

reinsurance balance

Direct Direct. . Direct

Total

Direct Total - = - Re-
marine &  property general ~  motor direct  insurance
aviation liability s accepted
~ &other o
2009 £000 £000  £000 £000 £000 -  £000 £000
Gross premiums written 243,282 337822 446,346 410,483 1437933 11,808: 1,449,741
Gross premiums earned 212848 310770 400007 386300 1309925 19777 1329702
Gross claims incurred 204370 277950 168036 319432 989788 1591 991,379
Gross operating expenses 22,699 76,085 171,422 37,347 307553 4136 311,689
Gross technical result (34,221) (44,161) 61,445 29,521 12,584 14,050 26,634
Reinsurance balance (34699)  (55588) = 18,630 29,663 (41,994) 13,829 (28,165)
Net technical result 478 1,427 42815 (142) 54,578 221 54,799
Net technical provisions 315 53858 219,915 , 274,088 148 274,236
Direct Direct Direct Direct Total Re-: Total
marine &  property general motor direct . insurance
. aviation - liability accepted
N & other
2008 : £000 £000 £000 £000 £000 £'000  £000
Gross premiums written . 182,611 210,264 364,162 366,789 1,123,826 19,421 1143,247 - - -
Gross premiums earned - 172426 180921 323530 - 379740 1056617 8925 1065542
Gross claims incurred 192573 152790 | 216393 152749 = 714505 9812 724,317
Gross operating expenses 13,620 43576 134584 74,899 266,679 1665 268344
Gross technical result [33767)  (15445)  (27447) 152,092 75,433 (2552) 72,881
Reinsurance balance | (34186)  (15884)  (65559) 162442 46,813 (10287} 36,526
Net technical result . . 419 439 3812  (10,350) 28,620 7735 36,355
Net technical provisions 280 71880 224,313 217 296,690 261 296,951
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4. Part VIl Transfer

On 31 December 2008 a portfolio of business from American Reinsurance Company (UK) Ltd was transférred to the company for
no consideration in accordance with a scheme under Part VIl of the Financial Services and. Markets Act 2000 approved by the
High Court on 16 December 2008. The assets and liabilities transferred are set out below:

2008
£000

ASSETS ) |
(Cash | | | e  easos
Debtors R B | T | - 10030
} o e

LIABILITIES

Technical p__rovisions' L » } k » 94,628
| | | | 04,628

Following the transfer the Company reinsured 100% of this portfolio with Miinchener Riickversicherungs-Gesellschaft AG. The
premium payable was.£94.6m as disclosed in.the technical account.

On 31 July 2008 a portfolio of business from Ensign was ‘t‘ryansferred out of the companykfor no considerat|on in accordance with a

2008

- £'000
ASSETS ‘
con o - 20w
— . 26'393
LIABILITIES
Technical brovisidn:s: - L » o ’ | - ¥ ' 26,393
. | | 26,393
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5. Investment Income

2009 2008 -

£'000 - £'000
Interest receivable - . o » E ’ | 13,370 ‘ t‘ :20,232.
Realised (losses)/gains - o . o (6156) o
— - S S — - ..20’6531
6. Operating Expenses
2009 2008
£000 £000
Acquisition costs H L | | : ‘ .357,609 267,60>9.
Change in gross opefating expense provision o - ;(24_4) :'(735)
Change in gross deferred acquisition costs N | _ » (67,625) (16,192)
289,740 - '250,68_2’; ;
Administrative expenses. , o : o 21,949” ‘ fﬁ_ 17,6(.52.
Gross opérati‘ng expenses » | 311;,689 ; 268344
Reinsurance commiséiohs and‘ profit participé.tibkﬁviﬁ , T | , | - (333,645) : (264,193)
Change in ceded operating expense provision ' - - v244 t938})»
Change in deferred reinsurance commission . - - 59231 16,106
| B 37,519 1'9,3:19 ‘
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7. Administrative Expenses

All administration expenses, including UK auditors remuneration amounting to £202,750 (2008: £186,000) for audit services and
£182,407 (2008: £65,073) for‘non audit services, are paid by the Company's wholly owned subsidiary, Great Lakes Services
Limited. These expenses are recharged to the:Company, with disclosures being made in the accounts of the service company.

The fees paid in respect of non audit services can be broken down as follows:

2009

2008

£'000 £000

Services relating to taxation ‘ - . e 65
Al other serviées v : S : R -
. _ "

182

In addition the total amount paid to associates of the auditors by the foreign branches of the Company for audit services amounts

to £51,315 (2008: £11,768) and £1,200 (2008: £2,512) for non audi_t services.

The Company has no employees and does not pay any remuneration other than fees to its Dlrectors Any pension contributions to

‘the multi employer pension scheme are disclosed in the accounts of the service company.

8. Remuneration qf.DiréCtors

2009

‘‘‘‘‘ £000 £000

Directors’ébrholukments S : i 5 S : 790 721
Pensio:n’.contributions G : o 37 81
Compensa’t»ion for loss of office i v LN : 202 269
1,029 107

The dlrectors remuneratlon consists of the emoluments pald to the directors by the Company and its subS|d|ary undertaking
Great Lakes Services Limited. The emoluments of the highest pald dlrector for the year were £335,133 (2008: £137,807) and

~ pension contrlbutnons of £Nil (2008 £282 ,623).
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9. Taxation

2009 2008

£000 - £000

UK Corporation tax at 28% (2008: 28.5%) o 18553 28144
Change in prior year current tax E - : ’ (12) e
Total Current Tax - B - , R R 18,541 28,144
Change in current year defekrred tax. | o ‘ o | 6 » 8
Total beferred Tax - ' ; o . Ei 6 8
| | 18,547 28152

The 2009 current tax charge for the year is lower (2008: lower) than the standard rate of corporation tax in the UK at 28% (2008:
28.5%). The differences are explained below: ‘ o

2009 2008
£000 £000:.
Profitbeforetax = ' - | | o 67,526 | 08783
Corporation tax at 28% (2008: 28.5%) P 18,907 28,153
Excess capitala)lowancgs"éver depréciation - | : o tﬁ) | . : (9)
Tax effect of franked investmentincolme | - N 5(420)  -
Tax effect of perm;nént tax difference | o _ 72 ; -
Change in prioryeér current tax B ’ | : 5 - (12) -
18541 . 28144
Deferred Tax Asset ) , :
Under FRS 19 deferred tax is provided in full on certain timing differences.
Balanceatstartof.yeark : D | --   . 27 35
Change in deferred tax K R | S - S :('6)‘,f - (8)

21 27

Deferred taxation arises on differences between depreciation and capital allowances..
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10. Investments

Current Value ' Historical Value
2009 2008 2009 2008
£000 - £000 - £000 £'000

Financial Investments
Government fixed interest securities ' 271133 552,543 270,471 522,012
Other listed fixed interest;secﬂurities R 15,694 8,021 - 14,993 : 7579
Deposrts with credrt institutions ;224167 3,247 ; 22?},167 3,247
510,994 563,811 3 509,631 = 532,838

.Government flxed interest securities included guilt's, treasury notes and other government backed securrtres The Company has
ffully funded a US$100.0m United States Trust Fund obligation comprising of investments in government fixed interest securities.

11. Debtors arising out of Direct Insurance operations

2009 2008

£000 £000

Amounts owed by intermediaries - - o . B 346,925 146,429
12. Debtors arising out of Reinsurance operations

2009 - 2008

£000 ~ £000

Amounts owed by intermeidieries‘ : ‘ o - ' 4 . 52

Amounts owed by policy holders i ; 3 L ‘ 12,924

4 12,976
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13. Cash at Bank and in Hand

In the normal course of business letters of credit to the value of £272,301 (52008: £298,397) have been issued to Couh.terparties to
support insurance liabilities and other regulatory requirements; £272,301(2008: £298,397) of these letters of credit are secured ‘
against bank deposits. The company also has a fuIIy funded CAD$2 8m (2008: CAD $1.5m) Canad:an Trust Fund obhgat|on

comprising of bank deposnts

14. Share Cépital

2009 12008
£000 £000
Authorised _ : .
11,400,000 (2008 - 11,400,000) O:rdinalfy Shares of £10 each 114,000 114,000
Allotted, called up and fully baid
11,400,000 (2008 - 11,400,000) Ordinary Shares of £10 each 114,000 114,000
15. Reconciliation of movements in Shareholders’ Funds
Ordinary Share ’ Profit and Loss »
: Capital E Account Total
£000 | £000 £000
At 1 January 2009 114,000 183,270 297,270
Profit for the year - 48,979 48,979
Dividends paid - ~ (55,200) (55,200)
Currency translation differences on i »
foreign currency net investments - 1,517 1,517
At 31 December: 2009 114,000 o 178,566 292,566
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16. Technical Provisions

Provision

Claims.

- 64,407

Total Provision Claims Totals
for unearned outstanding for unearned outstanding
* premiums o o premiums :

2009 2009 2009 2008 12008 2008

£'000 £'000 £'000 - £000 £000  £'000
GROSS AMOUNT
At beginning Qf th.e year v 644‘;,0(:3:1 1,849,287 2,493,318 498,794 1,470,155 1,968,949
Currency tranélati:oh differen_yqes : (44,571) (173,035) ‘(217,606) 67,532 253,722 - 321,254
Movement in the proyision T 120,039 | 304,1402 ;:‘424,179 77705 3_0,782 | “108,487
Liabilities assumed under Part VIl . - : - 94628 94,628
At end of the year B L 719,49§ 1,980,392 2,699,891 644,031 1849287 2,493,318
REINSURANCE AMOUNT i
At beginning of the year :(579,624) : (1,61;56,743) (2,196,367) (465,582) (1,2577,615)‘ (1,743,197)
Curreﬁcy translation diffefénécz‘,e:é 5405,050' _157,5855 197675  (5:7,426) (215,36:9) - (272,795)
Movement in the provision o (117809)  (309154)  (426963)  (56616) (20131)  (85747)
Liabilities ceded under Part VIl FE - . - 94628)  (94628)
At end of the year .'.(657,343) (1;7éé,éiz) (2,425,655) T 19620 (i;6i6;543) (2,196,367)
NET TECHNICAL PROVISIONS
At beginning of the year 64,407 = 232,544 296,951 133212 192,540 225,752
At end of the year 62156 212,080 274,236 232,544

296,951

Provisions for net claims at the beginning of the year c'ompared to payments and provisions at the end of the year in respect of
prior years' claims amounted to an overprovision in 2009 of £79.9m (2008: £47.0m overprovision). '

The overprovision is in respect of direct property of £29.9m and direct gengeral liability and other of £57.0m.
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17. Deferred Acquisition Costs

2009 2008
£000 £000
GROSS AMOUNT
At beginning of the year 109,954 83,424 
Currency translation differences (8,082) 10,338
Movementi in t’hébprovision - 67,625 h 16,192
At end of the year _ | 169,497 109,954
REINSURANCE ‘AMOUNT . -
At beginning of the year {107,601) (81,721)
Currency translation differences 7,598 (9,774)
Movement in the provision (5Q,232) (16,_1206)
At end of the year (159,235) (107,601
NET DEFERRED, ACQUISITION C_OSTS |
At beginning of the yealvfb s 2.353 1,703
At end of the year 10,262 2353
18. Provisions for other risks and Chiarges'v
Expeﬁsé' | Expense
provision provisi’qn‘
2009 2008
£'000 ~ £000
At beginning of the year 938 -
Movement in the year {238) 938
At end of the yeéf : 700

938

Company (UK) Litd as per note 4 above:
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The movement for the year in'the expense provisionis made up as follows:

2009 2008
£'000 £'000
Additional provisi:éns‘ made in the year - 1,674
Amounts used during the yea:r :(238) (736)
(238) 938
19. Creditors
All creditors are payable within a period of one year.
20. Group Companies
a) ~ The Company is a wholly owned éubsidi’ary of Minchener RUCkversi_cherungs-GeselIschaft AG (thé immeédiate and
‘ultimate holding company), a company incorporated in Germany that issues publicly avaitable consolidated accounts
and accordingly the company is exempt from the disclosure requirements of FRS 8.
b)  Included in debtors arising out of reinsurance operations are the following:
2009 2008
£'000 £'000
bArhountys due from holding company - 12,924
¢) . Included in creditors arising out of reinsurance operations are the fbHowing:
2009 2008
...... £1000 £|000
Amounts due from holding company 1,265 -
'd) . Included in debtors arising out of direct insurance operations are:the following:
2009 2008
£'000 £'000
Amounts due from fellow subsidiaries ‘3,778 16,081
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) Included in creditors arising out of direct insurance operations are the following:

2009 2008

£000 L £000
Amounts due to holding compan.y | - B 263,693 | 91,01912‘
Amounts due to ifellow subsidiaries :  : ‘ - e | ‘ 3,1:10
f) Included in other deﬁt'ors and creditors are the following:

2009 | 2008

£'00.0‘ ' » £'000
Amounts duekf‘ro_m fe‘llow subsidiaries o K o | - ‘ 241
Amounts due to Holding company e 9753 o ] -
Amounts due to subsidiary company ” o : 2692 : 3,250
Amounts due to fellew subsidiaries : 185 -
9) During the course of 2009 the Company entered into a guarantee for pen5|ee :|:l;’:1_b,l|ltleS in respect: of its subsidiary, Great Lakes

Services Limited. The guarantee is contingent on Great Lakes Serwces L|m|ted s ability to fund pension def|C|t overthe next 9
years amounts to £1,323,000. ~

21. Leases
o g Land and Buildihg‘s
o S 2009 2008
£000 .. £'000
Operating leases which expire
Over five years - o 170 SUERNE 170
Operating lease payments made during the financial year . DU 170 . = : 170

22. Capltal Commltments

There were no capital Commltments as at 31 December 2009 (2008 Nll)

23. Contingent Liabilities

There were no other contmgent liabilities at 31 December 2009 other than those arising in the. normal course of the Companys
underwriting busmess (2008: Nil).
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Great Lakes Reinsurance (UK) PLC
(Overseas company registered in New Zealand under the Companies Act 1993)
Statement of Comprehensive Income for the year ended 31 December 2009

Note 2009 2008
$ $
Revenue from operating activities 4 7,420,180 1,713,560
Expenses from operating activities 5 7,225,403 1,664,561
Profit from operating activities before income tax 194,777 48,999
Income tax expense attributable to operating profit . - -
Total comprehensive income for the year 194,777 48,999

The Statement of Comprehensive Income is to be read in conjunction with the notes to the financial statements set out on pages 4 to

15.



Great Lakes Reinsurance (UK) PLC

(Overseas company registered in New Zealand under the Companies Act 1993)

Balance Sheet as at 31 December 2009

Current assets

Cash

Outstanding premium
Deferred acquisition costs
Recoverable from reinsurers
Sundry debtors

Prepaid reinsurance

Profit commission recoverable

Total current assets
Non-current assets
Financial assets
Recoverable from reinsurers
Total non-current assets
Total assets

Current liabilities

Payables

Outstanding claims
Unearned premiums

Reinsurance deferred acquisition costs
Reinsurance profit commission payable

Total current liabilities

Non-current liabilities
Qutstanding claims

Total non-current liabilities
Total liabilities
Net assets

Head Office account

Accumulated surplus ~ Head Office

Total Head Office account

The Balance Sheet is to be read in conjunction with the notes to the financiat statements set out on pages 4 to 15.

Note

10
11
12

11

2009 2008

$ $
2,060,600 53,267
1,656,758 91,663
4,194,678 16,670
3,063,010 4,705,053
643,328 66,450
5,890,148 72,479
140,153 -
17,648,675 5,005,472
515,145 528,204
439,469 164,358
954,614 692,562
18,603,289 5,698,034
2,071,311 536,789
3,063,010 4,705,053
5,890,148 72,479
4,194,678 16,670
140,153 -
15,359,300 5,330,991
439,469 164,358
439,469 164,358
15,798,769 5,495,349
2,804,520 202,685
2,804,520 202,685
2,804,520 202,685




Great Lakes Reinsurance (UK) PLC
(Overseas company registered in New Zealand under the Companies Act 1993)
Statement of changes in Equity for the year ended 31 December 2009

Total

$
Balance at 1 January 2008 153,686
Total Comprehensive Income for the year
Profit after tax for the year 48,999
Balance at 31 December 2008 202,685
Total Comprehensive Income for the year
Profit after tax for the year 194,777

397,462
Movement in Home Office account 2,407,058
Balance at 31 December 2009 2,804,520

The Statement of Changes in Equity is to be read in conjunction with the notes to the financial statements set out on pages 4 to 15.



Great Lakes Reinsurance (UK) PLC

(Overseas company registered in New Zealand under the Companies Act 1993)
Notes to the financial statements for the year ended 31 December 2009

1.

Summary of significant accounting policies

Great Lakes Reinsurance (UK) PLC (the * Company”) is registered to carry on business in New Zealand as an overseas company.
The Company's principal activity is general insurance.

The financial report was authorised for issue by the directors on 22 April 2009.

(a)

()

(c)

(d)

(e)

o

Statement of compliance

The financial statements have been prepared in accordance with New Zealand Generally Accepted Accounting Practice (NZ
GAAP). They comply with the New Zealand Equivalents to International Financial Reporting Standards (NZ IFRS) and other
applicable Financial Reporting Standards as appropriate to profit-orientated entities that qualify for and apply differential
reporting concessions. The Company is a profit-orientated entity. The Company is a reporting entity for the purposes of the
Financial Reporting Act 1993 and its financial statements comply with that Act.

The Company qualifies for differential reporting exemptions as it has no public accountability, and is small as defined by the
Framework for Differential Reporting. All available exemptions allowed under the Framework for Differential Reporting have
been adopted.

Changes to NZ IFRS 4: Insurance Contracts has resulted in differential reporting exemptions previously available under this
standard no longer being available for annual reporting periods beginning on or after 1 January 2009 and these additional
reporting requirements have been incorporated into the financial statements.

Basis of preparation

The financial statements is presented in New Zealand Dollars.

The financial statements is prepared in accordance with the fair value basis accounting unless otherwise stated below.
Certain comparative amounts have been reclassified to conform with the current year’s presentation.

The accounting policies set aut below have been applied consistently by the Company to all periods presented in the financial
statements.

Premium revenue

Premiums have been brought to account as income from the date of attachment of risk. The earned portion of premiums
received and receivable including unclosed business is recognised as revenue. Unearned premiums are calculated by
apportioning the premium income written in the year over the period of risk from the date of attachment based on the pattern of
risk.

Liability adequacy test

At each reporting date the Company performs a liability adequacy test and immediately recognise any deficiencies if the
carrying amount of unearned premium less any related deferred acquisition costs that does not meet estimated future cash
flows relating to future claims covered by current insurance contracts.

If the present value of the expected future cash flows relating to future claims plus the additional risk margin to reflect the
inherent uncertainty in the central estimate exceeds the unearned premium liability less related deferred acquisition costs then
the unearned premium liability is deemed to be deficient.

The entire deficiency, if any, gross and net of reinsurance, is recognised immediately in the income statement. The deficiency
is recognised first by writing down the related deferred acquisition costs with any excess being recorded in the Balance Sheet
as unexpired risk liability.

Outwards reinsurance

Premiums ceded to reinsurers are recognised as an expense in accordance with the pattern of reinsurance service received.
The Company is protected by a Facultative Obligatory reinsurance contract.

Claims

Claims incurred expense and a liability for outstanding claims are recognised in respect of all insurance business. The liability
covers claims incurred but not yet paid, incurred but not reported (‘IBNR”) and the anticipated direct costs of settling those
claims.

Claims outstanding are assessed by review of individual claim files and estimating the ultimate cost of settling claims which
includes IBNRs and settlement costs using statistics based on past experience and trends. The outstanding claims reserve is
estimated using internal management models.

The liability for outstanding claims is measured as the present value of the expected future payments reflecting the fact that ali
claims do not have to be paid out in the immediate future. The expected future payments are estimated on the basis of the
ultimate cost of settling claims which is affected by factors arising during the period to settlement such as nomal inflation and
superimposed inflation. The expected future payments are then discounted to a present value at the balance date using a
discount rate.



Great Lakes Reinsurance (UK) PLC

(Overseas company registered in New Zealand under the Companies Act 1993)
Notes to the financial statements for the year ended 31 December 2009

1.

Summary of significant accounting policies (continued)

(@)

(h)

0)

0

(k)
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A risk margin is added to the outstanding claims provision to increase the probability that the liability is adequate at an
adequacy level deemed appropriate by the management and set at a minimum confidence level of 75%.

Acquisition costs

A portion of direct acquisition costs relating to unearned premium revenue is recognised as an asset in recognition that it
represents a future benefit to the Company and can be reliably measured. Deferred acquisition costs are stated at the lower of
cost and recoverable amount. Deferred acquisition costs are amortised over the financial years expected to benefit from the
expenditure.

Foreign currency translation

The Financial Statements are presented in New Zealand dollars, which is the Company’s presentation and main functional
currency.

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions are recognised in the
Statement of comprehensive Income.

Assets and liabilities expressed in another functional currency are translated to the presentation currency using the closing
rate at the reporting date and income and expenses are translated using the average exchange rate for the year. Foreign
exchange gains and losses resulting from this translation are recognised in the equity.

Income tax

The Gompany is not a resident nor has a permanent establishment in New Zealand for income tax purposes. On this basis
the Company is not liable to attribute profits from the business to New Zealand for income tax purposes.

Rounding of amounts
Amounts in the financial report have been rounded off to the nearest dollar.
Financial assets backing insurance contract liabilities

The Company has determined that all financial assets are deemed to back insurance contract liabilities and are measured at
fair value through profit or loss at each balance date as they meet the criteria under NZ IAS 39 Financial Instruments:
Recognition and Measurement. Unrealised profits and losses on subsequent measurement to fair value are recognised in the
statement of comprehensive income.

Fair value is measured as follows:

« Cash assets are carried at face value of the amounts deposited. The carrying amounts of cash assets approximate
their fair value. Cash includes cash on hand, deposits held at call with banks and investments in money market
instruments, such as Bills of Exchange.

« Fair value of fixed interest securities is taken as the bid price of the instrument.

« Receivables are carried at book value, which is the best estimate of fair value, as they are settled within a short
period.

Interest income is brought to account as it is earned.

Purchases and sales of financial assets are recognised on trade date, being the date on which the Company commits to
purchase or sell the asset. Financial assets are derecognised when the rights to receive cash flows from the financial assets
have expired or have been transferred and the Company has transferred substantially all the risks and rewards of ownership.

Impairmment of assets

All assets other than those which are set outside the scope of NZ IAS 36 Impairment of Assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss
is recognised for the amount by which the asset’s carrying value exceeds its recoverable amount. For the purposes of
assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows.

Receivables

Receivables are initially recognised and subsequently measured at book value less provision for doubtful debts, which is the
best estimate of fair value. The collectability of receivables is reviewed on an ongoing basis. Debts that are known to be
uncollectible are written off. A provision for doubtful receivables is established when there is objective evidence that the
Company will not be able to collect all amounts that are due in accordance with the original terms of the receivable. The
amount of the provision is the difference between the asset's carrying amount and the present value of estimated cash flows,
discounted at the effective interest rate.
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{n) Payables

These amounts are carried at book value, which approximates fair value and represents liabilities for goods and services
provided to the Company prior to the end of the financial year that were unpaid. The amounts are unsecured and are usually
paid within 30 days of recognition.

(o) Goods and Services Tax

The Company is not a resident in New Zealand for GST purposes. In addition, as the services provided by the Company are
deemed to be performed outside of New Zealand, there is no requirement for the Company to be registered for GST in New
Zealand.

(p) Non resident withholding tax

The Company is subject to a premium withholding tax of 3% on the gross premiums received in respect of non-life insurance
business. However, no premium withholding tax will apply to the closed warranty, bond and surety businesses as these
businesses do not constitute insurance for the purposes of the premium withholding tax

2. Summary of significant actuarial methods and assumptions

The effective date of the actuarial valuation on outstanding claims liability is 31 December 2009. The liability valuation was
prepared by the Actuarial team and reviewed by the Appointed Actuary, Mr. Kaise Stephan FIAA, FNZSA. Methods utilised and
assumptions made in determining the outstanding claims liability are in accordance with the requirements of NZ IFRS 4 Insurance
Contracts and consistent with the New Zealand Society of Actuaries Professional Standard Number 4, “General Insurance
Business”.

(a) Key actuarial valuation methods and assumptions
0] Outstanding claims liabilities

Provision is made at the end of the year for the estimated cost of claims incurred but not settled at balance date. These reserves
include estimates for claims that have been reported, claims that have been incurred but not reported (IBNR), and claims that have
been incurred but not enough reported (IBNER), and include estimates of expenses associated with processing and settling these
claims.

The process of establishing reserves is subject to considerable variability as it requires the use of informed estimates and
judgments. These estimates and judgments are based on numerous factors, and may be revised as additional experience and
other data become available or as regulations change.

Outstanding claims liability is estimated by class of business. Historical experience and other statistical information are used to
estimate the ultimate claim costs. To determine outstanding claims provision for a particular line of business, more than one
method may be used to estimate ultimate losses and loss expenses and use the results to select a single point estimate. These
methods may include, but are not necessarily limited to, extrapolations of historical reported and paid loss data, application of
industry loss development patterns to the reported or paid losses, expected loss ratios developed by management, and historical
industry loss ratios. Underlying judgments and assumptions that may be incorporated into these actuarial methods include, but are
not necessarily limited to, adjustments to historical data used in models to exclude aberrations in claims data such as catastrophes
that are typically analyzed separately, adjustments to actuarial models and related data for known business changes and the effect
of recent or pending litigation on future claims settlements.

(i) Key actuarial assumptions

The following key assumptions have been made in determining the outstanding claims fiabilities:

2009 2008
Weighted average term to settiement (years) 06 0.5
Infiation rate 0.0% 0.0%
Discount rate 4.3% - 7.0% 4.3%-5.2%
Claims handling expense ratio 1.5% 1.5%
Risk margin 25.5% 25.5%
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2. Summary of significant actuarial methods and assumptions (continued)

(i) Process used to determine assumptions
A description of the processes used to determine these assumptions is provided below:

s  Weighted average term to settlement

The weighted average term to settlement relates to the number of years or duration until the payments are made on average
(inflated and discounted). The payment pattern is selected based on historical settlement patterns. The weighted average
term to settlement, while not itself an assumption, provides a summary indication of the future cash flow pattern.

s Inflation rate

Insurance costs are subject to inflationary pressures. Due to the very short tail nature of the businesses and the advanced
run-off stage of most of the businesses, no explicit inflation allowance has been made.

s Discount rate

In order to determine the interest rates used to discount the undiscounted liabilities, an analysis of the term structure of risk-
free interest rates was prepared. The yield structure of New Zealand government bonds as at 31 December 2009 (the last
business day in 2009) is used to derive the future effective annual interest rates.

+  Claims handling ratio

New Zealand and International Financial Reporting Standards require insurers to establish a provision for outstanding claims,
which includes an allowance for claims handling expenses (CHE). The claims handling ratio is determined by conducting an
expense analysis on the running costs related to claims personnel.

¢  Risk margin

The overall risk margin was determined allowing for the relative uncertainty of the outstanding claims estimate for each class
of business and the diversification between classes. The uncertainty margins has been set to the theoretical maximum to
allow for high volatility due to the small size of the total portfolio. For the same reason, diversification benefits have not been
allowed for. The overall position is intended to approximate the 75% probability of sufficiency scenario.

(b) The effect of changes in key actuarial assumptions

Sensitivity analyses are conducted to quantify the impact of changes in the key underlying variables. The variations included in
the reported results are calculated using certain assumptions about the variables as disclosed below. The movement in any key
variable will impact the financial position and performance for a period. The following information describes how a change in
each assumption will affect claims liabilities and provides an analysis of the sensitivity of the outstanding claims liabilities to
changes in these assumptions.

o  Weighted average term to settlement

A decrease in average term to settlement would imply that claims are being paid sooner than anticipated. Expected payment
patterns are used in determining the outstanding claims liability. An increase or decrease in the weighted average term would
have a opposite effect on outstanding claims liabilities.

¢ Discount rate

The outstanding claims liability is calculated with reference to expected future payments. These payments are discounted to
adjust for the time value of money. An increase or decrease in the assumed discount rate will have an opposite impact on the
overall outstanding claims liabilities.

o Claims handling ratio

An estimate for the internal costs of handiing claims is included in the outstanding claims liability. An increase or decrease in
the expense rate assumption would have a corresponding change on outstanding claims liabilities.

¢ Risk margin

The outstanding claims liability includes a risk margin to aliow for the inherent uncertainty in the estimates of future claims
cost. An increase or decrease in the percentage risk margin will have a corresponding change in the overall outstanding
claims liabilities.
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2. Summary of significant actuarial methods and assumptions (continued)

(c) Sensitivity analysis of changes in key actuarial assumptions

Sensitivity analyses are conducted to quantify the impact of changes in the key underlying variables. The variations included in the
reported results are calculated using certain assumptions about the variables as disclosed below. The movement in any key
variable will impact the financial position and performance for a period. The following information describes how a change in each
assumption will affect claims liabilities and provides an analysis of the sensitivity of the outstanding claims liabilities to changes in
these assumptions.

The impact of changes in key actuarial assumptions is summarized below. Each change has been calculated in isolation of the
other changes.

The movements are stated in absolute terms where the base assumption is a percentage, for example, if the base inflation rate
assumption was 2.5%, a 1% increase would mean a 3.5% inflation rate. The movements in the net outstanding claims liability
would have an opposing net impact on the profit before tax for a year.

Variable Movement in variable Change in discounted outstanding claim liability
{NZD $'000)
Weighted average term to settlement +10% 40
-10% 63
Discount rate +1% (16)
-1% 17
Claims handling expense ratio +1% 28
-1% (28)

3. Risk management policies and procedures
The Company carties on insurance business in New Zealand in the non life insurance segment.

The financial condition and operating results of the Company are affected by a number of key financial and non-financial risks. Risk
management is the process of identifying, analysing, controlling, monitoring, and reporting risks that could have a material impact
on the operations of the Company. insurance risk involves the consideration of the market, product design, pricing, underwriting,
claims management and valuation risk. The Company’s disclosed objectives and policies in respect of managing these risks are set
out in the remainder of this note.

(a) Risk management objectives and policies for mitigating financial risks
Objectives

Through its insurance operations the Company is exposed to financial risks such as credit risk, liquidity risk and market risk.
The Company’s risk management framework seeks to minimise the potential adverse effects of these risks on its financial
performance.

The key objective of the Company’s financial management strategy is to ensure sufficient liquidity is available at all times to
meet its financial obligations, inciuding settlement of insurance liabilities, and to optimise the Company’s investment returns.

((}] Credit risk
Credit risk is the risk that one party to a financial instrument will cause a financial loss to the other party by failing to discharge
an obligation.
The following policies and procedures are in place to mitigate the Company’s exposure to credit risks and concentration:

¢ A mandate is in place that limits all New Zealand dollar investments to be in New Zealand government bonds.
e  The credit risk in respect of client balances: Premium paid by managing general agents are paid net of commission so
that no commission liability exists untit a premium is paid.

The carrying amounts of financial assets represent the maximum credit exposure. The table below provides information
regarding the maximum exposure to credit risk for the components of the balance sheet.
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3. Risk management policies and procedures (continued)

Carrying amount

2009 2008

Cash and cash equivalents 2,060,600 §3,267
Financial assets at fair value through profit or loss

- Debt securities 515,145 528,204
Amount due from agencies in respect of outstanding premium 1,656,758 91,533
Amounts recoverable from reinsurer 3,502,479 4,869,411
Sundry debtors 643,328 66,450
Total 8,378,310 5,608,865
No financial assets are either past due or impaired

Grade 1-3 (Standard & Poor's A- to AAA) 7,914,020 5,542,415
Grade 4-5 (Unrated or Standard & Poor's BB+ to BBB+) 464,290 66,450
Total 8,378,310 5,608,865

All financial assets carried at fair value through profit or loss are categorised as level 2 of the fair value measurement
hierarchy. The fair value of level 2 financial assets are measured by using inputs other than quoted prices included within level
1 that are observable for the asset or liability, either directly (as prices) or indirectly (derived from prices).

The Company has a significant credit exposure to its reinsurer Miinchener Rickversicherungs-Gesellschaft. Minchener
Riickversicherungs-Gesellschaft has a Standard and Poor’s credit rating of AA-.

(i) Liquidity risk

Liquidity risk is the risk that an entity will encounter difficuity in meeting obligations associated with financial instruments.

The following policy and procedures are in place to mitigate the Company’s exposure to liquidity risk:

¢  The Company maintains a sufficient portfolio of liquid financial assets that are readily converted to cash to meet the needs of
the business, without incurring unacceptable losses or risking damage to the Company’s reputation.

e  The Company maintains financial assets with similar duration as the underlying reinsurance contract liabilities of the business
in order to ensure sufficient funding is available to meet reinsurance contract obligations.

The table below summarises the maturity profile of the financial liabilities of the Company based on remaining undiscounted
contractual obligations.

Up to a year 1-6 years Over 5 years Total

2009

Payables 2,071,311 - - 2,071,311
Reinsurance profit commission payable 140,153 - - 140,153
Outstanding claims 3,063,010 439,469 - 3,502,479
Total 5,274,474 439,469 - 5,713,943
2008

Payables 536,789 - - 536,789
Outstanding claims 4,705,053 164,358 - 4,869,411
Total 5,241,842 164,358 - 5,406,200

(i) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market
prices. Market risk comprises three types of risk: interest rate risk, currency risk and other price risk.

The following policy is in place to mitigate the Company’s exposure to market risk:

e The Company manages its risk within an Asset and Liability Management (ALM) framework. The ALM framework forms an
integral part of the insurance risk management policy and ensures the Company maintains financial assets with similar
duration and cash flow characteristics as the underlying insurance contract liabilities of the business. This minimises the risk
of interest rate movements resulting in a mis-match between the value of the assets and the liabilities.

¢ The Company does not trade in derivatives or use derivatives to manage exposures to interest rate risk, foreign currency risk
and other price risk.
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3. Risk management policies and procedures (continued)
Interest rate risk

The Company has determined that all assets held are assets backing insurance contract liabilities. The investment income of the
Company will decrease as interest rates decrease. This is offset to an extent by corresponding changes in the market value of fixed
interest investments. The impact on profit and shareholder equity will be minimal for investment assets backing most insurance
contract liabilities, as the asset and liability profile is closely matched.

The Company's exposure to interest rate risk and the effective weighted average interest rate for each significant class of interest
bearing financial asset are set out below:

Weighted Floating -—- Fixed interest maturing in:--—
average interest Upto 1t 1to Over
interest rate year 5 years 5 years Total
rate
2009
Cash 2.25% 2,060,600 - - - 2,060,600
Investments
Government bonds 6.00% - - 515,145 - 515,145
Total 2,060,600 - 515,145 - 2,575,745
2008
Cash 3.05% 53,267 - - - 53,267
Investments
Government bonds 6.00% - - 528,204 - 528,204
Total 53,267 - 528,204 - 581,471
Currency risk

The Company operates predominantly in New Zealand. Assets are maintained in the local currency to match the expected
liabilities. Hence the Company’s currency risk is not considered to be of a material nature.

Other price risk

The Company does not trade derivatives or hold equity securities in another entity, therefore there is no material exposure to other
price risk.

(b) Risk management objectives and policies for mitigating insurance risks

Objectives
The Company’s objectives and policies in respect of managing insurance risks are:

e  Understanding insurance risk as the risk of loss, of inadequate claims handling, or of adverse change in the value of
insurance liabilities, due to inadequate pricing and provisioning assumptions.

o  Measuring the frequency and severity of possible insurance risk loss events.
+  Treating insurance risk with controls designed to assure:

- Adherence to competency based underwriting guidelines and limits.

—  Improving underwriting platform and pricing tools.

- Sufficient business pricing peer-reviews.

—  Competency based peer reviewing of all business.

-~ Rigorous analysis of: Contemporaneous & Periodic Renewal Monitoring Reports.
¢ Monitoring insurance risk by reporting and responding to incidents.

] Concentrations of insurance risk

The Company’s exposure to concentrations of insurance risk is lessened by diversification across a number of different portfolio
segments . The Company conducts significant analysis of single-event exposures on an ongoing basis and continues to be well
within the limits mandated by its head office.
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3.

Risk management policies and procedures (continued)
{ii) Exposure to risk

The Company actively manages its exposure to risks by applying prudent underwriting controls to renewals and new business and
in managing claims in order to enhance its financial performance. The key policies in place to mitigate insurance risk include:

Management reporting

The Company utilises comprehensive management information systems and actuarial models using historical information to
calculate premiums and monitor claims.

Underwriting and clalms management procedures

Underwriting procedures are documented and include limits to delegated authorities and signing powers. Internal auditors from the
parent entity review the underwriting and claims management processes to ensure adequate controls are in place and that they are
effective. Strict claims management procedures ensure the timely and correct payment of claims in accordance with policy
conditions.

{c) Capital management
0] Regulatory capital

There is no prescribed capital standard for general insurers operating in New Zealand. The level of capital held by the Company is
regularly monitored relative to a Board approved buffer capital policy. It also takes into account the fit of the activity with the longer
term strategic objectives of its ultimate parent company Miinchener Rickversicherungs-Geselischaft AG in order to maximise
shareholder value.

The goal of the current capital management plan for the Company is to keep positive net assets at all times and to have a buffer
over and above the compulsory minimum statutory deposit of NZ$500,000.

(i) Ratings capital

The Company maintains the capital strength by reference to a target financial strength rating from an independent ratings agency.
The ratings help to reflect the financial strength of the Company and demonstrate to the stakeholders the ability to pay claims for
the long term. Rating agencies assess the financial strength of the Munich Re Group. The Company is classified as a core entity of
Munich Re Group. Therefore the Company obtained the same rating as Munich Re Group based on ratings published by Standard
& Poor’s Ratings services as 31 December 2009. The Company manages its capital rating by performing periodical analysis using
Standard & Poor’s Capital model.

(d) Development of claims

Information about actual claims compared to previous estimates is provided below for claims for business for which uncertainty
about the amount and timing of claim payments is not typically resolved within one year.

2007 and 2008 2009 Total
prior
$ $ $ $
Estimate of gross uitimate claims cost
At end of underwriting year 8,798,103 11,147 1,348,469
One year later 9,660,721 0
Two years later 7,625,864
Current estimate of ultimate claims cost 7,625,864 0 1,348,469 8,974,333
Cumulative net payments 6,100,178 0 0 6,100,178
Net undiscounted outstanding claims for
the four most recent underwriting years 1,525,686 0 1,348,469 2,874,155

The company is fully reinsured via a Facultative Obligatory reinsurance contract with the parent entity, Mtnchener
Rickversicherungs-Gesellschaft therefore the net uitimate claims cost is nil.

11
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2009 2008
$ $

4. Revenue from operating activities
Insurance revenue
Premium revenue 5,265,510 189,332
Reinsurance recoveries revenue/(expense) (962,739) 968,152
Reinsurance exchange commissions 2,917,373 507,077
Total insurance revenue 7,220,144 1,664,561
Other revenue
Management fees 175,513 4,137
Investment income 38,496 13,827
Unrealised investment gains/(losses) (13,973) 31,035
Total other revenue 200,036 48,999
Total revenue from operating activities 7,420,180 1,713,560
Note that the Company only has general insurance contracts.

5. Expenses from operating activities
Claims expense/(recoveries) (962,739) 968,152
Qutwards reinsurance expense 5,265,510 189,332
Underwriting expenses 2,917,373 507,077
Other expenses 5,259 -
Total expenses 7,225,403 1,664,561
Note that the Company only has general reinsurance contracts.

2009 2008
Current year Prior year Total Current year Prior year Total
$ $ $ $ $

6. Net claims incurred
Gross claims expenses/(recoveries)
Gross claims incurred - undiscounted 1,678,554 (2,650,552) (971,998) 13,888 835,863 849,752
Discount movement (19,410) 28,669 9,259 (161) 118,562 118,400
Gross claims expenses 1,659,144 (2,621,883)  (962,739) 13,727 954,425 968,152
Reinsurance and other recoveries
revenuel(expense)
Reinsurance and other recoveries revenue - 1,678,554 (2,650,552) (971,998) 13,888 835,863 849,752
undiscounted
Discount movement (19,410) 28,669 9,259 (161) 118,562 118,400
Reinsurance and other recoveries revenue 1,659,144 (2,621,883) (962,739) 13,727 954,425 968,152

Net claims incurred - hd

Current period claims relate to risks borne in the current financial year. Prior period claims relate to a reassessment of the risks

borne in all previous financial years. Note that the Company only has general insurance contracts.
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2009 2008
$ $

7. Underwriting result
Premiums revenue 5,265,510 189,332
Outwards reinsurance _(5,265,510) (189,332)
Net premium - .
Claims expense {962,739) 968,152
Reinsurance recoveries 962,739 (968,152)
Acquisition expenses
Underwriting expenses 2,917,373 507,077
Reinsurance exchange commission _(2,917,373) (6507,077)
Net expenses ~ -
Underwriting resuit - -
Note that the Company only has general insurance contracts.

8. Current assets — cash
Cash at bank 2,060,600 53,267
Total 2,060,600 53,267

Cash at bank bears average interest of 2.25% (2008: 3.05%). The interest income earned is credited to the account of Corion Pty

Limited as agent for Great Lakes.

9. Financial assets

Financial assets - fair value through equity

Debt securities — New Zealand government bond 515,145 528,204
Total financial assets — fair value through equity 515,145 528,204
Current financial assets - -
Non-current financial assets 515,145 528,204
10. Current liabilities — payables
Amount due to related party 174,076 179,337
Amount due to reinsurer 1,564,740 -
Amount due to others 332,495 357,452
Total 2,071,311 536,789
11. Outstanding claims liability
(a) Outstanding claims liability
Central estimate 2,874,156 3,975,884
Risk margin 703,253 977,716
Total outstanding claims liability - undiscounted 3,577,409 4,953,600
Discount (74,930) (84,189)
Total outstanding claims liability - discounted 3,502,479 4,869,411
Current - undiscounted 3,063,010 4,705,053
Non-current - undiscounted 439,469 164,358
Total 3,502,479 4,869,411
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11. Outstanding claims liability (continued)

12.

13.

14

15,

16.

(b) Inflation and discount rates

The liability for outstanding claims is measured as the present value of the expected future payments reflecting the fact that all
claims do not have to be paid out in the immediate future. The expected future payments are estimated on the basis of the ultimate
cost of settling claims which is affected by factors arising during the period to settlement such as normal inflation and superimposed
inflation. The expected future payments are then discounted to a present value at the balance date using a discount rate.

2009 2008
$ $

Unearned premium fiability
Current 5,890,148 72,479
Non-current t -
Total 5,890,148 72,749
Remuneration of auditors
KPMG-Audit fees 3,000 3,000

3,000 3,000

The auditors’ remuneration is paid by Corion Pty Limited as agent for Great Lakes.

Directors’ disclosure

The following persons were directors of the Company during the financial year and up to the date of this report:
G Guelfand

M Hannan (Resigned 31 December 2009)

D Hoépke

J Ludbrook (Resigned 14 November 2009)

W Morris (Resigned 11 June 2009)

N Smith

P Goschl

A Medniuk (Appointed 1 January 2010)

A Prabstl (Appointed 1 January 2010)

Contingencies

The Company has no known contingent liabilities or contingent assets at the reporting date or the previous reporting date.
Commitments

{a) Capital commitments

There have been no capital commitments contracted for at the reporting date or the prior year reporting date that have not been
recognised as a liability.

(b) Lease commitments

There have been no lease commitments contracted for at the reporting date or the prior year reporting date that have not been
recognised as a liability.
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17.

18.

19.

Events occurring after the balance sheet date

No significant events have occurred subsequent to the Balance Sheet date.

Related party transactions

(a) Parent entities

The ultimate parent entity is Minchener Riickversicherungs-Gesellschaft , a company incorporated in Germany with limited liability.
{b) Directors

Disclosures relating to directors are set out in Note 14.

No provision for doubtful receivables has been raised in relation to any outstanding balances, and no expense has been
recognised in respect of bad or doubtful receivables due from related parties.

{c) Guarantees
No guarantees have been given to or received from any related parties that are outside the normal trading arrangements.
(d) Terms and conditions

All related party transactions were made on normal commercial terms and conditions and at market rates (including market rental
rates). Qutstanding balances are unsecured and are repayable in cash.

(e) Outwards reinsurance

The Company is protected by a Facuitative Obligatory reinsurance contract with the parent entity, Miinchener Rilckversicherungs-
Gesellschaft, a company incorporated in Germany with limited liability.

Credit rating

At the date of this report, the Company has a credit rating of AA- from Standard & Poor's (2008: AA-) and a credit rating of A+ from
AM Best (2008: A+).
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Directors’ Declaration

In the Directors’ opinion, the financial statement and notes set out on pages 1 to 15:

(a) comply with New Zealand generally accepted accounting practice and give a true and fair view of the financial position of the
Company as at 31 December 2009 and the resuits of operations for the year ended on that date.

(b) have been prepared using the appropriate accounting policies, which have been consistently applied and supported by reasonable
judgements and estimates.

The directors believe that proper accounting records have been kept which enable, with reasonable accuracy, the determination of the
financial position of the Company and facilitate compliance of the financial statements with the Financial Reporting Act 1993 and the
Companies Act 1993. The directors consider that they have taken adequate steps to safeguard the assets of the Company, and to
prevent and detect fraud and other irregularities. Internal control procedure are also considered to be sufficient to provide reasonable
assurance as to the integrity and reliability of the financial statements.

Signed in London on 22 April 2010 in accordance with a resolution of the Directors.

/ ! v

Director Director
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Audit report

To the shareholders of Great Lakes Reinsurance (UK) PLC — New Zealand
Branch ‘ o ‘

We have audited the financial statements on pages 1 to 16. The financial statements provide
information about the past financial performance of the New Zealand branch and its financial
position as at 31 December 2009. This information is stated in accordance with the accounting
policies set out on pages 4 to 6.

Directors’ responsibilities

The Directors of the branch are responsible for the preparation of financial statements which
give a true and fair view of the financial position of the branch as at 31 December 2009 and the
results of its operations for the year ended on that date.

Auditors’ responsibilities

It is our responsibility to express an independent opinion on the financial statements presented
by the Directors and report our opinion to you.

Basis of opinion

An audit includes examining, on a test basis, evidence relevant to the amounts and disclosures in
the financial statements. It also includes assessing:

e the. significant estimates and judgements made by the Directors of the branch in the
preparation of the financial statements; '

o whether the accounting policies are appropriate to the branch’s circumstances, consistently
applied and adequately disclosed.

We conducted our audit in accordance with New Zealand Auditing Standards. 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 obtain reasonable assurance that the
financial statements are free from material misstatements, whether caused by fraud or error. In
forming our opinion we also evaluated the overall adequacy of the presentation of information in
the financial statements.

Other than in our capacity as auditors we have no relationship with or interests in the branch.
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Unqualified opinion
We have obtained all the information and explanations we have required.

In our opinion:

"e _proper accounting records have been kept by the branch as far as appears from our
examination of those records;

e the financial statements on pages 1 to 16:
— comply with New Zealand generally accepted accounting practice;

= . give a true and fair view of the financial position of the branch as at 31 December 2009
and the results of its operations for the year ended on that date.

Our audit was completed on 28 April 2010 and our unqualified opinion is expressed as at that
date. , :

Kkent4
KPMG

Sydney
28 April 2010
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