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The company’s key financial performance
indicators during the year were as follows:

2009 2008 Change

$000 $000 %
Gross written premium 577,382 543,563 6.2
Profit before taxation 60,788 72,429 (16.1)
Net assets 666,485 625,735 6.5
Combined ratio 99.3% 81.7%

The combined ratio is calculated as total
technical charges excluding change in the
equalisation provision/earned premiums,

net of reinsurance. The combined ratio

reflects a 3.5% benefit from prior year claims
overprovision (2008: 13.5% benefit) and a

5% increase in net commissions reflecting
reduction in commissions receivable from
reinsurers following the move from quota share
to excess of loss reinsurance covers.

Investment income, excluding net gains /
losses on the realisation of investments,
was $3,705,000 lower than in 2008, driven
by lower investment yields. Total returns

(including unrealised gains/losses on fixed
income securities) were higher, however, due to
increases in the market value of bonds.

The company made net realised gains on
its investment portfolio of $2,790,000 (2008:
loss of $20,110,000). The 2008 result was
further affected by losses of $27,497,000 on
the company’s equity portfolio, which was
liquidated during that year.

The company operates in international markets.
As a result of the weakening of the USD during
2009, the company recorded total losses of
$3,495,256 (2008: loss of $31,004,293) on the
translation of non-USD currencies into USD.

In accordance with the company’s accounting
policies, $2,899,000 of this loss (net of taxation)
(2008: $23,438,000 of loss (net of taxation)),
being that part of the total loss relating to the
retranslation of the company’s principal operating
currencies GBP, Euro and USD, is reflected in the
Statement of Total Recognised Gains and Losses
and not in the profit and loss account.
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Net assets increased by $40,749,000,
attributable to the profit for the year of
$44,419,000 and other recognised net losses
of $3,669,000 for the year. The directors do not
recommend payment of a dividend (2008: Nil).

PRINCIPAL RISKS AND
UNCERTAINTIES

The Board sets risk appetite annually as part of
the company’s business planning process.

The roles of oversight, assessment and review
in the risk management process are delegated
by the Board to the Audit Committee and
implemented by the Risk Committee (RC).

The RC is the senior management forum
responsible for oversight of the company’s

risk framework across the business unit

and company functions and for monitoring
operational risk and related policies and
processes as they are applied throughout the
company. The RC submits a quarterly report to
the Executive Committee and Audit Committee.

The principal risks and uncertainties facing the
company are as follows:

INSURANCE RISK

Insurance risk includes the risks that a policy
will be written for too low a premium or will
provide inappropriate cover (underwriting
risk), that the frequency or severity of insured
events will be higher than expected (claims
risk), and that estimates of claims subsequently
prove to be insufficient (reserving risk). The
Board manages insurance risk by agreeing

its appetite for these risks annually through
the business plan, which sets out targets for
volumes, pricing, line sizes and retention by
class of business. The Executive Committee
of the Board then monitors performance
against the business plan monthly through the
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year. Reserve adequacy is monitored by the
Reserving Committee which meets quarterly
to establish and review the held reserves. A
key element of this consideration is review of
the quarterly report by the company’s actuary,
which includes the actuarial estimate of
required reserves together with documentation
supporting the material judgements and
assumptions made in arriving at this estimate.

CREDIT RISK

The company’s principal credit risk exposure is
the risk of non-performance by one or more of
the company’s reinsurers.

A key part of the company’s risk management
strategy is the purchase of effective reinsurance
across all lines. The company purchases both
proportional and non-proportional reinsurance
locally and through participation in Liberty
Mutual Group global treaties. There are a
limited number of reinsurers worldwide with the
capacity or capability to participate in these
global treaties. A consequence of this is a
degree of concentration of exposure with the
major reinsurers.

The company has established a Reinsurance
Committee which approves all reinsurance
treaties and assesses and is required to
approve all new reinsurers before business is
placed with them. Carriers must be A rated or
better. Reinsurer exposure is reviewed quarterly.
The company uses a default risk model to
determine a need for specific provisions against
reinsurer non-performance which are adjusted
on a quarterly basis. Changes in the amount

of the provisions are reflected in the profit and
loss account.



MARKET RISK

Market risk is defined as the risk of loss to the
company arising from fluctuations in the values
of its assets, the amount of its liabilities, or the
income from its assets. Sources of market risk
for the company include movements in interest
rates, equity values, and exchange rates. Such
movements would potentially affect the value
of the company’s cash and investment portfolio
and the income therefrom. The company
underwrites insurance policies in several
currencies and consequently has an exposure
to retranslation gains and losses arising from
the impact of changes in exchange rates on
technical assets and liabilities denominated in
foreign currencies.

The company’s investment portfolio is
managed by the investment department of
Liberty Mutual Group in accordance with
investment guidelines established on behalf of
the company by the Investment Committee.
These guidelines set out limits on asset quality,
counterparty exposure, asset concentration,
and geographical concentration which are
monitored by the Committee each quarter.
During 2008, the company sold all of its equity
holdings, eliminating current exposure to
fluctuations in equity values.

The company follows a policy of matching
foreign currency-denominated assets and
liabilities so as to minimise the impact of
exchange rate movements. Following a
change in policy in 2008, shareholder surplus
is currently held in USD. Thus overall the
company holds limited net assets in non-USD
currencies and consequently has no significant
balance sheet exposures to exchange rate
movements.

LIQUIDITY RISK

Liquidity risk is the risk of loss to the company
arising from the company being insufficiently
liquid to meet all cashflow commitments as and
when they fall due. It is company policy that all
funds are held in cash or in readily-marketable
instruments.

This requirement is reflected in the investment
guidelines. The duration of investment
instruments is matched to the anticipated
duration of liabilities to policyholders and

the currency of investment instruments

is matched to the currency of anticipated
liabilities to policyholders. Shorter term needs
are anticipated through a process of cashflow
forecasting with the backing of a bank loan
facility which can be drawn upon if needed to
cover immediate requirements.

The directors believe that these actions provide
assurance that the company will be able to
continue to meet its obligations as and when
they fall due. In making this assessment, the
directors have fully considered the effect of
current market conditions on asset values and
asset marketability.

OPERATIONAL RISK

Operational risk is defined as the risk of loss to
the company arising from inadequate or failed
internal processes, people, and systems. The
company manages operational risk through two
principal mechanisms. Firstly, all identified risks
are assigned a Risk Owner who is responsible
to the Risk Committee for establishing and
maintaining appropriate controls over that risk.
Secondly, the Audit Committee oversees the
execution of the company’s integrated audit
plan which includes a continuous programme
of testing of controls, reporting of results, and
implementation of any required remedial action.

Liberty Mutual Insurance Europe Limited Annual Report 2009
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FUTURE DEVELOPMENTS

The company intends to continue to pursue
opportunities for growth in Europe, the Middle
East, and the Far East, through extending
geographical presence and broadening the
range of specialty insurance products that are
offered.

DIRECTORS’ INTERESTS

The directors of the company during the year
and up to the date of signing the financial
statements were:

S P Rocks Chairman - Chief Executive Officer

P J O'Brien Director - Chief Operating Officer and
Company Secretary

D R Oates Director

D J Prince Director - Chief Financial Officer

G M van Loon Director

D T N Forsythe (USA) Non-Executive Director

G J McBurney (USA) Non-Executive Director

J P Spencer Non-Executive Director

M G McKenzie Non-Executive Director

According to the Register of Directors’
Interests, no director has any beneficial interest
in the issued share capital of the company.

FIXED ASSETS

The changes in the company’s fixed assets for
the year are set out in Note 12.

DONATIONS

During the year the company made charitable
donations of $34,091 (2008: $71,042) and
made no political donations (2008: nil).
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EMPLOYEES

During the year an average number of 373
(2008: 307) staff were employed. The total
aggregate remuneration of employees
amounted to $61.4m (2008: $63.3m).

The company operates discretionary
performance-related remuneration schemes
which enable employees to share in the
success of the company and to be rewarded
for good service and incentivised for future
performance. The company invests in staff
training to develop the skills of employees
to maximise the service levels provided to
customers and business partners.

Full and fair consideration is given to the
recruitment of disabled people and to the
offering of proper training, career development
and promotion opportunities for them. Every
effort is made to retain, in suitable employment,
any member of staff who becomes disabled
whilst employed by the company. Where this

is not possible, a permanent health insurance
scheme is in place for those staff who are
unable to return to suitable employment.

GOING CONCERN

The financial statements have been prepared
on a going concern basis. In assessing whether
the going concern basis is appropriate, the
directors have considered the information
contained in the financial statements, the
company’s latest business plan, and the
company’s current solvency calculations.

The directors are satisfied that the company
has adequate resources to continue in
operational existence for the foreseeable future.
Accordingly, they continue to adopt the going
concern basis in preparing the annual report
and financial statements.



DISCLOSURE OF INFORMATION TO
THE AUDITORS

So far as each person who was a director of the
company at the date of approving this report
is aware, there is no relevant audit information,
being information needed by the auditor in
connection with its report, of which the auditor
is unaware. Having made enquiries of fellow
directors of the company and the company’s
auditor, each director has taken all the steps
that he/she is obliged to take as a director in
order to make himself/herself aware of any
relevant audit information and to establish that
the auditor is aware of that information.

AUDITORS

Ernst & Young LLP are deemed to be
reappointed in accordance with an elective
resolution made under Section 485 of the
Companies Act 2006. Consequently, the
company has dispensed with the requirement
to hold an Annual General Meeting and re-
appoint the auditors. Ernst & Young LLP have
expressed their willingness to continue in office
and so have been invited to do so.

Approved by the Board of Directors and signed
on behalf of the Board by:

SEAN P ROCKS CEO | 29 MARCH 2010
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CASE STUDY

EXTENDING OUR CAPABILITIES

The arrival of Richard Coxon as Head of UK &
Ireland Commercial Property in 2009, along with
his highly experienced underwriting and risk
engineering team, marked the beginning of a new
capability in commercial property insurance.

With over 24 years’ experience in the London
insurance market, what did Richard find different
at Liberty? “The Integrated Business Unit

(IBU) philosophy is a major differentiator. The
underwriting, engineering and claims handling
functions all working in close partnership provide
Liberty with a better understanding of risk and
also give the client and broker enhanced levels of
service.”

Liberty’s property lines follow the same formula
we use throughout the business: careful choice of
risk, tailored products and having expertise where
we need it — on the ground. Although operations
are currently centred in London and Dublin, the

plan is to expand throughout the UK regions and
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then into Europe. “The first year is all about
building our UK capability and developing a
sound platform for the business. Communicating
our proposition to brokers is vital and we have
already achieved success with exciting new
business wins in the first six months.”

Richard believes that Liberty’s risk engineering
expertise is also a major differentiator. “We
want to develop close partnerships with our
clients and help them understand and mitigate
risk to their business. This benefits both client
and insurer as reduced exposures ensure a
more attractive company to insure, with lower
premiums to reflect an improved risk”.

Despite competitive markets, Richard sees
opportunities ahead as property provides the
missing link in Liberty’s product range and
creates strong synergies with our other product
lines. For example, build projects that are
covered by our construction underwriters can
continue to be insured by Liberty when they
move into the operational stage.

By introducing property lines in 2009, Liberty has
added a valuable and important capability that
looks set to grow.
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The directors are responsible for preparing the
Annual Report and the financial statements

in accordance with applicable law and
regulations.

Company law requires the directors to prepare
financial statements for each financial year.
Under that law the directors have elected to
prepare the financial statements in accordance
with United Kingdom Generally Accepted
Accounting Practice (United Kingdom
Accounting Standards and applicable law). The
financial statements are required by law to give
a true and fair view of the state of affairs of the

company and of the profit or loss of the company

for that period. In preparing those financial
statements, the directors are required to:

¢ select suitable accounting policies and then
apply them consistently;

¢ make judgements and estimates that are
reasonable and prudent;

¢ state whether applicable UK Accounting

Standards have been followed, subject to any

material departures disclosed and explained
in the financial statements;

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

The directors are responsible for keeping
proper accounting records that disclose with
reasonable accuracy at any time the financial
position of the company and to enable them
to ensure that the financial statements comply
with the Companies Act 2006. They are also
responsible for safeguarding the assets of the
company and hence for taking reasonable
steps for the prevention and detection of fraud
and other irregularities.

The directors are responsible for the
maintenance and integrity of the corporate and
financial information included on the company’s
website. Legislation in the United Kingdom
governing the preparation and dissemination of
financial statements may differ from legislation
in other jurisdictions.

Liberty Mutual Insurance Europe Limited Annual Report 2009
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We have audited the financial statements of
Liberty Mutual Insurance Europe Limited for
the period ended 31 December 2009 which
comprise the Profit and Loss Account, the
Balance Sheet and the related notes 1 to 32.
The financial reporting framework that has been
applied in their preparation is applicable law
and United Kingdom Accounting Standards
(United Kingdom Generally Accepted
Accounting Practice).

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 auditor’s report and for no other purpose.
To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone
other than the company and the company’s
members as a body, for our audit work, for this
report, or for the opinions we have formed.

Liberty Mutual Insurance Europe Limited Annual Report 2009

RESPECTIVE RESPONSIBILITIES OF
DIRECTORS AND AUDITORS

As explained more fully in the Directors’
Responsibilities Statement set out on page
19, the directors are responsible for the
preparation of the financial statements and for
being satisfied that they give a true and fair
view. Our responsibility is to audit the financial
statements in accordance with applicable law
and International Standards on Auditing (UK
and Ireland). Those standards require us to
comply with the Auditing Practices Board’s
(APB’s) Ethical Standards for Auditors.

SCOPE OF THE AUDIT OF THE
FINANCIAL STATEMENTS

An audit involves obtaining evidence about

the amounts and disclosures in the financial
statements sufficient to give reasonable
assurance that the financial statements are free
from material misstatement, whether caused by
fraud or error. This includes an assessment of:
whether the accounting policies are appropriate
to the company’s circumstances and have been
consistently applied and adequately disclosed;
the reasonableness of significant accounting
estimates made by the directors; and the
overall presentation of the financial statements.



OPINION ON FINANCIAL
STATEMENTS

In our opinion the financial statements:

® 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;

¢ have been properly prepared in accordance
with United Kingdom Generally Accepted
Accounting Practice; and

* have been prepared in accordance with the
requirements 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 prepared is
consistent with the financial statements.

MATTERS ON WHICH WE ARE
REQUIRED TO REPORT BY
EXCEPTION

We have nothing to report in respect of the

following matters where the Companies Act

2006 requires us to report to you if, in our

opinion:

¢ adequate accounting records have not been
kept, or returns adequate for our audit have
not been received from branches not visited
by us; or

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

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

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

Stuart Wilson (Senior Statutory Auditor)
for and on behalf of Ernst & Young LLP,
London

30 March 2010
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As one of Liberty’s key priorities is achieving
sustainable growth, it is important that we carry
out our activities in a way that reflects this long-
term focus. That means conserving precious
resources, acknowledging that we are part of a
wider community and acting responsibly in all
our business activities.

We are committed to reducing waste in a
number of ways. For example, in our London
offices we use motion-sensitive lighting and
virtual servers to ensure that energy use is
minimised. In addition we not only recycle
office paper and general material, we have also
introduced measures to recycle printer toner,
back-up tapes and computer hardware.

In the wider community, we contributed to
more than 40 charities in 2009, both through
direct donations and by supporting staff who
were involved in fundraising. For example 40
employees took part in the Standard Chartered
Great City Race, run in aid of the eyecare
charity Seeing is Believing. Other charities
supported include the British Heart Foundation,
Barnado’s, Help for Heroes, St John’s
Ambulance, The Place2Be, the British Lung
Foundation and RNID. As well as helping our
staff to raise money, we also encourage them
to give their time and skills to valuable causes
that vary from helping out in local schools to
animal conservation work with London Zoo.

These are just some of the ways in which
sustainable thinking is benefitting our business,
the environment and the wider community.



FINANCIAL STATEMENTS



PROFIT AND LOSS ACCOUNT FOR THE
YEAR ENDED 31 DECEMBER 2009

2009 2008
Technical account - general business Notes $000 $000

Gross premiums written 3 577,382 543,563

Outward reinsurance premiums (210,137)

Net premiums written 367,245 363,268

Change in the unearned premium

-gross amount 2 (33,593) (30,473)
-reinsurers' share 2 18,157 (30,458)
-net amount 2 (15,436) (60,931)
Earned premiums, net of reinsurance 2 351,809 302,337
Allocated investment return transferred from the non-technical 45,413 12,469
account

Total Technical Income 397,222 314,806
Claims paid

-gross amount (263,914) (249,817)
-reinsurers' share 122,881 101,385
-net of reinsurance (141,033) (148,432)
Change in the provision for claims

-gross amount 28 17,862

-reinsurers' share 28 (88,041) (21,007)
-net of reinsurance 28 (70,179)

Claims incurred net of reinsurance (211,212) (144,978)
Net operating expenses 4 (138,144) (102,044)
Change in the equalisation provision 30 (5,866)

Total Technical Charges (355,222) (250,944)
Balance on the Technical Account for General Business 42,000
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PROFIT AND LOSS ACCOUNT FOR THE
YEAR ENDED 31 DECEMBER 2009

Non-technical account

Balance on the Technical Account for General Business

2009 2008
Notes $000 $000

Investment income and gains on realisation of investments

Unrealised (losses) on investments

Investment expenses and charges

Foreign exchange (losses) / gains

Allocated investment return transferred to the general business
technical account

Profit on ordinary activities before tax

Tax on profit on ordinary activities

Profit on ordinary activities after tax

All the amounts above are in respect of continuing operations.

5
(27,497)
6 (1,933)
(601)
(45,413) (12,469)
7 60,788
8 (16,369) (23,439)
21 44,419

The inclusion of unrealised gains and losses in the profit and loss account is not deemed to be a departure from
the unmodified historical cost basis of accounting and therefore a separate note of historical cost profits and

losses has not been included.

The notes on pages 29 to 52 form part of these financial statements.
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STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
FOR THE YEAR ENDED 31 DECEMBER 2009

2009 2008
Notes $000 $000

Profit on ordinary activities after tax 21 44,419

(Losses) arising from the effect of retranslation of assets and liabilities 21 (2,899)
denominated in GBP and Euro, net of tax

Pension scheme - Actuarial (loss), net of tax 21 (770)

Total recognised gains relating to the year 22 40,750

The notes on pages 29 to 52 form part of these financial statements.
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BALANCE SHEET AS AT 31 DECEMBER 2009

2009 2009 2008 2008
ASSETS Notes $000 $000 $000 $000
Investments
Investments in subsidiary undertakings 11 1,877 1,759
Other financial investments 13 1,542,274 1,374,638
Deposits with ceding undertakings 3,314 10,045

1,547,465 1,386,442

Reinsurers' share of technical provisions

Provision for unearned premiums 2 133,988 112,837
Claims outstanding 28 792,835 852,382
965,219
Debtors
Debtors arising out of direct
insurance operations 15 155,341
Debtors arising out of
reinsurance operations 49,233
Other debtors 10 11,583
216,157
Other assets
Tangible assets 12 3,035
Cash at bank and in hand 53,819
56,854
Prepayments and accrued income
Accrued interest 18,920
Gross deferred acquisition costs 4 36,781
Other prepayments and
accrued income 16 1,690
67,920 57,391
Total assets 2,857,052 2,682,063

The notes on pages 29 to 52 form part of these financial statements.
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BALANCE SHEET AS AT 31 DECEMBER 2009 (continued)

2009 2009 2008 2008
LIABILITIES Notes $000 $000 $000 $000

Capital and reserves

Called up share capital 20 290,225 290,225

Profit and loss account 21 376,260 335,510

666,485 625,735

Technical provisions

Provision for unearned premiums 2 360,676 312,754
Gross claims outstanding 28 1,642,997 1,609,350
Equalisation provisions 30 14,426 7,902
2,018,099 1,930,006
Creditors
Creditors arising out of direct insurance operations 15 240 211
Creditors arising out of reinsurance operations 58,175 39,906
Other creditors including taxation and social security 18 63,883 40,145
122,298 80,262
Accruals and deferred income 19 48,843 45,383
Total liabilities excluding pension liability 2,855,725 2,681,386
Pension liability 26 1,327 677
Total liabilities 2,857,052 2,682,063

The financial statements were approved by the Board of Directors on 29 March 2010 and were signed on its
behalf by:

=ad

SEAN P ROCKS CEO | 29 MARCH 2010

The notes on pages 29 to 52 form part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

1 ACCOUNTING POLICIES

(a) Disclosure requirements

The financial statements have been prepared in compliance with the special provisions relating to insurance
companies in Section 3 of the Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008.

(b) Standard accounting practice
The financial statements comply with applicable accounting standards and the revised ABI Statement of
Recommended Practice issued in December 2005 as amended in December 2006.

The company has adopted Financial Reporting Standard No.1 (Revised 1996), and is therefore exempt from
the requirement to prepare a cash flow statement as it is a 100% owned subsidiary of Liberty International
Holdings Incorporated, and its cash flows are included within the consolidated cash flow statement of

Liberty International Holdings Inc. As allowed under Financial Reporting Standard No. 8, the company has not
disclosed all related party transactions with group undertakings on the basis that the company is a subsidiary
undertaking with 100% voting rights controlled within a group which produces publicly available consolidated
financial statements in which the company is included.

(c) Basis of accounting
The annual basis of accounting has been applied to all classes of business written by the company.

(d) Subsidiary undertakings

The company has claimed exemption from the production of consolidated financial statements under
the Companies Act 2006 s.400 as it is a subsidiary undertaking whose ultimate parent company produces
consolidated accounts in a manner equivalent to financial statements drawn up under the provisions of the
EU 7th Council Directive 83/349/EEC of 13 June 1983 based on Article 54(3) g of the Treaty on Consolidated
Accounts.

Investments in subsidiary undertakings are held at cost less accumulated impairment losses, if any.

(e) Premiums

Gross written premiums represent premiums receivable for the whole period of cover under contracts incepting
during the financial year, together with adjustments arising in the financial year to business written in previous
financial years and are stated before commissions but net of taxes, duties levied on premiums and other
deductions. Outward reinsurance premiums are accounted for in the same accounting period as the premiums
for the related direct insurance or inwards reinsurance business.

(f) Unearned premiums

For business accounted for on an annual basis, the proportion of the premiums written in a year relating to the
period of risk from 1 January to the subsequent dates of expiry of policies is carried forward as a provision for
unearned premiums. The provision is calculated on the 365ths method, or, in respect of engineering / course of
construction business, is calculated using an earnings profile based on the construction and maintenance period
of specific policies.

(g) Unexpired risks

Provision is made for any anticipated shortfall of the provision for unearned premiums for claims and
administrative expenses likely to arise after the end of the year from contracts concluded before that date. The
overall assessment of whether a provision is necessary is made on the basis of all categories of business. No
account is taken of future investment income.

Liberty Mutual Insurance Europe Limited Annual Report 2009
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NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)

(h) Deferred acquisition costs

Commission costs which vary with, and are primarily related to, the acquisition of new insurance contracts and
the renewal of existing insurance contracts are deferred to the extent that they are attributable to premiums
unearned at the balance sheet date.

(i) Investments

Investments, other than debt securities and other fixed interest securities, are stated at their current value. Listed
investments are stated at bid price market value at close of business on the balance sheet date, or on the last
stock exchange trading day before the balance sheet date.

Redeemable fixed interest securities, held as a portfolio of such securities intended to be held on an ongoing
basis, are valued at amortised cost. The amortisation is calculated so as to write off the difference between the
purchase price and the maturity value over the life of the security.

Redeemabile fixed interest securities are reviewed for any permanent diminution in value periodically on a holding
by holding basis. Where a permanent diminution is identified, the carrying value of the security is adjusted to its
fair value at that time and the difference between this value and the security’s amortised cost is recorded as a
realised investment loss in the profit and loss account.

(j) Investment income, expenses and charges
Investment income and expenses are accounted for on an accruals basis. In accordance with Financial Reporting
Standard 16 “Current Tax”, dividends are recognised at the amount receivable without any attributable tax credit.

Investment income (which includes the amortisation charge in respect of investments carried at amortised cost),
realised gains and losses arising from the disposal of investments, and unrealised gains and losses are dealt with
through the non-technical account and then reallocated in part to the technical account to reflect that proportion
of the investment return arising on technical provisions.

Realised gains or losses represent the difference between net sales proceeds (or fair value in the case of impairments)
and purchase price, or in the case of debt securities and other fixed interest securities, amortised cost.

(k) Unrealised gains and losses on shares and other variable yield securities and units in unit trusts
Unrealised gains and losses on shares and other variable yield securities and units in unit trusts represent the
difference between the market value at the balance sheet date and their purchase price, or if they have been
previously revalued, the valuation at the last balance sheet date.

The movement in unrealised gains and losses on shares and other variable yield securities and units in unit
trusts disclosed in the profit and loss account includes any reversal for previously recognised unrealised gains
and losses on shares and other variable yield securities and units in unit trusts, which were disposed of in the
accounting period.

(I) Outstanding claims

Full provision is made on an individual case basis for the estimated cost of claims notified but not settled by the
balance sheet date after taking into account handling costs and settlement trends. A provision for claims incurred
but not reported is established from statistical analysis undertaken by the company’s actuaries. The methods used
and the estimates made are reviewed regularly. Whilst the directors consider that the gross provision for claims
and the related reinsurance recoveries are fairly stated on the basis of the information currently available to them,
the ultimate liability will vary as a result of subsequent information and events. Any differences between provisions
and subsequent settlements are dealt with in the technical accounts of later years.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)

() Outstanding claims (continued)

In calculating the estimated cost of unpaid claims the company uses a variety of estimation techniques, generally
based upon statistical analyses of historical experience, which assumes that the development pattern of current
claims will be consistent with past experience. Allowance is made, however, for changes or uncertainties which
may create distortions in the underlying statistics or which may cause the cost of unsettled claims to change
when compared with the cost of previously settled claims including:

e changes in company 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
o the effects of inflation

e changes in the mix of business

¢ the impact of large losses

* movement in industry benchmarks

A component of these estimation techniques is usually the estimation of the cost of notified but not paid claims.
In estimating the cost of these the company has regard to claim circumstances as reported, and information
available from loss adjusters and information on the cost of settling claims with similar characteristics in previous
periods.

Large claims impacting each relevant business class were assessed separately where appropriate, 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 the large claims.

The provision for claims outstanding is based on information available at the balance sheet date and it is
estimated to give a result within a normal range of outcomes. To the extent that the ultimate cost falls outside
this range, for example where assumptions over claims inflation may alter in future, there is a contingent liability
in respect of this uncertainty. Provisions are calculated allowing for reinsurance recoveries and a separate asset
is recorded for the reinsurers’ share, having regard to collectability.

(m) Claims management expense
Claims management expenses have been determined by an apportionment of employment costs.

(n) Equalisation provisions
Equalisation provisions have been established in accordance with the requirements of the Prudential Sourcebook
for Insurers and included as the equalisation provision within technical provisions.

(o) Deferred taxation

Financial Reporting Standard 19 “Deferred Tax” requires full provision to be made for deferred tax assets and
liabilities arising from timing differences between the recognition of gains and losses in the financial statements
and their recognition in a tax computation.

Deferred tax is recognised as a liability or asset if the transactions or events that give the entity an obligation to
pay more tax in the future or a right to pay less or receive more tax in the future have occurred by the balance
sheet date. Deferred tax assets are recognised to the extent that it is regarded as more likely than not that they
will be recovered.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)

(p) Exchange rates

Assets and liabilities are translated into US dollars at the exchange rates prevailing at the balance sheet date.
Income and expense transactions are translated using the rate prevailing at the date of transactions or an
appropriate average rate.

Principal exchange rates used were as follows:

Average Closing
USD : GBP 1.5592 1.5965
USD : EUR 1.3997 1.4249

The company maintains separate currency ledgers for US dollars, £ sterling and Euro business. These separate
foreign currency ledgers are considered by management to represent foreign branches. Exchange gains and
losses arising from the retranslation into US dollars of the balance sheets of these branches using the rates of
exchange prevailing at the balance sheet date, and the retranslation into US dollars of the profit and loss accounts
of these branches using the average rates of exchange for the year, have been recorded in the statement of total
recognised gains and losses.

Ledgers are held in US dollars in respect of the overseas branches in the Far East and Euros in respect of the
overseas branches in Europe. Exchange gains and losses arising from the retranslation of the European overseas
branches to US dollars continue to be recorded directly in the statement of total recognised gains and losses.

All other foreign exchange gains and losses continue to be recorded in the non-technical account.

(q) Fixed assets

Expenditure on leasehold improvements, software, computer equipment, motor vehicles, fixtures, fittings and
office equipment is capitalised and depreciated over the estimated useful economic lives of the assets on a
straight line basis.

The periods used to depreciate such assets are as follows:

Leasehold improvements Remaining lease term
Software 1 year

Computer Equipment 1 year

Motor Vehicles 4 years

Fixture, fittings and office equipment 5-10years

Depreciation is included as part of administrative expenses.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

1 ACCOUNTING POLICIES (continued)

(r) Pension costs

The company participates in a group contributory pension scheme. Contributions to the scheme are charged to
the profit and loss account so as to spread the cost of pensions over employees’ working lives with the company.
Variations arising from actuarial surpluses are spread over the average remaining service lives of members to the
extent that the resulting credit does not exceed the regular cost.

Defined Benefit Pension Scheme
The company has fully adopted accounting standard FRS17 “Retirement Benefits”.

The difference between the fair value of the assets held in the company’s defined benefit pension scheme and
the scheme’s liabilities measured on an actuarial basis using the projected unit method are recognised in the
company’s balance sheet as a pension scheme asset or liability as appropriate.

The carrying value of any resulting pension scheme assets is restricted to the extent that the company is able to
recover the surplus either through reduced contributions in the future or through refunds from the scheme. The
pension scheme balance is recognized net of any related deferred tax balance.

Changes in the defined benefit pension scheme asset or liability from factors other than cash contribution by the
company are charged to the Profit and Loss account or the Statement of Total Recognised Gains and Losses in
accordance with FRS17 “Retirement Benefits”.

Employees joining on or after 1 January 2002 became members of the company defined contribution pension
schemes. Contributions are charged in the profit and loss account as they become payable in accordance with
the rules of the schemes.

(s) Leases

Assets held under finance leases and hire purchase contracts are capitalised at their fair value on the inception
of the leases and depreciated over their estimated useful lives. The finance charges are allocated over the period
of the lease in proportion to the capital amount outstanding.

Rentals under operating leases are charged to the profit and loss account in equal annual instalments over the
period of the lease.

(t) Salvage and subrogation recoveries

Anticipated salvage and subrogation recoveries are calculated on an individual case basis. The level of recovery
estimated is set on the basis of information which is currently available, including potential outstanding claims
advices and case law. Salvage and subrogation recoveries are included in claims incurred in the profit and loss
account.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

2 EARNED PREMIUMS NET OF REINSURANCE

2009

Premiums receivable

Unearned premiums carried forward

Unearned premium brought forward

Exchange difference on brought forward

Movement per Technical Account

Premiums earned

2008

Premiums receivable

Unearned premiums carried forward

Unearned premium brought forward

Exchange difference on brought forward

Movement per Technical Account

Premiums earned
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Gross Reinsurance Net
$000 $000 $000

577,382 (210,137) 367,245

(360,676) 133,988 (226,688)
312,754 (112,837) 199,917

14,329 (2,994) 11,335
(33,593) 18,157 (15,436)
543,789 191,980 351,809

Gross Reinsurance Net
$000 $000 $000

543,563 (180,295) 363,268
(312,754) 112,837 (199,917)

304,802 (150,437) 154,365

(22,521) 7,142 (15,379)

(30,473) (30,458) (60,931)

513,090 210,753 302,337




NOTES TO THE FINANCIAL STATEMENTS (continued)

3 ANALYSIS OF PREMIUMS WRITTEN, CLAIMS, OPERATING EXPENSES AND REINSURANCE BALANCE

Information required by the Companies Act 2006 by class of business is as follows:

Gross Gross Gross Gross
premium premium claims operating Reinsurance
written earned incurred expenses balance
2009 $000 $000 $000 $000 $000

Direct

Marine, Aviation and Transport 155,420 (61,400) (40,878)

Primary Direct & Fac Property 32,579 (19,627) 601

Primary Direct Commercial Liability 326,802 (148,473) (78,633)

Primary Direct Commercial Financial 61,861 (22,802) (6,691)
( ) g

Total Direct SUAsTEleEs 543,104 | Peeicls)  (167,874) (125,601)

Total Non-Prop & Prop R/I Treaty

Business 720 685 6,250 (434) (1,375)

Totals SYffelees 543,789 |G SZ)E (168,308 (126,976)
Gross Gross Gross Gross

premium premium claims operating Reinsurance

written earned incurred expenses balance

2008 $000 $000 $000 $000 $000

Direct

Marine, Aviation and Transport 145,821 (136,250) 31,990
Primary Direct & Fac Property 29,578 (11,811) (2,227)
Primary Direct Commercial Liability 313,216 (81,232) (114,186)
Primary Direct Commercial Financial 54,940 (23,404) (2,579)

( )| (143, )

Total Direct SUEfeleel 512,768 |ESELEE ) (143,982) (87,002

Total Non-Prop & Prop R/I Treaty
Business 8 322 27,341 (745) (690)

Totals YENR] 513,000 PRGN (144,727) (87,692)

Commissions payable in respect of direct insurance amounted to $55,529,000 (2008: $51,344,000).
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Net
technical
provision

$000

195,534

669,815

976,347

85,688
1,062,035

Net
technical
provision

$000

184,833

568,086

849,276

95,797
945,073
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NOTES TO THE FINANCIAL STATEMENTS (continued)

3 ANALYSIS OF PREMIUMS WRITTEN, CLAIMS, OPERATING EXPENSES AND REINSURANCE BALANCE

(continued)

The company operates its business in the following divisions:

Gross Gross

premium premium

written earned

2009 $000 $000

362,646 348,150

54,085
88,517
International 72,134
Totals 577,382

London

UK and Ireland

Continental Europe

Gross Gross
premium premium
written earned

2008 $000 $000
353,112 346,401

49,949 46,819

London

UK and Ireland

Continental Europe

74,948 66,767
65,554 53,103
Totals 543,563 513,090

International
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Gross Gross Net
claims operating Reinsurance technical
incurred expenses balance provision
$000 $000 $000 $000
(127,798) (98,266) (109,484) 757,674
(28,193) (17,654) (7,042) 108,366
(46,244) (25,604) (9,827) 116,049
(43,817) ( (623) 79,946
(246,052) (168,308) (126,976) 1,062,035
Gross Gross Net
claims operating Reinsurance technical
incurred expenses balance provision

$000 $000 $000
(153,075) (86,619) 705,106

(31,287)
(41,916)

922 62,126
(225,356) 945,073



NOTES TO THE FINANCIAL STATEMENTS (continued)

4 NET OPERATING EXPENSES

2009

Acquisition costs

Deferred acquisition costs carried forward

Deferred acquisition costs brought forward

Exchange difference on brought forward

Change in deferred acquisition costs

Incurred acquisition costs

Administrative expenses

2008

Acquisition costs

Deferred acquisition costs carried forward

Deferred acquisition costs brought forward

Exchange difference on brought forward

Change in deferred acquisition costs

Incurred acquisition costs

Administrative expenses

Gross Reinsurance Net
$000 $000 $000

70,736 (32,806) 37,930

(43,179) 28,363 (14,816)

36,781 (24,969) 11,812
1,220 (752) 468

(5,178) 2,642 (2,536)
65,558 30,164 35,394

102,750

B o

Gross Reinsurance Net
$000 $000

(27,777) 35,860

(36,781) 24,969 (11,812)
34,088 (@1,797) (7,709)
(2,343) 1,922 421)

(5,036) (14,906) (19,942)
58,601 (42,683) 15,918

86,126

5 INVESTMENT INCOME AND GAINS/(LOSSES) ON REALISATION OF INVESTMENTS

Income from other financial investments

2009 2008
$000 $000

Net gains/(losses) on the realisation of investments

(20,110)
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NOTES TO THE FINANCIAL STATEMENTS (continued)

6 INVESTMENT EXPENSES AND CHARGES

Investment management expenses including interest

7 PROFIT AND LOSS ACCOUNT

Profit on ordinary activities before tax is stated:

After crediting

Income from listed investments

After charging

Depreciation

Operating lease rentals:

Motor vehicles and equipment

Land and buildings

Directors' emoluments:

Fees

Remuneration as executives

Pension contributions

Auditors' remuneration:

Statutory audit of company’s financial statements

Other services pursuant to legislation

Tax services

Services relating to information technology

All other services — additional group reporting audit requirements not
pursuant to legislation

Audit of group pension scheme
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2009

2009
$000

2009
$000

2008
$000

2008
$000

63,513

689

513
5,620

101
4,377
479

2008
$000

282
100
160

262
15



NOTES TO THE FINANCIAL STATEMENTS (continued)

7 PROFIT AND LOSS ACCOUNT (continued)

2009 2008
$000

Directors' Remuneration

Emoluments

2009 2008

Number of directors who are members of a defined benefit pension scheme

2009 2008
$000 $000

Highest paid director's remuneration

Aggregate of emoluments and awards under long term incentive

schemes, including $108,000 pension contributions 1,486

8 TAXATION

(a) Analysis of charge in period

2009 2008
$000 $000
Current tax:
Overseas taxation 3,438
UK taxation (20,859) (17,034)
Total current tax (see Note 8(b)) (17,421) (21,727)

Deferred tax:

Origination and reversal of timing differences 1,052

Total deferred tax 1,052

Tax charge on profit on ordinary activities (16,369)

(b) Factors affecting tax charges for period

The tax charged for the period is higher than the standard effective rate of corporation tax in the UK (28 per cent).

The differences are explained overleaf.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

8 TAXATION (continued)

(b) Factors affecting tax charges for period (continued)

2009 2008
$000 $000
Profit on ordinary activities before tax 60,788
Profit on ordinary activities multiplied by standard effective rate of corporation
tax in the UK of 28% (2008: 28.5%) (17,021) (20,642)
Effects of:
Unrelieved overseas tax losses and withholding taxes 250
Effect of disallowable items (1,226)
Tax over provided in previous years 1,628
Short-term timing differences (1,052)
Current tax charge for year (see Note 8(a)) (17,421)

(c) Factors that may affect future tax charges
Based on current business plans, the company expects to make sufficient taxable profits in the next three
financial years to support the recoverability of the deferred tax asset recognised at 31 December 2009.

9 STAFF NUMBERS AND COSTS
The average number of persons employed by the company (including executive directors) during the year,

analysed by category, was as follows:

2009 2008

Underwriting

Claims

Administration

The aggregate payroll costs of these persons were as follows:

2009 2008
$000 $000

Wages and salaries 52,102

Redundancy costs 12

Social security costs 4,527

Other pension costs (see Note 26) 4,765

61,406
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NOTES TO THE FINANCIAL STATEMENTS (continued)

10 OTHER DEBTORS

2009 2008

Deferred taxation (see Note 17)

Other debtors

11 INVESTMENTS IN SUBSIDIARY UNDERTAKINGS

Details of the company’s investments in subsidiary undertakings, all of which produce their financial statements
at 31 December each year, are as follows:

Percentage of

Class of nominal value
Shares Held and voting Country of
Type of (all held rights held by incorporation
Name Business directly) the company and operation
Vision Underwriting Limited Underwriting Ordinary 100% UK
Agency
Vision Employment Health and Safety ==l =lgle. Ordinary 100%
Limited Safety Services
Vision Risk Management Limited Risk Ordinary 100%

Management
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NOTES TO THE FINANCIAL STATEMENTS (continued)

12 TANGIBLE ASSETS

Fixtures,

Leasehold fittings &
Improvements equipment Motor Vehicles Total
$000 $000 $000 $000

Cost:

At 1 January 2009

Revaluation

Additions during the year

Disposals during the year

At 31 December 2009

Accumulated depreciation:

At 1 January 2009

Revaluation

Charge for the year

Disposals during the year

At 31 December 2009

Net book value at 31 December 2009

Net book value at 31 December 2008
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NOTES TO THE FINANCIAL STATEMENTS (continued)

13 OTHER FINANCIAL INVESTMENTS

Market valuations

2009

Debt securities and other fixed income securities

1,499,900

Deposits with credit institutions

97,732

Total Market Value of Other Financial Investments

1,597,632

Original Cost

Debt securities and other fixed income securities

1,460,613

Deposits with credit institutions

97,732

Total Original Cost of Other Financial Investments

1,558,345

Carrying Value

Debt securities and other fixed income securities at amortised cost

1,444,542

Deposits with credit institutions at original cost

97,732

Total Carrying Value of Other Financial Investments

1,542,274

Included in the above market valuations were investments:

2009
$000

Listed on the UK Stock Exchange

213,536

Listed on other investment exchanges

884,104

The maturity value of debt securities and other fixed income securities is $1,431,809,994 (2008: $1,161,300,000)

1,097,640

and the unamortised premium amounts to $15,591,799 (2008: $11,868,000).
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2008

1,259,031
134,804
1,393,835

1,248,989
134,804
1,383,793

1,239,834
134,804
1,374,638

2008
$000

164,533
795,507
960,040
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NOTES TO THE FINANCIAL STATEMENTS (continued)

14 AMOUNTS DUE TO AND FROM GROUP UNDERTAKINGS

The following amounts due (to) and from group undertakings are included within:

2009 2008
$000 $000

Other debtors -

Gross deferred acquisition costs 31

Debtors arising out of reinsurance operations 9,129

Reinsurers’ share of technical provisions 46,985

Other creditors (20,067)

Accruals and deferred income (2,287)

Creditors arising out of reinsurance operations (4,909)

Technical provisions (1,209)

27,673

15 DEBTORS AND CREDITORS ARISING OUT OF DIRECT INSURANCE OPERATIONS

All amounts are owed to or due from intermediaries.

16 OTHER PREPAYMENTS AND ACCRUED INCOME

2009 2008

$000 $000
Prepayments 1,690
1,690
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NOTES TO THE FINANCIAL STATEMENTS (continued)

17 DEFERRED TAXATION

2009 2008

Other timing differences

Asset at start of year

Timing differences arising in period

Deferred tax credit / (charge) in profit and loss account

Taxation recognised in the Statement of Total Recognised Gains and Losses

Asset at end of year

Deferred tax asset included in Other debtors

Deferred tax asset deducted from Pension liability

18 OTHER CREDITORS INCLUDING TAXATION AND SOCIAL SECURITY

2009 2008
$000 $000

Social security

Premium taxes payable

Overseas taxes payable

Corporation tax

Bank overdraft

Other creditors

19 ACCRUALS AND DEFERRED INCOME

2009 2008
$000 $000

Deferred reinsurance commissions 28,363 24,969

Other accruals 20,480 20,414

48,843 45,383
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NOTES TO THE FINANCIAL STATEMENTS (continued)

20 SHARE CAPITAL

2009 2008
$000 $000

Authorised:

629,187,000 (2008: 629,187,000) ordinary shares of $1 each

Issued and fully paid:

290,225,000 (2008: 290,225,000) ordinary shares of $1 each

21 RESERVES

Profit & loss

Account
Excluding Pension Total
Pension Liability Liability Account

$000 $000 $000
Balance at 1 January 2009 336,187 (677) 335,510

Profit for financial year 44,229 190 44,419

Pension scheme - Actuarial loss
Change in FRS17 “Retirement Benefits”, net of tax - (770) (o)

Gains and losses arising from the retranslation of assets
and liabilities denominated in GBP and Euros, net of tax (2,829) (70) (2,899)

Balance at 31 December 2009 377,587 (1,327) 376,260

22 RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS’ FUNDS

2009 2008
$000 $000

Total recognised gains relating to the year 40,750

Opening shareholders’ funds 625,735 600,360

Closing shareholders’ funds 666,485 625,735
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NOTES TO THE FINANCIAL STATEMENTS (continued)

23 COLLATERAL DEPOSITS

Debt securities and deposits with credit institutions amounting to $53,450,030 (2008: $28,043,629) have been
pledged as security in connection with certain of the company’s overseas liabilities.

24 OTHER COMMITMENTS

Annual commitments at 31 December under non-cancellable operating leases are shown below:

2009 2008

Land and Land and

Buildings Buildings

$000 $000
Operating leases expiring within two to five years 4,716
Operating leases expiring after five years 582

25 CONTINGENT LIABILITY

The company has entered into a letter of credit in favour of the Institute of London Underwriters (“ILU”) for certain
potential liabilities in respect of the Institute’s building in Leadenhall Street, London EC3. During 2009 drawings
on the letter of credit amounted to $37,895 (2008: $45,601) and its value at 31 December 2009 was $639,943
(2008: $625,909).

On 14 February 2007, the company provided a guarantee on behalf of a fellow group undertaking, Liberty
Syndicate Management Limited, in respect of that company’s financial obligations related to a property tenancy
expiring on 22 February 2017. The maximum potential obligation of the company under the guarantee is
dependent, inter alia, on future rent reviews but is estimated by the company to be £11,550,000.

The company has provided to the Labuan Offshore Financial Services Authority an irrevocable and unconditional
guarantee that it will meet all of the company’s obligations relating to its insurance operations in Labuan, Malaysia.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

26 DEFINED BENEFIT PENSION SCHEME

The company participates in a group defined benefit scheme in the UK together with fellow subsidiaries of Liberty
Mutual Holding Company Inc. The information disclosed below is only in respect of Liberty Mutual Insurance

Europe Limited’s participation in the scheme.

Composition of the scheme

A full actuarial valuation was carried out at 1 July 2008 and updated to 31 December 2009 by a qualified
independent actuary. The major assumptions used by the actuary were:

At 31 December

Rate of increase in salaries

Rate of increase in pensions in payment where Limited Price
Indexation (LPI) applies

Discount rate

Inflation assumption

Loading for mortality improvements

Mortality table code

The assets in the scheme and the expected return were:

Long-

term rate

of return
expected Value at
at 2009 2009

At 31 December % $000
10,417

8,206

Equities

Bonds

Other (property, cash etc) 6,316

Total market value of assets 24,939
(26,783)

(1,844)

Present value of scheme liabilities

Deficit in the scheme

Net pension liability (after adjustment
for deferred tax)

(1,327)

Analysis of the amount charged to operating profit

Current service cost
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2009 2008 2007

% % %

4.6 4.2 4.5

3.4 3.1 3.4

5.6 5.9 5.8

3.6 3.2 3.5

0.0 0.0 0.0

APl PA92 Medium  PA92 Medium

Cohort Cohort Cohort
Long- Long-
term rate term rate
of return of return

expected Value at expected Value at

at 2008 2008 at 2007 2007

% $000 % $000

8.0 6,670 9.0 15,095

51 7,293 4.6 9,121

5.6 5,407 4.6 1,260

19,370 25,476

(20,310) (26,881)

(940) (1,405)

(677) (984)

2009 2008

$000 $000

m:l 618



NOTES TO THE FINANCIAL STATEMENTS (continued)

26 DEFINED BENEFIT PENSION SCHEME (continued)

Analysis of the amount credited / (charged) to net investment income

2009 2008
$000 $000

Expected return on pension scheme assets

Interest on pension scheme liabilities

Net return

Analysis of amount recognised in statement of total recognised gains and losses (“STRGL”)

2009 2008
$000 $000

Actual return less expected return on pension scheme assets

Experience gains and losses arising on the scheme liabilities

Changes in assumptions underlying the present value of the scheme liabilities

Actuarial loss recognised in STRGL

Movement in deficit during the year

2009 2008
$000 $000

Deficit in scheme at beginning of the year

Movement in year:

Current service cost

Contributions

Net investment income

Actuarial (deficit)

Retranslation of opening balance

Deficit in scheme at end of the year
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NOTES TO THE FINANCIAL STATEMENTS (continued)

26 DEFINED BENEFIT PENSION SCHEME (continued)

History of experience gains and losses

2009 2008 2007 2006 2005
$000 $000 $000 $000 $000

Total market value of assets Zackicl 19,8370 25,476 22,024 17,167

Present value of scheme liabilities o) (20,310) (26,881) (27,624) (24,272)

Deficit in the scheme (Lol (940)  (1,405)  (5,600)  (7,105)

Difference between the expected and actual return on
scheme assets:

Amount (1,798) 1,711 1,169 1,229
Percentage of scheme assets (9%) 7% 5% 7%
Experience gains and losses on scheme liabilities:

Amount (172) 108 66 345
Percentage of the present value of the scheme liabilities (1%) 0% 0% 1%

Total amount recognised in statement of total
recognised gains and losses:

Amount 408) 4732 2,758 (1,814)

Q%)  17%  10% (%)

Percentage of the present value of the scheme liabilities

Defined Contribution Scheme

The company operates a defined contribution pension scheme, the Company Pension Scheme, for its employees.
The assets of the scheme are held separately from those of the company in an independently administered
fund. The unpaid contributions outstanding at the year end, included in Other creditors (Note 18) are $405,711
(2008: $339,295).

During the year ended 31 December, the company’s contributions to the above schemes were:

2009 2008
$000 $000

Defined benefit scheme

Pension deficit — change in FRS 17 “Retirement Benefits”

Defined contribution scheme
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NOTES TO THE FINANCIAL STATEMENTS (continued)

27 TRANSACTIONS WITH DIRECTORS AND OFFICERS

Remuneration of $38,980 (2008: $49,000) in respect of Mr M G McKenzie was paid to McKenzie Consulting
Limited, a company controlled by Mr M G McKenzie. There were no other transactions requiring disclosure
between Liberty Mutual Insurance Europe Limited and its directors and officers during the year ended 31
December 2009.

28 CHANGE IN THE PROVISION FOR CLAIMS

Gross Reinsurance Net
2009 $000 $000 $000
Claims outstanding carried forward (1,642,997) 792,835 (850,162)
Claims outstanding brought forward 1,609,350 756,968
Exchange difference on brought forward 51,509 23,015
Movement per Technical Account 17,862 (70,179)

Gross Reinsurance Net
2008 $000 $000 $000
Claims outstanding carried forward (1,609,350) 852,382 (756,968)
Claims outstanding brought forward 1,789,085 827,557
Exchange difference on brought forward (155,274) (67,135)

Movement per Technical Account 24,461 (21,007) 3,454

29 PRIOR YEARS CLAIMS

An over-provision of $12,387,000 (2008: over-provision $40,871,000) has arisen between the outstanding claims
provision at the beginning of the year, payments made during the year and the provision at the end of the year.

30 EQUALISATION PROVISION

These provisions, which are in addition to the provisions required to meet the anticipated ultimate cost
of settlement of outstanding claims at the balance sheet date, are required by Section 3 of the Large and
Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008 to be included within technical
provisions in the balance sheet, notwithstanding that they do not represent liabilities at the balance sheet date.
This has had the cumulative effect of reducing shareholders’ funds by $10,387,000 net of tax (2008: $5,650,000).
The movement in equalisation provisions during the year resulted in a decrease in the general business technical
account result of $5,866,000 (2008: decrease of $3,922,000) and the profit before taxation of $6,524,000
(2008: decrease of $2,544,000).
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NOTES TO THE FINANCIAL STATEMENTS (continued)

31 PARENTAL GUARANTEE

On 15 February 2002 the board of Liberty Mutual Insurance Company agreed to grant a guarantee covering the
company’s insurance obligations. This was ratified by the Massachusetts’ Department of Insurance on 10 May
2002. The original guarantee was updated and re-issued on 13 April 2006.

32 ULTIMATE PARENT COMPANY

The ultimate parent company is Liberty Mutual Holding Company Inc. of Boston, 175 Berkeley Street, Boston,
Massachusetts 02117, U.S.A. a company incorporated in the United States of America. The smallest higher
group of companies for which group accounts are drawn up and of which this company is a member is Liberty
International Holdings Incorporated, a company incorporated and registered in the U.S.A.

The immediate parent company of Liberty Mutual Insurance Europe Limited is Liberty International Holdings
Incorporated. Copies of the group accounts of Liberty International Holdings Incorporated and of Liberty Mutual
Holding Company Inc. of Boston are available from the companies’ registered office, 175 Berkeley Street,
Boston, Massachusetts 02117, U.S.A.

Designed by brett-lesage.com
Photography pages 8 & 12-13 by Aidan McCarthy
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LONDON OFFICE:

Head office

3rd Floor, Two Minster Court
Mincing Lane

London EC3R 7YE

Tel: +44 (0)20 7860 6600
Fax: +44 (0)20 7860 6290
mailbox.london@libertyiu.com

UK OFFICES:

Bristol

4th Floor

11-12 Queen Square

Bristol BS1 4NT

Tel: +44 (0)117 930 7320
Fax: +44 (0)117 376 3205
mailbox.bristol@libertyiu.com

Cheltenham

Vision Underwriting

St James House

St James Square

Cheltenham

Gloucestershire GL50 3PR
Tel: +44 (0)1242 244499

Fax: +44 (0)1242 244445
info@visionunderwriting.co.uk

Manchester

8th Floor

55 Spring Gardens

Manchester M2 2BY

Tel: +44 (0)161 242 7890

Fax: +44 (0)161 244 5592
mailbox.manchester@libertyiu.com

INTERNATIONAL OFFICES:

Dubai

GVO05, 4th Floor

DIFC

PO Box 506574

Dubai, United Arab Emirates
Tel: +971 4 302 8000

Fax: +971 4 323 0231
mailbox.dubai@libertyiu.com

Hong Kong

Suites 2401-04

Cityplaza One

1111 King’s Road

Taikoo Shing, Island East

Hong Kong

Tel: +852 3655 2600

Fax: +852 3655 2699
mailbox.hongkong@Ilibertyiu.com

India

Office No. 84

Maker Chamber VI
Backbay Reclamation
Nariman Point

Mumbai 400021

India

Tel: +91 22 6143 8000
Fax: +91 22 6143 8080

Malaysia

Suite 9-7

Wisma UOA Damansara Il

No. 6 Jalan Changkat Semantan
Damansara Heights

50490 Kuala Lumpur

Tel: +60 3 2082 4000

Fax: +60 3 2082 4050

Singapore

One Raffles Quay

#37-02 North Tower

Singapore 048583

Tel: +65 6622 9160

Fax: +65 6622 9168
mailbox.singapore@libertyiu.com

EUROPEAN OFFICES:

Cologne

Im MediaPark 8

50670 Koéln, Germany

Tel: +49 22 150 05 22 01

Fax: +49 22 150 05 22 99
mailbox.cologne@libertyiu.com

Dublin

Guild House

Guild Street, IFSC

Dublin 1, Ireland

Tel: +353 1 818 0505

Fax: +353 1 672 0210
mailbox.dublin@libertyiu.com

The Hague

Koninginnegracht 21

2514 AB Den Haag
Netherlands

Tel: +31 (0)70 30 28 650

Fax: +31 (0)70 30 28 659
mailbox.denhaag@libertyiu.com

Madrid

¢/ General Arrando, 7-1°/2°
28010 Madrid, Espana

Tel: +34 (0)91 444 28 67

Fax: +34 (0)91 444 28 76
mailbox.madrid@libertyiu.com

Paris

3 Rue Scribe

Paris, France 75009

Tel: +33 153 0590 59

Fax: +33 1 53 05 90 58
mailbox.paris@libertyiu.com

Zurich

Lintheschergasse 23

CH - 8001 Zurich
Switzerland

Tel: +41 44 285 10 00

Fax: +41 44 285 10 09
mailbox.zurich@libertyiu.com



About Liberty Mutual Insurance

Europe Limited (LMIE)

Liberty Mutual Insurance Europe (www.liueurope.com)
is a wholly owned subsidiary of global insurer

Liberty Mutual Group and trades under the Liberty
International Underwriters (LIU) name.

About Liberty International

Underwriters (LIU)

Established in 1999, Liberty International Underwriters
(www.libertyiu.com) provides a diverse range of
specialty products distributed exclusively through
the independent broker network. The LIU staff of
over 1,300 professionals offers core products in
marine, aviation, energy, engineering, global crisis
management, property, casualty, professional liability,
directors & officers, surety bonds, legal expenses
and trade credit insurance. Worldwide offices include
North America, Europe and Asia Pacific. LIU is part
of Liberty Mutual Group’s International operations,
which reported net written premium of $7.1 billion

in 2009, an increase of 4.8 per cent over 2008. This
constituted 25.1 per cent of Liberty Mutual Group’s
$28.26 billion in net written premium for the year
ended December 31, 2009.

About Liberty Mutual Group (LMG)
Boston-based Liberty Mutual Group is a diversified
global insurer and fifth largest property and casualty
insurer in the U.S. based on 2008 direct written
premium. The Company also ranks 71st on the
Fortune 500 list of largest corporations in the

U.S. based on 2009 revenue. As of December 31,
2009, Liberty Mutual Group had $109.5 billion in
consolidated assets, $95.0 billion in consolidated
liabilities, and $31.1 billion in annual consolidated
revenue.

Liberty Mutual Group offers a wide range of insurance
products and services, including personal automobile,
homeowners, workers compensation, commercial
multiple peril, commercial automobile, general

liability, global specialty, group disability, assumed
reinsurance, fire, and surety.

Liberty Mutual Group (http://www.libertymutualgroup.
com) employs over 45,000 people in more than 900
offices throughout the world.
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