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Best’s Financial Strength Rating

Based on A.M. Best’s opinion of the financial strength of Lloyd’s of
London (Lloyd’s), the Lloyd’s market is assigned a Best’s Financial
Strength Rating of A (Excellent). The Market is assigned the Finan-
cial Size Category of Class XV.

Rating Rationale

A.M. Best’s rating of Lloyd’s reflects its strong capitalisation,
catastrophe-affected operating performance and excellent global
business profile.

Strong capitalisation — Lloyd’s capitalisation is expected to
remain strong into 2012, underpinned by a stable central capital
base. Central assets for solvency purposes rose 8% in 2010 to GBP
3,046 million and are likely to remain close to this level through-
out 2011. The exposure of central resources to insolvent members
continues to diminish as run-off liabilities decline. In addition, the
Corporation’s robust risk-based approach to setting member-level
capital, as well as its close monitoring of the various syndicates’
performance and catastrophe exposure, should reduce the risk

of material drawdowns on the Central Fund from future member
insolvencies.

Good financial flexibility — Financial flexibility is enhanced by
the diversity of capital providers, which include corporate and
non-corporate investors. Although a number of traditional LIoyd’s
businesses have established other underwriting platforms in loca-
tions such as Bermuda, the United States and Switzerland, their
commitment to the market remains strong. In addition, Lloyd’s
continues to attract international businesses, drawn by its capital-
efficient structure and global licences.

A smooth transition to the Solvency Il regulatory regime in 2013,
including the approval of a Solvency Il compliant internal capital
model, is crucial if Lloyd’s is to retain its unique capital efficien-
cies. The calibration of the Solvency Il standard formula has yet

to be finalised, but Quantitative Impact Study 5 (QIS5) provided
some insight into the capital burden that may result if internal
model approval is not achieved. Preparations are well advanced at
both Corporation and managing agent levels, but Lloyd’s is work-
ing to a tight timetable, and published deadlines must be met if
compliance and model approval are to be achieved.

Catastrophe-affected operating performance — Earnings in 2011
are expected to deteriorate from the solid GBP 2,195 million
reported in 2010, reflecting above-average catastrophe losses in
the first half of the year and, to a lesser extent, challenging market
conditions for casualty business. The largest losses to date relate

to the earthquake and tsunami in Japan, with overall net claims to
Lloyd’s estimated at GBP 1,220 million; the earthquake in New Zealand,
estimated at GBP 750 million; and the flooding in Australia at GBP 406
million. Although these loss estimates remain subject to considerable
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uncertainty, current figures do not exceed A.M. Best’s expectation for
Lloyd’s exposure to such events, and central capital is unlikely to be
affected.

A positive overall result in 2011 is possible in spite of the difficult
start to the year, with the support of prior-year surpluses and
investment earnings. An underwriting loss is anticipated, but this
is likely to be modest in the absence of above-average catastro-
phe losses in the second half of the year. A pretax profit of GBP
2,195 million in 2010 (2009: GBP 3,868 million) represented a good
result for Lloyd’s after 2009’s record performance. The reduc-
tion in earnings reflected the impact of the year’s catastrophes,
particularly the Chilean and New Zealand earthquakes and the
Deepwater Horizon oil rig explosion. Results benefitted from an
overall reserve release of GBP 1,016 million (2009: GBP 934 mil-
lion), despite the adverse development of motor reserves and
lower surpluses on casualty reserves.

Excellent global business profile — LIoyd’s benefits from an excel-
lent position in the global insurance and reinsurance markets. The
collective size of the market and its unique capital structure enable

syndicates to compete effectively with large, international insur-
ance groups under the well-recognised Lloyd’s brand.
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A Best’s Financial Strength Rating is an independent opinion of an insurer’s financial
strength and ability to meet its ongoing insurance policy and contract obligations. It is based
on a comprehensive quantitative and qualitative evaluation of a company’s balance sheet
strength, operating performance and business profile. The Financial Strength Rating opinion
addresses the relative ability of an insurer to meet its ongoing insurance policy and contract
obligations. These ratings are not a warranty of an insurer’s current or future ability to meet
contractual obligations. The rating is not assigned to specific insurance policies or contracts
and does not address any other risk, including, but not limited to, an insurer’s claims-payment
policies or procedures; the ability of the insurer to dispute or deny claims payment on grounds
of misrepresentation or fraud; or any specific liability contractually borne by the policy or
contract holder. A Financial Strength Rating is not a recommendation to purchase, hold or
terminate any insurance policy, contract or any other financial obligation issued by an insurer,
nor does it address the suitability of any particular policy or contract for a specific purpose or
purchaser.

A Best’s Debt/Issuer Credit Rating is an opinion regarding the relative future credit risk of an
entity, a credit commitment or a debt or debt-like security. It is based on a comprehensive quan-
titative and qualitative evaluation of a company’s balance sheet strength, operating performance
and business profile and, where appropriate, the specific nature and details of a rated debt
security.Credit risk is the risk that an entity may not meet its contractual, financial obligations
as they come due. These credit ratings do not address any other risk, including but not limited
to liquidity risk, market value risk or price volatility of rated securities. The rating is not a recom-
mendation to buy, sell or hold any securities, insurance policies, contracts or any other financial
obligations, nor does it address the suitability of any particular financial obligation for a specific
purpose or purchaser.

In arriving at a rating decision, A.M. Best relies on third-party audited financial data and/or other
information provided to it. While this information is believed to be reliable, A.M. Best does not
independently verify the accuracy or reliability of the information.

A.M. Best does not offer consulting or advisory services. A.M. Best is not an Investment Adviser
and does not offer investment advice of any kind, nor does the company or its Rating Analysts
offer any form of structuring or financial advice. A.M. Best does not sell securities. A.M. Best
is compensated for its interactive rating services. These rating fees can vary from US$ 5,000
to US$ 500,000. In addition, A.M. Best may receive compensation from rated entities for non-
rating related services or products offered.
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www.ambest.com/research or by calling Customer Service at (908) 439-2200, ext. 5742. Some
special reports are offered to the general public at no cost.
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Business Review

Lloyd’s occupies an excellent position in the
global general insurance and reinsurance
markets as a specialist writer of property and
casualty risks. Its competitive strength derives
from its reputation for innovative and flexible
underwriting, which is supported by the pool
of underwriting expertise in London. The col-
lective size of the market allows Lloyd’s syndi-
cates, which operate as individual businesses,
to compete effectively with major internation-
al groups under the well-recognised Lloyd’s
brand and with the support of the Central
Fund.

In recent years, Lloyd’s business profile has
been enhanced by completion of the two-
phase Equitas reinsurance transaction in 2009
and by the resilience of its operating perfor-
mance and capitalisation in difficult economic
conditions. Additionally, the subscription
market, which is a key feature of Lloyd’s, has
proved attractive to insurance buyers as it
has the advantage of spreading risk across dif-
ferent counterparties.

Lloyd’s is a leading competitor in its core
marine, energy, aviation and specialty mar-
kets, and it is a significant writer of catastro-
phe and reinsurance business. Over the past
decade, it has withstood strong competition
from other international markets, particularly
Bermuda, and although a number of tradi-
tional Lloyd’s businesses have established
alternative underwriting platforms, they have
remained committed to the Lloyd’s market.

Direct business continues to form the larger
proportion of Lloyd’s overall underwriting
portfolio, with insurance representing 63%

of gross premium in 2010 and reinsurance
accounting for the balance. Exhibit 1 shows
Lloyd’s calendar year premium in 2009 and
2010, split by the principal classes of business.
The market’s overall GWP increased by 3%

in 2010 to GBP 22,592 million. Unlike in 2009,
movements in average rates of exchange, par-
ticularly between the U.S. dollar and sterling,
were not a significant part of the year-on-year
increase. The number of syndicates rose from
85 at 1 January 2010 to 89 at 1 January 2011
(including two reinsurance to close syndi-
cates), with two new syndicates entering the
market during 2010 and two launched on 1
January 2011.

All classes except property and motor
contributed to premium growth in 2010.
Reinsurance premiums rose 5%, in spite of
downward rating pressure in most territories
due to excess capacity. Although there was
favourable natural catastrophe experience
in the United States, with a second consecu-
tive year without a hurricane making land-
fall, results were affected by the impact of
earthquakes in Chile and New Zealand and
storms and floods in Australia. These losses,
however, did not lead to a general hardening
of reinsurance premium rates.

With surplus capacity putting rates under
pressure during 2010, casualty premiums
increased by only 2%. The substantial increas-
es achieved for financial institutions business
in 2009 proved to be short-lived, and premium
rates for this business and most other casu-
alty lines suffered single-digit reductions. Sur-
plus capacity was also an aspect of the marine
market in 2010, creating competitive business
conditions and keeping rates flat at best.

After the benign hurricane season in 2009,
surplus capacity in the energy market was
driving rates down until the Deepwater Hori-
zon disaster in the Gulf of Mexico. Thereafter,
energy liability rates hardened and wind
rates stabilised, helping to produce premium
growth of 4%. As well as the Deepwater Hori-
zon loss, the market was hit by the loss of the

Exhibit 1
Calendar Year Gross Written Premium
By Main Business Class (2009-2010)
(GBP Millions)
%
Change

2009 2010

5.0%
-0.9%
1.8%
4.0%
3.5%
-1.3%
16.5%
5.0%

Reinsurance
Property
Casualty
Marine
Energy 1,371 1,419
Motor 1,118 1,103
Aviation 551 642
Life 60 63

7,989
4,954
4,320
1,606

8,388
4,908
4,397
1,671

Total from syndicate operations 21,969 22,591 2.8%

Transactions between syndicates and the Society and
insurance operations of the Society

Total calendar year premium income

4 1

21,973 22,592 2.8%

Note: Figures include brokerage and commission.
Source: Lloyd’s Annual Report 2010
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Aban Pearl drilling rig, but there were no sig-
nificant losses in onshore energy and power
generation during 2010.

Rates in the U.K. motor market continued to
improve from a low base, but still not enough
to match claims inflation, which is being driv-
en by the significant increase in the frequency
and severity of third-party property damage
and bodily injury claims. Claims farming by
accident lawyers and claims management
companies, the use of credit hire organisa-
tions and fraud have all increased the cost of
claims. The aviation market remained com-
petitive throughout the year, despite a number
of large losses.

The territorial scope of business written at
Lloyd’s and the market’s worldwide access

to business remain positive rating factors.
Through its global infrastructure and network
of licences, Lloyd’s provides syndicates with
access to a wide international client base. In
2010, Central Asia and Asia Pacific, Central
and Southern America and the rest of the
world together accounted for 21% of the
market’s gross written premium (GWP), an
increase of two percentage points from 2009,
and Lloyd’s is committed to expanding its
global reach. However, the existing geographi-
cal bias toward North America and the United
Kingdom is likely to be maintained. These
mature markets accounted for 43% and 20% of
2010 GWP respectively (see Exhibit 2).

In April 2008, following legislative changes,
Lloyd’s became the first admitted reinsurer
in Brazil and opened a representative office

Exhibit 2
Gross Premium by Territory (2010)

4%

7%

43%

U.S. & Canada M UK. Europe M Rest of World
M Other Americas M Central Asia & Asia Pacific

Source: Lloyd’s Annual Report 2010

in Rio de Janeiro a year later. In May 2010,
Lloyd’s was granted a licence to write direct
business in China, alongside the reinsurance
business for which it already has a licence.
The work on making the new direct licence
operational, which involved converting
Lloyd’s Reinsurance Company (China) Ltd.
into a direct insurance company, together
with development of the required infrastruc-
ture, is nearing completion, and the writing of
direct business is expected to start during the
second half of 2011. The company’s name has
been changed to Lloyd’s Insurance Company
(China) Ltd.

Lloyd’s U.S.-domiciled business consists
primarily of reinsurance and surplus lines

(see Exhibit 3). Almost half of surplus lines
business written by Lloyd’s syndicates is via
coverholders. This distribution channel is also
important in Canada, where Lloyd’s writes
primarily direct business, with reinsurance
accounting for a much smaller share. Lloyd’s
participation in admitted U.S. business (i.e.,
direct business excluding surplus lines) is rela-
tively modest. Lloyd’s has admitted licences
in Illinois, Kentucky and the U.S. Virgin Islands
and also writes direct non-surplus lines busi-
ness in lines exempt from surplus lines laws
(principally marine, aviation and transport
risks). Lloyd’s single-state licences were ini-
tially secured for historical reasons and are
not widely exploited by syndicates.

Europe is a region where Lloyd’s has identified
opportunities for syndicates to increase their
share of niche business, particularly small,
specialist risks. It is the market’s third-largest
segment at 16% of premiums, but the fact that
this proportion has been constant for several
years reflects the competitiveness of the Euro-
pean market, which is already well served by
established companies. In order to compete,
Lloyd’s syndicates need to focus on niche
lines where they can add value compared with
the local market.

The distribution of Lloyd’s business is domi-
nated by brokers, which play an active part
in the placement of risks and in providing
access to regional markets. Almost half of
the premiums placed at Lloyd’s come via
the three largest global brokers. However,
Lloyd’s has recognised that as regional
insurance centres continue to grow, threat-
ening the flow of business into London, it
must invest time and resources in the devel-
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opment of relationships with smaller, local
brokers.

A related area, where Lloyd’s also has a strat-
egy to facilitate access to the market, is that
of coverholders, who write business on behalf
of syndicates under the terms of a binding
authority. They are important in bringing
regional business to Lloyd’s and providing the
market with access to small and medium-sized
risks. In order to facilitate expansion through
this distribution channel, audit procedures
have been streamlined, and reporting stan-
dards for premiums and claims have been
introduced.

Business Environment

General Market Conditions

Even without a major hurricane making land-
fall in the United States, 2010 saw a catalogue
of natural disasters, from earthquakes in

Chile and New Zealand to storms and floods
in Australia. Yet the losses from these events
were not sufficient to have a material impact
on insurers’ capital, so that at the beginning of
2011 general market conditions were similar
to those prevailing at the start of 2010, with
excess capacity and a difficult rating environ-
ment overall. At the same time, although there
are signs of global economic growth, recov-
ery is fragile and weak economic conditions
remain, particularly in the more developed
economies, reducing the demand for some
lines of insurance and raising the prospect of
increased recession-related claims.

Although market conditions at the start of
2011 were generally unfavourable, with rates
in most classes either flat or decreasing, there
were signs of improvement in some lines. The
downward trend in energy rates had reversed
in the wake of the Deepwater Horizon oil rig
disaster, particularly for liability business, and
rates for U.K. motor business continued to rise
amid concern regarding claims inflation.

Then, in the first quarter of 2011, global insur-
ers experienced losses from further flood-

ing and cyclone Yasi in Australia, a second
earthquake in New Zealand and the Japanese
earthquake and tsunami. Pricing for loss-
affected business has improved considerably.
In addition, the scale of the losses, combined
with the introduction of a new version of

Risk Management Solutions Inc.’s U.S. wind-
storm model (RMS v11), which has materially
increased probable maximum loss estimates

for some companies, has prompted a hard-
ening of U.S. property rates. Moreover, the
significant erosion of the amount companies
budget for catastrophes prior to the U.S. hur-
ricane season means that the landfall of one
or more large hurricanes could affect not just
insurers’ profitability in 2011 but also their
capital bases. This would strengthen a general
market move to increase prices. However,
without such an erosion of capital, the recent
improvement in market conditions is likely to
be short-lived.

Casualty rates remained under pressure early
in 2011 after reductions across most lines
during 2010, but the combined effect of catas-
trophe losses and model changes on insurers’
capacity appears to have slowed the down-
ward movement in rates. The financial crisis
has not yet had a significant impact on loss
experience, and the 2002-2006 years —when
pricing and terms and conditions were good —
are running off well, allowing insurers to make
releases from reserves. However, notifications
of losses arising from the financial crisis are
on the increase, and with surplus capacity
remaining, underwriting discipline is still
required in 2011.

Operational Change at Lloyd’s

The good progress that Lloyd’s has made

over the past few years in reforming key
operational processes has continued. Whilst a
number of reform projects have been success-
fully completed, such as pre-bind contract cer-
tainty and use of the Accounting & Settlement
(A&S) repository, Lloyd’s recognises that work

Exhibit 3

U.S. Profile of Lloyd’s (2006-2010)
(USD Millions)

Compound
Annual

2006 2007 2008 2009 2010 Growth Rate

Lloyd's Surplus Lines
Premiums

Total U.S. Surplus Lines
Premiums

5989 6,360 6,062 6,090 5,789 -1%

38,698 36,637 34,365 32,952 31,716 -5%

Lloyd's Share of U.S.

0,
Surplus Lines Premiums Lo

17% 18% 18% 18%

Lloyd's U.S. Direct
Business

(Excluding Surplus Lines)
Lloyd's U.S. Reinsurance
Lloyd's Total U.S. Situs
Business

1,216 1,207 1,232 1,247 1,207 0%

4,849 4939 5,019 5508 5,055 1%

12,054 12,506 12,313 12,845 12,052 0%

Source: Lloyd’s, A.M. Best Co. and National Association of Insurance Commissioners
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must continue to ensure that it maintains and
builds on its competitive position in the inter-
national insurance market. Operational reform
is therefore expected to remain an important
focus of the Corporation.

One example of this ongoing work is the sec-
ond phase of the electronic claims file project,
where the aim is to deliver improved work-
flow and to identify solutions to bring previ-
ously excluded claims, such as those arising
through binding authorities, within its scope.
This work is scheduled to be completed by
the end of 2011.

A significant market operations initiative is
the Exchange, a messaging hub service that
allows users to transfer risk information
using ACORD standard electronic messag-
es. The initial pilot started in May 2009 with
the aim of getting brokers and managing
agents connected, tested and ready for live
operation on the Exchange. During 2010, all
managing agents were connected, as were
28 brokers, representing approximately
85% of Lloyd’s premium income, and 22
companies from the International Under-
writing Association (IUA). In the last three
months of 2010, a pilot run was undertaken
for direct marine hull, cargo, liability and
war policy endorsements, involving 22
brokers and over 52,000 messages. While
this pilot raised some issues that need

to be addressed, such as dual processing
by brokers to satisfy both electronic and
paper-only markets, it is to be extended to
specie, property and professional indem-
nity endorsements from July 2011, with the
intention of all endorsements for all classes
of business going live in the first quarter of
2012.

The Corporation is also working on streamlin-
ing and standardising the collection and man-
agement of market data under its information
and reporting project. The aim of this project
is to rationalise information requirements
across the Corporation and so cut the admin-
istrative burden of doing business at Lloyd'’s.
A particular development in 2010 was a pilot
scheme to provide direct reporting to Lloyd’s
for service companies. Three managing agents
participated in the pilot, processing over GBP
52 million of premiums. Following the success
of the pilot scheme, the reporting service is
continuing as “business as usual” for the three
managing agents concerned.

Regulatory and

Accounting Environment

Regulatory oversight of the Society of Lloyd’s
and its managing agents continues to be the
responsibility of the United Kingdom’s Finan-
cial Services Authority (FSA). However, the
plans announced by the United Kingdom’s
government in June 2010 to abolish the FSA
are taking shape. The Bank of England is to
have regulatory oversight of the solvency
position of banks and insurers through its sub-
sidiary, the Prudential Regulatory Authority
(PRA), which is expected to be created by the
end of 2012, while the consumer protection
work currently carried out by the FSA will be
taken over by a new agency, the Financial Con-
duct Authority (FCA).

The Bank of England and the FSA issued a
paper in June 2011, “Our approach to insur-
ance superyvision,” that set out how the PRA
will approach the supervision of insurers.
With regard to Lloyd’s, the paper explains that
the PRA will be the prudential supervisor of
the Society of Lloyd’s and managing agents
that operate within the Lloyd’s market. In
supervising the Lloyd’s market, the PRA will
have regard to two principles. First, that the
Lloyd’s market should be supervised to the
same standards as the non-Lloyd’s insurance
market, and second, that the practice of super-
vision and the application of rules over the
various entities that make up the Lloyd’s mar-
ket should take place primarily at the level in
the market where risk is managed. To achieve
this, the PRA will supervise the Lloyd’s market
at two levels — the Society of Lloyd’s and the
managing agents. In due course, the PRA, FCA
and the Society of Lloyd’s will enter into new
co-operation arrangements to ensure that

the new regulators’ interfaces with Lloyd’s
market discipline functions and its oversight
of the market as franchisor are suitably clear.
The PRA-FCA Memorandum of Understanding
(through which the two authorities will coor-
dinate their supervision of a regulated entity)
will cover issues relating to the supervision of
Lloyd's.

Aside from the replacement of the FSA by the
PRA and FCA, the principal regulatory chal-
lenge facing Lloyd’s, as with other insurers in
the European Union, is the implementation
of Solvency Il. The proposed regulatory and
capital regime, which is to come into force on
1 January 2013 (provided there is no further
delay), is an attempt to bring a harmonised,
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principles-based approach to insurance legisla-
tion within the European Union. It will apply

to the “association of underwriters known as
Lloyd’s” as a collective entity. Neither Solvency
Il nor existing insurance directives make provi-
sion for the authorisation as insurers of Lloyd’s
members or syndicates on their own behalf.

In view of its position at the centre of the
association of underwriters, the Corporation
of Lloyd’s is active in seeking to ensure that all
syndicates will meet the Solvency Il require-
ments. This work is consuming a significant
amount of resources both at the Corpora-

tion and at individual managing agents. To
help managing agents achieve readiness by
the time Solvency Il is implemented, Lloyd’s

is conducting a dry run exercise for agents,
which started in early 2010. Extensive guid-
ance for this exercise has been published
during 2010 and 2011, and market workshops
that are aligned to individual workstreams in
the dry run plan are continuing throughout
2011. While agents are not expected to be
compliant with Solvency Il standards at this
time, Lloyd’s has introduced self-assessment
templates, covering areas such as governance,
statistical quality standards and reporting and
disclosure, to help agents check their prog-
ress toward the requirements set out in the
published dry run guidance. LIoyd’s monitors
these assessments closely and conducts a
risk-based review of the evidence supporting
these templates, providing a central assess-
ment of each agent’s progress.

A key element in Lloyd’s preparations for
Solvency Il is its own, internal model, with the
building phase having started in the first quar-
ter of 2010. As individual syndicate models will
form an integral part of the Lloyd’s Internal
Model (LIM), Lloyd’s has mandated that each
syndicate must build its own, internal model,
which must meet Solvency Il standards, rather
than relying on the standard formula to cal-
culate its required capital. The LIM is being
built on a different software platform from the
existing model used for calculating the Soci-
ety’s Individual Capital Assessment (ICA), as
it offers a more powerful suite of mathemati-
cal and statistical tools. The first stages of

the model’s development were completed on
schedule by the end of 2010, and the first ver-
sion of the end-to-end model has been tested.
Since the LIM must be able to calculate the
market’s solvency capital requirement (SCR),
the current focus is on ensuring that syndi-

cate-level SCRs meet the demands of the LIM.
A full SCR return for the purpose of calibrating
the LIM is required by 31 October 2011.

Method of Accounting

Lloyd’s method of accounting remains com-
plex, although since 2005, following the intro-
duction of annual accounting, financial infor-
mation comparable to standard insurance
companies has been presented. The annual
report includes pro forma financial statements
(the financial results of Lloyd’s and its mem-
bers taken together) and Society of Lloyd’s
financial statements, for which the Society
has adopted International Financial Report-
ing Standards (IFRS). The traditional Lloyd’s
underwriting year of account information is
no longer presented.

The pro forma financial statements (PFFS)
include the aggregate accounts, based on
syndicate accounts compiled in accordance
with U.K. generally accepted accounting
principles (GAAP), members’ funds at Lloyd’s
(FAL) and the statements for the Society of
Lloyd’s. In order to ensure that the accounts
are presented on the same basis as other
insurers, certain adjustments are made to
Lloyd’s capital and investment return (there is
a notional investment return on FAL included
in the non-technical account). The sum of

the individual audited syndicate accounts is
presented in the aggregate statements, the
replacement for Lloyd’s traditional three-year
accounts. The Society statements present the
central resources of Lloyd’s (e.g., the Central
Fund). While the PFFS includes Lloyd’s central
resources, the presentation is in U.K. GAAP as
opposed to IFRS, which is used for the Society
statements.

Managing agents are required to prepare,
subject to certain exceptions, underwriting
year accounts on a three-year fund basis as
well as annual accounts for each syndicate

in accordance with U.K. GAAP. The syndicate
underwriting year accounts largely resemble
Lloyd’s traditional three-year accounts, which
were used for Lloyd’s accounts until 2005. This
method of accounting is appropriate for the
annual venture structure under which third-
party capital providers can join and leave syn-
dicates each year. If all the members agree or
if there is no underwriting year being closed,
then these accounts are not required. Howev-
er, as underwriting year accounts are required
for members’ tax purposes, this is only likely
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Exhibit 4

to occur in practice on single-member corpo-
rate syndicates.

Following the adoption of the Finance Act
2009, the tax treatment of LIoyd’s corporate
members’ reserves was brought into line
with the treatment for general insurers by

Financial Performance

Lloyd's is expected to produce a small overall
profit in 2011, reflecting the support of prior-
year reserve releases and investment income.
The combined ratio is likely to increase to
just over 100% from 94% in 2010, taking into
account losses from the large natural catastro-
phes in the first half of 2011 and assuming nor-
mal catastrophe experience in the remainder
of the year.

In common with peers writing global insur-
ance and reinsurance business, Lloyd’s has
been materially affected by 2011’s exceptional-
ly high level of catastrophe losses. Overall net
claims to the market from the Japanese earth-
quake and tsunami, the New Zealand earth-
quake and the flooding in Australia are esti-
mated at GBP 2.38 billion. Ultimate net claims
are likely to vary from this initial assessment,
given the nature of the losses, but current
estimates do not exceed A.M. Best’s expecta-
tion for Lloyd’s exposure to such events and,
for most syndicates, are within their planning
assumptions for full-year catastrophe losses.

Summary of Results (2006-2010)

From pro forma financial statements.

(GBP Millions)

2006 2007 2008 2009 2010
Gross Written Premium 16,414 16,366 17,985 21,973 22,592
Net Written Premium 13,201 13,256 14,217 17,218 17,656
Net Earned Premium 12,688 13,097 13,796 16,725 17,111
Net Incurred Claims 6,219 6,547 8,464 8,624 10,029
Net Operating Expenses 4,101 4,566 4,987 5,712 6,167
Underwriting Result 2,368 1,984 345 2,389 915
Other Expenses -367 -145 597 -290 22
Investment Return 1,661 2,007 957 1,769 1,258
Profit on Ordinary Activities 3,662 3,846 1,899 3,868 2,195
Loss Ratio 49% 50% 61% 52% 59%

Expense Ratio

A.M. Best Combined Ratio
Investment Income Ratio
Operating Ratio

35%
94%

7%
86%

31%
80%
13%
67%

34%
84%
15%
69%

35%
96%

%
89%

33%
85%
11%
74%

Source: Lloyd’s Annual Report, A.M. Best Co.

introducing claims equalisation reserves.
This is a tax adjustment only for Lloyd’s
members and has no impact on reserving
for accounting purposes or for capital set-
ting. The intention is that claims equalisation
reserves will help members manage the vola-
tility of their tax results.

Final results in 2011will largely depend on the
frequency and severity of further catastro-
phe losses. In the absence of above-average
large loss experience, investment income is
expected to offset a modest underwriting loss.
If there is an active U.S. hurricane season, the
losses are likely to push Lloyd’s overall result
to a deficit. However, if there is a material
erosion of industry capital as a consequence,
pricing going into 2012 for Lloyd’s core busi-
ness lines would be much improved.

Significant rate rises are already being
achieved for property business in areas direct-
ly affected by recent losses. There is also evi-
dence that rates for U.S. catastrophe-exposed
insurance and reinsurance business are
increasing, prompted in part by insurers reas-
sessing their aggregate exposure in the United
States following the release of the updated
version of RMS’s hurricane model. However,
the improvement in pricing has not spread to
other territories or business lines (although
rate deterioration appears to have slowed),
and a broad-based hard market is unlikely to
materialise unless there is a significant reduc-
tion in capacity.

In the casualty sector, weak pricing is putting
downward pressure on profit margins. At the
same time, economic uncertainty and the
potential for inflation increase the likelihood
that casualty claims costs will exceed insur-
ers’ initial expectations. The extent of Lloyd’s
exposure to claims arising from the global
financial crisis and subsequent recession,
principally through professional indemnity
and directors’ and officers’ insurance, remains
unclear. Loss notifications are rising, and there
is still potential for claims settling for higher
amounts than were originally anticipated as
cases work their way through the courts over
the next few years.

Prior-year reserve movements are expected to
make a positive contribution to the market’s
earnings in 2011 and beyond, but the scope
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for large releases is diminishing. A.M. Best
believes reserve adequacy for the years
2002 to 2006 remains good, but future
redundancies are likely to be lower than
in the recent past as these years reach
maturity. In addition, market conditions
have deteriorated since 2007, particularly
for casualty business, and significant
redundancies from these years are unlike-
ly to emerge.

Investment income is likely to be modest
for the market overall in 2011, reflecting the
prevailing low interest rate environment.
Earnings from syndicates’ premium trust
funds, which make the largest contribution
to Lloyd’s overall investment income, are
likely to be lower than in 2010. However, the
potential for substantial investment losses
is moderated by the conservative invest-
ment strategy pursued by the majority of
syndicates. Central Fund assets are invested
mainly in high-quality, fixed-interest securi-
ties, but riskier assets are held that are likely
to contribute a more volatile element to the
investment return.

The general outlook for 2011 continues to be
affected by the uncertain impact of weak eco-
nomic conditions, and ongoing concerns over
the ability of some countries to finance their
debt have only added to that uncertainty.
Overall, the Lloyd’s market has little exposure
to the sovereign debt of peripheral European
countries. Exposure to corporate bonds
issued in these countries or to bonds issued
by European banks with material exposure to
this sovereign debt is not currently monitored
centrally by Lloyd’s.

Performance in 2010

The Lloyd’s market recorded a pretax profit of
GBP 2,195 million in 2010 (2009: GBP 3,868 mil-
lion), which represents a solid result given the
magnitude of the year’s catastrophe events
and the low interest rate environment (see
Exhibit 4).

Lloyd’s underwriting performance for the
year was comparable to that of U.S. and
Bermudian reinsurers and was stronger

than that of U.S. property and casualty writ-

ers and European reinsurers. In 2006, 2007
and 2009, when catastrophe losses were
relatively low, the Lloyd’s market outper-
formed its peers, with strong performance
in 2006 in particular (see Exhibit 5).

Earnings in 2010 were reduced by above-
average-catastrophe losses, in spite of the
absence of U.S. hurricane losses. Due to the
nature of business written and a geographi-
cal bias toward the United States, a low level
of hurricane losses usually means that the
Lloyd’s market produces very strong results,
demonstrated by combined ratios of 85%

or below in 2006, 2007 and 2009. However,
2010 highlighted the market’s exposure to
catastrophes of a different nature, and results
were materially affected by losses from the
earthquakes in Chile and New Zealand, snow-
storms in the United States and hailstorms
and flooding in Australia. In addition, results
were reduced by the Deepwater Horizon
disaster, which produced the market’s largest
industrial loss.

In total, large losses added 13 percentage
points to the market’s 2010 combined ratio,
compared with just 2 percentage points in
2009. In 2008, when earnings were impacted
by hurricanes Gustav and lke, large losses also
added 13 percentage points to the combined
ratio.

For the sixth successive year, the underwrit-
ing result in 2010 benefitted from an overall
release from prior-year reserves. The release
of GBP 1,016 million (2009: GBP 934 million),
which reduced the year’s combined ratio by
5.9 percentage points, included an exchange
gain of GBP 138 million (2009: GBP 28 million).
The 2010 release was achieved in spite of

Exhibit 5
Combined Ratios by Market (2006-2010)
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Sources:

U.S. Property/Casualty: Regulatory filing records for all companies in the U.S. property/casualty
market that are interactively rated by A.M. Best Co.

U.S. & Bermudian Reinsurers: 21 publicly traded companies.

European Reinsurers: The five largest reinsurance companies in the European market, based
on reinsurance premiums written.

Lloyd's: Lloyd's Annual Report
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reserve strengthening of GBP 370 million for
motor business. All other classes developed
favourably. However, the contribution to the
release from casualty business was significant-
ly lower than in 2009, reducing the sector’s
combined ratio by only 4.5 percentage points,
compared with 8.3 percentage points in the
previous year. Following several years of mate-
rial reserve strengthening, claims reserves for
casualty business written between 1997 and
2001 have been stable since 2006.

Lloyd’s operating expense ratio (expressed

as a percentage of net written premiums) in
2010 was 35%, an increase from 33% in 2009
but in line with 2008. The most significant

part of operating expenses is acquisition
costs, which increased by 6.4% to GBP 4.7 bil-
lion, compared with a 2.8% increase in gross
written premiums. The other main element

is administrative or management expenses,
which increased by 13.1% to GBP 1.5 billion
(2009: GBP 1.3 billion). Contributing to this
increase is the cost of Solvency Il preparation,
which is significant for the Lloyd’s market as
well for the European insurance industry over-
all. Included in administrative or management
expenses is managing agent profit commission
of GBP 278 million, which reduced from GBP
287 million in 2009, as the closed-year profit
for 2008 was lower than that for 2007.

An overall investment return of 2.6% (2009:
3.9%) was achieved, equivalent to investment
income of GBP 1,258 million (2009: GBP 1,769
million). This modest return reflects the low
interest rate environment, as most of the mar-
ket’s investments are placed in low-risk assets,

Exhibit 6
Combined Ratios by Business Class (2010)
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with a high proportion in cash and highly
rated, fixed-income securities.

Investment income from syndicates’ premium
trust funds, which form the largest part of
invested assets, was down to GBP 914 million
in 2010 (2009: GBP 1,387 million) and equated
to an investment return of 2.9%. Although
some syndicates invest a proportion of their
premium trust funds in higher risk assets such
as equities and hedge funds, most syndicate
portfolios comprise short-dated, high-quality,
fixed-income securities.

The return on central assets in 2010 was sig-
nificantly higher than that on premium trust
funds at 5.6% (2009: 3.6%). Central assets are
actively managed by Lloyd’s, which pursues
a higher risk investment strategy than that
generally taken by syndicates investing their
premium trust funds, reflecting the longer
investment time horizon for these assets. The
notional return on members’ FAL fell to 1.5%
from 2.2% in 2009.

Exhibit 6 shows the class of business break-
down for Lloyd’s performance based on the
aggregate accounts. The three ratios shown
for each class are the accident-year loss ratio;
the calendar-year loss ratio, which is the
accident-year loss ratio adjusted for prior-year
reserve movements; and the expense ratio.
The expense ratio is added to each of the loss
ratios to give the accident-year combined
ratio and the calendar-year combined ratio.
The chart shows that all classes apart from
motor contributed to the calendar-year under-
writing profit, with prior-year reserve releases
reducing the combined ratio for each business
class, again except motor.

The motor class of business reported a loss in
2010, on both an accident and calendar year
basis, as claims inflation due to an increase

in the frequency and severity of bodily injury
claims in particular outpaced rate increases.
Prior-year reserve movements pushed the
calendar year combined ratio up 36.7 percent-
age points to over 150%. Reserves had already
been strengthened in 2009 by GBP 38 million,
but additional strengthening of GBP 370 mil-
lion was necessary in 2010.

The reinsurance class achieved a break-even
underwriting result in 2010 on an accident-
year basis, in spite of losses from the earth-
quakes in Chile and New Zealand, the Austra-
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lian floods and the Deepwater Horizon oil rig
disaster. The result was helped by the absence
of U.S. catastrophe losses, as out of 19 named
windstorms, none made landfall in the United
States as hurricanes. On a calendar-year basis,
the loss ratio was reduced by the release

of catastrophe risk loadings with the stable
development of claims for hurricanes Gustav
and lke.

In the property sector, losses from the year’s
earthquakes and an increase in attritional
recession-related claims pushed the accident-
year combined ratio up to 99%. Reserves
continued to develop favourably, lowering
the ratio by almost 7 percentage points on a
calendar-year basis.

The energy sector produced a small acci-
dent-year deficit in 2010 as a result of the
Deepwater Horizon loss and the Aban Pearl
claim. Pricing going into the year was weak
due to surplus capacity, although there was
an improvement in offshore energy rates
following the Deepwater Horizon disaster.
Reserve releases reduced the combined
ratio by 18.3 percentage points, despite
reserve strengthening on the West Atlas
(Timor Sea) loss of 2009.

Although aviation business has performed
poorly on an accident-year basis for some
time, capacity in the sector has remained
high, and rates are weak as a result. In spite
of this, and a number of large losses during
the year, the combined ratio improved in
2010 on both an accident and calendar-year
basis. Positive reserve movements once
again made a strong contribution to earn-
ings, and the sector produced an excellent
calendar-year result.

For marine business, a combined ratio of 98%
on an accident-year basis reduced to 91% after
prior-year movements. The accident-year
result was affected by the impact of strong
competition on pricing.

Premium rates in the casualty sector dete-
riorated in 2010, driven by overcapacity and
a lower than expected incidence of reported
claims. An accident-year combined ratio

of just over 100% reduced to 97% for the
calendar year. Overall, prior-year reserve
movements were positive, but reserves for
the 2007 and 2008 years of account were
strengthened.

In the current soft market, reserving for casu-
alty business has attracted particular atten-
tion from Lloyd’s Performance Management
Directorate (PMD), and it is possible that the
strengthening for recent accident years is a
cautionary move by syndicates in response to
the PMD’s concerns rather than in response
to actual claims deterioration. Regardless,
considerable uncertainty remains as to the
adequacy of reserves for these years, in par-
ticular in respect of reserves established for
claims arising from the financial crisis and
subsequent recession.

The overall performance of the Lloyd’s mar-
ket represents the aggregate performance of
its separate trading businesses. It therefore
includes outstanding performance from
Lloyd’s better businesses, offset by weaker
results at the other end of the scale. To this
extent, Lloyd’s performance is not directly
comparable to that of other insurers, because
it has not been actively managed centrally in
the way that the performance of an insurance
company is. The Performance Management
Directorate has a definite role in agreeing
business plans and monitoring performance
through a variety of monthly, quarterly and
annual reports and returns, but Lloyd’s contin-
ues to be a market of competing businesses,
each with its own separate decision-making
processes. Exhibit 7 shows the quartile split
of the Lloyd’s combined ratio based upon
cumulative net earned premium. In 2010, the
strongest performing quartile produced an
average combined ratio of 76%, as compared
with 119% produced by the weakest perform-
ing quartile.

Exhibit 7

Combined Ratios by Quartile (2010)
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Open Year Performance
Under Lloyd’s three-year accounting policy,
the 2008 year of account closed with a
good profit of GBP 1.6 billion (2007: GBP
2.8 billion), despite significant losses from
Hurricane lke. Lloyd’s estimate for the
2009 year of account, which is based on
the amalgamation of individual syndicate
forecasts from managing agents, is a profit
of GBP 1.8 billion and includes the impact
of losses from the Chilean earthquake and
Deepwater Horizon oil rig disaster. The
2010 year of account has been hit particu-
larly hard by catastrophe losses, and the
final result will include losses from the
earthquakes in Chile, Japan and New Zea-
land, as well as from the Australian floods.
At the 15-month stage, the forecast for the
Exhibit 8
Global Net Incurred Loss Ratios (2002-2010)
Quarter 2002 2003 2004 2005 2006 2007 2008 2009 2010
1 07% 07% 11% 21% 08% 11% 00% 09% 0.7%
2 25% 26% 30% 43% 25% 34% 22% 32% 3.8%
3 73% 61% 9.8% 140% 63% 81% 81% 7.9% 9.7%
4 15.9% 121% 21.6% 36.9% 12.6% 15.4% 21.9% 15.8% 18.5%
5 251% 19.1% 30.9% 47.2% 19.4% 24.0% 323% 24.1%
6 327% 24.6% 39.3% 57.3% 26.3% 324% 40.7% 35.1%
7 39.6% 30.1% 46.1% 65.7% 32.6% 39.3% 48.1% 41.8%
8 45.4% 34.4% 55.4% 70.6% 37.5% 47.8% 53.8% 46.6%
9 48.8% 36.8% 59.0% 72.5% 40.4% 51.7% 58.0%
10 51.8% 38.9% 61.4% 74.8% 42.8% 54.0% 61.0%
1 54.0% 40.3% 62.7% 76.9% 44.3% 56.4% 63.3%
12 55.3% 40.2% 63.5% 785% 45.8% 58.3% 66.0%
Note: Denominator is estimated 12th quarter net premium (net of brokerage).
Net incurred loss ratios exclude IBNR provisions.
Source: Lloyd’s
Exhibit 9
Global Forecasts (2001-2010)
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2010 year of account was a loss of GBP 0.5
billion.

The expectation of weaker performance

in 2010 compared with 2009 is supported
by Exhibit 8, which shows development

in Lloyd’s loss ratios (including paid and
outstanding claims net of brokerage).

Lloyd’s Forecasts

Exhibit 9 shows the progression in
Lloyd’s forecasts on a three-year basis,
together with the ultimate result achieved
after 36 months (for all years up to 2008).

The chart shows that for the two most
recent closed years, 2007 and 2008, manag-
ing agents underestimated the profit finally
achieved. The estimate for the 2009 year of
account has been relatively stable. Howev-
er, the forecasts for 2010 are expected to be
more volatile due to the number and mag-
nitude of catastrophe events affecting this
year of account and the difficulties insurers
have encountered in producing reliable
estimates. With effect from the 2009 year of
account, Lloyd’s no longer publishes syndi-
cate forecasts at the 12-month stage, so the
12-month position for the 2009 and 2010
years of account is not shown.

Society of Lloyd’s

The Society of Lloyd’s produces consolidat-
ed accounts in respect of LIoyd’s activities
aside from the underwriting market’s activi-
ties covered by the aggregate accounts.
The purpose of the Society is to facilitate
the underwriting of insurance business by
Lloyd’s members, to protect members’ inter-
ests in this context and to maintain Lloyd’s
Central Fund.

The Society produced a surplus after tax in
2010 of GBP 323 million, an improvement

on the surplus of GBP 143 million in 2009.
This is the fifth successive surplus to be
reported, although the Society is a nonprofit
organisation. The increase was primar-

ily attributable to recoveries in respect of
undertakings given by the central fund, due
to a number of open years in run-off closing
with a profit, as well as higher investment
income and Central Fund contributions from
members, which grew in line with gross writ-
ten premiums. In 2009, the result benefitted
from a one-off profit of GBP 36 million on the
repurchase of subordinated debt.
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Capitalisation

Lloyd’s is expected to maintain strong capi-
talisation in 2011 and into 2012, supported by
resources held centrally and at member level.
Central assets for solvency purposes rose 8%
in 2010 to GBP 3,046 million and are expected
to remain stable through 2011 (see Exhibit
10). At this level, A.M. Best believes there is
sufficient tolerance for Lloyd’s to withstand a
significant stress scenario without threatening
the market’s solvency.

The increase in central assets during 2010 was
largely due to recoveries in respect of undertak-
ings given by the Central Fund (with a number
of underwriting years in run-off reporting a
profit on closure), as well as contributions from
members of GBP 101 million. In the medium
term, the members’ Central Fund contribution
rate is expected to be unchanged at 0.5% of
gross written premiums. With aggregate pre-
miums likely to remain in excess of GBP 20,000
million, annual contributions to central assets
of approximately GBP 100 million should sup-
port the stability of the Central Fund for the
foreseeable future.

The potential impact of future drawdowns on
the Central Fund from existing insolvent mem-
bers continues to diminish as run-off liabilities
decline. As at year-end 2010 the aggregate net
reserve on run-off years of account was GBP
0.7 billion, down from GBP 4.4 billion as at year-
end 2005. Over the same five-year period, the
number of years of account open beyond 36
months fell to 10 from 102.

Following several years of consecutive
declines, members’ aggregate solvency short-
falls rose to GBP 123 million during 2010 from
GBP 59 million, but remained below the level
reported at year-end 2008 and returned to the
2009 year-end level during the first quarter of
2011. The increase was principally due to spe-
cific problems experienced by a small number
of members, including reserving issues for
motor business.

A.M. Best believes increased oversight of
syndicates by Lloyd’s, supported by the Per-
formance Management Directorate (PMD), has
reduced the likelihood of future insolvencies.
The PMD monitors performance across the
market and adherence to minimum standards.
Importantly, given the nature of business
written at Lloyd’s, it continues to strengthen

procedures in place to measure and manage
catastrophe exposures at syndicate and market
level. In addition, the Directorate challenges
and approves the syndicate business plans
upon which member capital requirements are
based.

There is a robust risk-based process in place
for setting member-level capital, with a 35%
economic uplift currently applied to each mem-
ber’s Individual Capital Assessment (ICA). For
the 2013 capital-setting process, the Solvency
Capital Ratio (SCR) will replace syndicate

ICAs. In spite of this, overall members’ capital
requirements are unlikely to change, as the
level of economic uplift applied to the new Sol-
vency |l capital requirement is expected to be
adjusted to meet the Corporation’s unchanged
financial targets.

The capital to support underwriting at Lloyd’s
is supplied by members on an annual basis,
and an important factor in A.M. Best’s analysis
of Lloyd’s is its ability to retain and attract the
capital required for continued trading. Lloyd’s
maintains good financial flexibility, enhanced
by the diversity of its capital providers, which
include U.K. listed companies, private individ-
uals and insurance industry sources in Bermu-
da, the United States and the rest of the world.
The market continues to attract new capital,
and during 2010 and the first half of 2011, a
number of non-Lloyd’s insurance groups set
up new syndicates.

Lloyd’s has a rigorous process in place to
assess and monitor new entrants, which in
A.M. Best’s opinion is likely to protect overall
market performance and ultimately central
capital. The process is managed by Lloyd’s
Relationship Management team, in conjunc-
tion with a multidisciplinary team including

Exhibit 10

Central Assets for Solvency (2009-2010)
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Exhibit 11

Chain of Security
(GBP Millions)

Syndicate Level Assets

) Funds at Lloyd’s
"’leLszr,s Funds GBP 13,832 (GBP 13,159)
atLloyd's (several basis)
Central Fund GBP 1,285 (GBP 983)
Subordinated loan notes and subordinated perpetual
Central Assets ————— ¢ capital securities GBP 930 (GBP 958)

senior management from the PMD. All new
entrant applications must be approved by the
Franchise Board. Key issues that are taken
into account include the applicant’s prepared-
ness for Solvency Il, ability to execute its busi-
ness plan in current market conditions and
having a business plan that is complementary
to Lloyd’s existing business.

Corporate members underwriting on new syn-
dicates are required to contribute to the Cen-
tral Fund at a higher rate for their first three
years of operations at Lloyd’s (the rate for
2011 is 2%). The capital requirement for new
syndicates is also higher. Initial capital require-
ments are set using Lloyd’s internal capital
model, which includes a 20% new syndicate
loading.

Overall Capitalisation

The total capital available to support Lloyd’s
liabilities is likely to remain excellent. This
assessment of overall capital strength fac-

Premium trust funds and overseas regulatory deposits
GBP 39,021 (GBP 37,400)
(several basis)

¥

Other central assets GBP 162 (GBP 143)
(mutual basis)

Note: Figures are shown as at 31 December 2010 (31 December 2009).
Source: Lloyd's Annual Report 2010

Exhibit 12
Total Aggregate Resources
(2009-2010)
(GBP Millions)

2009 2010
Premium Trust Funds 37,400 39,021
Funds at Lloyd's 13,159 13,832
Net Central Fund Assets 983 1,285
Subordinated Debt 521 514
gggﬁ:ﬁiiggted Perpetual Capital 437 416
Net Assets of the Corporation 143 162
Total Resources of the Society 52,643 55,230

Source: Lloyd’s Annual Report 2010

tors the potential impact of future draw-
downs by existing insolvent members. It
also takes into consideration the success-
ful completion, at the end of June 2009, of
the transaction to reinsure and transfer
under Part VIl of the Financial Services and
Markets Act 2000 the 1992 and prior years’
non-life insurance liabilities of Equitas to a
newly formed insurance company within
the Equitas group. This transfer committed
National Indemnity Co. to provide up to USD
1.3 billion of reinsurance cover, in addition
to the cover provided in March 2006 under
the first phase of this two-phase transaction.

Any assessment of Lloyd’s overall capital
strength is complicated by the compartmen-
talisation of capital at member level (see
Exhibit 11). The first two links in the “Chain
of Security” (the Premium Trust Fund and
Funds at Lloyd’s) are on a several rather than
joint basis, meaning that any member need
only meet its share of claims. However, the
third and final link in the chain, Lloyd’s central
assets, is available, at the discretion of the
Council of Lloyd’s, to meet liabilities to poli-
cyholders that any member is unable to meet
in full. This third link comprises the Central
Fund and the net assets of the Corporation of
Lloyd's, strengthened by subordinated debt
and other subordinated perpetual securities.
These central assets can be supplemented
by funds called from members of up to 3% of
their overall premium limits. It is the existence
of this partially mutualising third link, and the
liquid Central Fund in particular, that is the
basis for a market-level rating.

The protection provided for Lloyd’s policy-
holders by central assets is likely to remain
excellent in 2011 and 2012. Central assets
available to meet members’ unpaid cash calls
rose in 2010 to GBP 2,377 million (excluding
the subordinated debt liability and the callable
layer) from GBP 2,084 million the previous
year, and are expected to remain stable into
2012.

Lloyd’s total resources (see Exhibit 12) were
equivalent to 153% of net syndicate technical
provisions at 31 December 2010 (2009: 157%).
Net resources, after deduction of liabilities
and adjusted for differences between IFRS
and U.K. GAAP in the Society financial state-
ments, represented 108% (2009: 111%) of net
written premium income. The reduction in
both these ratios principally reflects the dif-
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ference in technical provisions required at

the end of 2010 following the catastrophes in
that year, including earthquakes in Chile and
New Zealand, and the lower level of provisions
required at the end of 2009, reflecting benign
catastrophe loss experience during the year.

In addition to maintaining adequate resources
at market level, LIloyd’s must also demonstrate
solvency at member level. In this context,
Lloyd’s “solvency” is taken to mean the extent
to which aggregate members’ solvency short-
falls are covered by central assets for solvency
purposes. Lloyd’s undertakes continuous
internal solvency monitoring, and over the
past five years there has been a significant
decline in solvency deficits (down from GBP
253 million in 2006 to GBP 123 million in 2010)
and a corresponding rise in central assets for
solvency purposes. Consequently, Lloyd’s
solvency position is strong and is expected to
remain so throughout 2011 and 2012.

As at year-end 2010, solvency deficits were
covered 24.8 times by central assets (2009:
47.7 times). The ratio deteriorated due to a
rise in solvency deficits, attributable to the
specific issues of a small number of members.
However, it recovered to the 2009 level during
the first quarter of 2011, following the receipt
of funds from one of these members.

Calculation of Member-Level Capital
The Corporation of LIoyd’s is responsible for
setting capital both centrally and at member
level. Until the implementation of Solvency

I, managing agents will continue to conduct
an Individual Capital Assessment (ICA) to
determine the capital needs of each managed
syndicate. The ICA process is annual, but all
insurers are expected to keep capital under
continuous review. The FSA requires Lloyd’s to
assess the adequacy of these ICA calculations
and the reasonableness of the methodologies
and assumptions used.

The introduction of syndicate ICAs and the
production of the market-level ICA for the
Society of LIoyd’s have given Lloyd’s a better
assessment of the likelihood of claims being
made upon central assets. Lloyd’s uses syn-
dicate ICAs as the key input to its stochastic
model, which simulates the impact on central
assets of different, randomly selected sce-
narios. Lloyd’s has also been able to use its
stochastic model to assess the security of
the Central Fund beyond the 99.5% threshold

required for ICAs, taking into account both fre-
quency and severity of loss.

When calculating a syndicate ICA, managing
agents can use both stress scenario and sto-
chastic approaches. Agents using stochastic
models must be able to demonstrate that
checks or reasonableness tests have been per-
formed on model outputs. Where stress and
scenario tests are used, the managing agent
must be able to satisfy Lloyd’s that the tests
undertaken are appropriate to a syndicate’s
business and are sufficiently extreme to reflect
a99.5% confidence level.

In addition to reviewing syndicate ICAs,
Lloyd’s makes its own assessment of its capi-
tal needs, taking into account other business
objectives, including maintenance of its brand,
commercial position and financial strength
rating. This is referred to as Lloyd’s Economic
Capital Assessment (ECA). For 2011, Lloyd’s
arrived at the ECA by applying an uplift of 35%
to the syndicate ICAs to determine each mem-
ber’s total required FAL to support its under-
writing. This level of uplift is to be maintained
for 2012.

For the 2011 member capital-setting process,
Lloyd's risk-based capital (RBC) benchmark
model was replaced by a stochastic integrated
capital platform (ICP) and member capital
allocation tool (MCAT). With the stochastic
model, Lloyd’s is able to model each syndi-
cate’s pure year of account by Lloyd’s risk
group and currency to derive the syndicate’s
aggregate benchmark capital requirements.
The syndicate ICAs are then allocated to mem-
ber level, by means of the member capital
allocation component of the ICP.

For 2012, member capital requirements will
be based on either the agreed uplifted 2012
syndicate ICAs or final agreed 2011 uplifted
ICAs, adjusted to reflect the effect of business
plan differences and reserve updates on the
Lloyd’s benchmark. The latter, light approach
seeks to reduce the administrative burden of
ICA preparation and review for both managing
agents and the Corporation, recognising that
Solvency Il preparation will draw on the same
staff resources.

Following the introduction of Solvency II,
Lloyd’s is expected to continue to set member
capital by applying a flat-rate uplift to regula-
tory capital (although the size of the uplift is
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likely to change). Under the new regime, the
Solvency Capital Ratio (SCR) will replace
the ICA and should be calibrated so that
it corresponds to a 99.5% value at risk
(VaR) confidence level over a one-year
period. This differs from the ultimate
loss position that is currently required
by Lloyd’s for the calculation of syndi-
cate ICAs.

It is expected that, in addition to provid-
ing a regulatory SCR on a one-year basis,
managing agents will be required to pro-
duce, for Lloyd’s Internal Model (LIM)
calibration purposes and the calculation
of member-level capital, a one-year-to-
ultimate number for syndicates at the
same 99.5% VaR confidence level.

Solvency II

A smooth transition to the Solvency Il
regulatory regime in 2013, including the
approval of a Solvency Il compliant inter-
nal capital model, is crucial if LIoyd’s is
to retain the capital efficiencies it cur-
rently offers its members. The calibration
of the standard formula under Solvency

Il has yet to be finalised, but Quantita-
tive Impact Study 5 (QIS5) provided some
insight into the capital burden that may
result if internal capital model approval
is not achieved, highlighting catastrophe
and currency risk as areas of particular
concern for Lloyd’s.

Considerable progress has been made
toward Solvency Il implementation by
both the Corporation and managing
agents, but Lloyd’s is working to a tight
timetable. Lloyd’s is building its internal
model on a different software platform
from the ICP, and the design and build
of the calculation kernel has been a
resource-intensive project. A baseline
model is now in place, but calibration of
the model and validation of output will
not take place until the fourth quarter of
2011.

The LIM will depend on individual syndi-
cate models, which means that all must
meet Solvency Il standards, and there is
strong pressure on managing agents to
ensure that this is achieved. The Corpo-
ration continues to provide extensive
technical support and guidance to mar-
ket participants, both in the development

o

of internal models and addressing wider
Solvency Il issues. It has also stated that
capital loadings and underwriting restric-
tions may be applied for the 2012 year of
account for managing agents not making
sufficient progress toward compliance.

The dry run process for managing agents
that was initiated in 2010 is continuing
throughout 2011. If published deadlines
are met, including the submission of
syndicate SCRs at the end of October,
Lloyd’s will be on track to provide the
required evidence of review and assess-
ment of syndicate models it needs to
support the LIM approval application
scheduled to be submitted to the FSA in
April 2012.

Letters of Credit

Under Solvency I, it is expected that
letters of credit (LOCs) in the form that
they are provided as FAL will be ranked
as Tier 2 capital, and that at least 50% of
the SCR must be met by Tier 1 capital.
Given the significant proportion of syn-
dicate capital that LOCs represent (49% of
funds at Lloyd’s at the end of 2010), under
extreme adverse loss scenarios within
Lloyd’s capital model, a shortfall in the
market’s overall Tier 1 capital could be
indicated based on these assumptions. These
scenarios assume that capital tiering will be
implemented at Society level, as agreed in
principle by the FSA. To meet this potential
situation, Lloyd’s members have a number

of options available, including converting the
Tier 2 LOC capital to Tier 1 capital.

The market for issuing LOCs for Lloyd’s has
remained active over the past two years,

and LOCs remain available, albeit at higher
prices than before 2008. The 10 largest issuers
accounted for approximately 85% of LOCs at
the end of 2010. Lloyd’s has a robust control
framework in place to monitor the counterpar-
ty risk, and all issuers are rated A or above.

Financial Flexibility

In A.M. Best’s opinion, the quality of the insur-
ance industry members of Lloyd’s is a source
of strength for the market. Lloyd’s capital-effi-
cient structure and global licences continue
to attract international investment, particu-
larly from other insurers, and the diversity of
capital providers enhances Lloyd’s financial
flexibility. The composition of Lloyd’s capital
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in 2010 and 2011 is shown in Exhibit 13. For
2011, the U.K. insurance industry remains

the largest investor group, representing 33%
of the market’s overall capacity, followed by
the overseas insurance industry (excluding
Bermudian and U.S. companies), which rep-
resents 22%. Capital provision by Bermudian
and U.S. insurance companies remains steady
at 10% and 17% respectively, whilst private
individuals (Names underwriting with either
limited or unlimited liability) continue to make
a significant, but decreasing, contribution at
12% of capacity.

Over the past decade, a number of Lloyd’s
businesses have redomiciled outside the
United Kingdom and have established
underwriting platforms in other territories.
For the most part, this has been a strategy
to diversify the sources from which busi-
ness is written and to realise tax benefits.
A.M. Best believes that this has not had a
negative impact on the market, as these
businesses continue to underwrite in
Lloyd’s. Furthermore, Lloyd’s has attracted
international businesses pursuing the same
platform diversification strategy.

Catastrophe Exposure

The catastrophe modelling work carried out
centrally by Lloyd’s continues to enhance

its ability to assess the market’s exposure to
large losses and hence increase confidence

in overall risk-based capital strength. During
2010, the Lloyd’s Catastrophe Model (LCM)
was introduced, allowing Lloyd’s to monitor
and assess market-level catastrophe risk on a
probabilistic basis. The model will be refined
throughout 2011 and will form an integral part
of the LIM under Solvency II.

The LCM will provide Lloyd’s with a complete
view of catastrophe risk across return peri-
ods and, in A.M. Best’s opinion, will improve
its ability to monitor the market’s aggregate
catastrophe exposure against a defined risk
appetite. The model, which uses syndicate
catastrophe model output, will also be used to
inform the member capital-setting process.

Lloyd’s Realistic Disaster Scenarios (RDSs)
will continue to play a critical role in
exposure management at Lloyd’s, both as
benchmark stress tests validating LCM out-
put, and as a source of data. The scenarios
are defined in detail annually by Lloyd’s
and are used to evaluate aggregate market

exposures as well as the exposure of each
syndicate to certain major events. Syndi-
cate-level scenarios are prepared by each
managing agent, reflecting the particular
characteristics of the business each syndi-
cate writes.

Following an overhaul in the wake of the
loss experience of 2005, the event scenarios
have remained relatively consistent since
2006, apart from the inclusion of a U.K. flood
scenario for 2009 and increases in the size
of events to reflect underlying insurable
values and demographic changes. The New
Madrid extreme stress scenario was not
required in 2011. The offshore energy ele-
ments of the Gulf of Mexico Windstorm sce-
nario were revised in 2010, and the industry
insured loss was adjusted upward for 2011.
The political risk scenarios are regularly
updated to reflect the changing political
environment. Additional event scenarios
are not expected to be introduced for 2012,
although some changes and supplementary
reporting requirements are likely.

Reserve Quality

Lloyd’s underwriting performance is expected
to be supported by reserve releases for a
seventh successive year in 2011, although the
size of the surplus is likely to be lower than

in 2010. Reserves established for business
written from 2002 to 2006 are expected to
continue to develop favourably, but the scope
for releases from these years is diminishing as
outstanding claims reduce. Surpluses for busi-
ness written between 2007 and 2010, when
market conditions were less favourable, are
likely to be small, with modest strengthening

Exhibit 13
Composition of Capital (2010-2011)
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anticipated in some sectors. Claims estimates
for long-tail business written in the 2001 and
prior years are expected to remain stable and
develop in line with current expectations.

Beyond 2011, A.M. Best expects the positive
contribution to results from prior years to
reduce, reflecting recent pressure on terms
and conditions. Additionally, the effect of the
economic downturn on claims activity and
inflation, particularly in respect of long-tailed
casualty classes, increases uncertainty as to
reserve adequacy. In 2010, the number of attri-
tional liability claims was up, although this did
not lead to higher claims by value, and A.M.
Best believes the full impact of the downturn
in the worldwide economy on results is yet to
be realised.

Although the market’s exposure to large,
U.S.-based financial institutions has declined
since 2000, uncertainty as to the magnitude of
losses directly related to the subprime crisis
and the broader financial crisis persists. The
complex nature of products in banks’ loan
portfolios has increased the reporting tail for
these losses; in addition, there are concerns
regarding financial institutions’ exposure to
the sovereign debt issued by peripheral Euro-
pean countries. The development of these
claims continues to be regularly monitored
by the Market Reserving department in con-
junction with the Performance Management
Directorate, which ensures that a syndicate’s
reserving methodology is realistic.

The market has been affected by a greater
than usual frequency of major loss events dur-
ing the first half of 2011, and the high level of
uncertainty in respect of the liabilities associ-
ated with these events may affect the avail-
ability of surpluses in 2012. The largest losses
relate to the earthquake and tsunami in Japan,
with overall net claims to Lloyd’s estimated

at GBP 1,220 million; the earthquake in New
Zealand, estimated at GBP 750 million, and the
flooding in Australia at GBP 406 million.

Despite concerns relating to casualty and
catastrophe-exposed business, material
adverse development is not anticipated. A.M.
Best believes that lessons have been learnt
from the deterioration experienced in respect
of U.S. casualty business written in soft market
conditions between 1997 and 2001, and that
Lloyd’s has since improved its reserving pro-
cedures and methodologies. There has also

o

been a concerted effort to address issues that
affect Lloyd’s as a whole, such as major catas-
trophes. Additionally, all syndicates’ reserves
are subject to independent actuarial sign-off,
and this process is monitored by the Lloyd’s
Actuary.

In 2010, Lloyd’s technical results benefitted
from a GBP 1,016 million prior-year release,
which lowered the market’s combined ratio by
5.9 percentage points (2009: GBP 934 million,
5.6 points). Of this release, foreign exchange
gains contributed GBP 138 million, compared
with GBP 28 million in the previous year.
Positive development was experienced

in most classes of business. The excep-
tion was the motor class, which was again
adversely affected by claims inflation in
relation to the frequency and severity of
personal injury awards and increasing
credit hire costs. Prior-year movements
increased the sector’s combined ratio by
36.7 percentage points (2009: 3.9 points),
with the largest increases required for the
2009 year of account.

The reinsurance, energy and property sectors
benefitted from the release of catastrophe
loads, reflecting the low level of catastro-
phe losses attaching to the 2009 year of
account. Losses arising from the 2005 and
2008 U.S. hurricanes continued to develop
within expectations. In the casualty sec-
tor, the positive contribution of reserve
surpluses reduced, lowering the sector’s
combined ratio by 4.5 percentage points,
compared with 8.3 in the previous year.
Reserves established for business written
between 2002 and 2006 continued to devel-
op favourably, and the sector also benefit-
ted from savings in respect of World Trade
Centre and Enron-related claims. However,
strengthening was required on more recent
years of account.

Syndicates in run-off have historically been
the principal source of reserve deterioration
for Lloyd’s. However, Lloyd’s exposure to the
liabilities of existing insolvent members has
significantly reduced, principally due to bet-
ter management of run-off years. In 2010, an
ongoing focus on promoting efficiency and
finding a means to close syndicates (largely
through third-party reinsurance to close)
supported a fall in the number of syndicate
years of account in run-off to 10 from 22 in the
previous year. This was despite four additional
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syndicate years of account entering run-off at
the end of 2010, due to reserving uncertainties
in respect of motor and financial institutions
business.

The improving trend in the underwriting
performance of this business continued, with
run-off years generating an underwriting sur-
plus of GBP 108 million (2009: GBP 97 million).
The Performance Management Directorate
maintains strong oversight of all syndicates.
This enables early identification of those with
potential issues, allowing the Directorate to
assist with impending problems.

Exhibit 14 shows the trend in utilisation of
net incurred but not reported (IBNR) reserves
as a percentage of the overall IBNR amount

in the period 2003-2010. The favourable trend
in IBNR utilisation since 2003, stabilising at
almost 14% over the past three years, sup-
ports the view that reserve adequacy has not
been eroded by recent releases.

1992 and Prior Reserving: Equitas

A.M. Best believes Lloyd’s exposure to uncer-
tainty arising from adverse development of
the 1992 and prior years’ reserves was further
reduced by the High Court order in June 2009
approving the statutory transfer of 1992 and
prior non-life business of members and former
members of Lloyd’s to Equitas Insurance Ltd.,
a new company in the Equitas group.

This transfer was the final phase of a two-
phase process, and with its completion
policyholders benefit from a total of USD 7

Liquidity

In A.M. Best’s opinion, Lloyd’s is likely to main-
tain good overall liquidity in 2011. Managing
agents are responsible for the investment

of syndicate premium trust funds, although
Lloyd’s monitors liquidity levels at individual
syndicates as part of its capital adequacy
review. Overall, these funds exhibit a high
level of liquidity, as most syndicate investment
portfolios tend to consist primarily of cash
and high-quality, fixed-income securities of rel-
atively short duration. The value of premium
trust funds and overseas deposits increased
to GBP 39,021 million in 2010 from GBP 37,400
million in 2009.

Lloyd’s also monitors projected liquidity for
its central assets, which are tailored to meet

Exhibit 14
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billion of reinsurance cover from National
Indemnity Co. (NIC), a subsidiary of Berk-
shire Hathaway Inc., over and above Equi-
tas’ 31 March 2006 carried reserves of USD
8.7 billion. Although Lloyd’s members and
former members have achieved finality in
respect of their 1992 and prior years’ non-
life liabilities under English law and the law
of every other state within the European
Economic Area, some uncertainty exists as
to the recognition of the transfer in overseas
jurisdictions. With regard to U.S. cedants
with unsatisfied judgement debts, work is
nearing completion to create a trust giving
them priority rights in recoveries under the
NIC retrocession agreement, up to USD 20
million in the aggregate.

the disbursement requirements of the Central
Fund and the Corporation of Lloyd’s (includ-
ing its debt obligations). The Central Fund,
corporation assets and subordinated debt
increased to GBP 2,377 million in 2010 (2009:
GBP 2,084 million). Growth of the Central
Fund was helped by recoveries in respect of
its undertakings, as a number of underwriting
years in run-off closed with a profit, as well as
member contributions (0.5% of gross written
premiums).

Members’ FAL increased to GBP 13,832 million
(2009: GBP 13,159 million). FAL is provided
either by letters of credit (LOCs) (2010: 49%)
or by readily realisable assets held in trust.
LOCs remain widely available, and syndicates
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Exhibit 15

are generally able to renew LOCs where
required, although often at higher costs than
before the financial crisis in 2008.

Although the problems facing banks have
raised questions about whether Lloyd’s
would be able to draw on its LOCs quickly in
the case of a large natural catastrophe, A.M.
Best believes Lloyd’s exposure to a liquidity
issue from this source is low. The Corporation
continues to closely monitor LOC issuers and
its overall exposure to individual issuers. If

Management

A.M. Best believes that Lloyd’s has a strong
governance structure in place and a multilay-
ered approach to enterprise risk management
(ERM), which enables it to monitor and con-
trol risk within the underwriting market. At
the core of Lloyd’s governance structure is
the Franchise Board, the members of which
are appointed by the Council of LIoyd’s and
are drawn from both within and outside
the Lloyd’s market. The main purpose of
the Franchise Board is to oversee trading
activities within the Lloyd’s market from a
commercial perspective, although this does
not extend to active management of Lloyd’s
overall business mix.

In A.M. Best’s opinion, the franchise con-
cept is a constructive approach by Lloyd’s
to maintaining good market performance
and protecting the Central Fund. Lloyd’s
monitors its syndicates closely, and
through different functional departments
within the Corporation remains abreast of
the leading trends that can have an impact
on future performance. It undertakes tar-
geted reviews to address potential market

Governance Structure

The Council of Lloyd’s
I

|
Franchise Board

Nominations, Appointments and
Compensation Committee

Audit Committee

Capacity Transfer Panel

Market Supervision and

Rl e Investment Committee

Source: Lloyd’s Annual Report 2010
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an issuer were to fall below Lloyd’s minimum
standards, members using that issuer would
be required to obtain an LOC from a different
issuer or provide assets instead in order to
continue underwriting.

Lloyd's is required to hold trust funds in cer-
tain regions to support its underwriting opera-
tions. Lloyd’s continues to work with its advis-
ers and the U.S. regulators to reduce the gross
funding requirements in respect of insurance
liabilities in the United States.

issues and continues to enhance the work-
ings of the franchise structure. One such
project, a priority for completion in 2011, is
the syndicate pricing review. This project
involves the collection of monthly pricing
data and allows Lloyd’s to monitor syndi-
cates’ pricing performance against the busi-
ness plan and Lloyd’s minimum standards.

The franchise structure gives Lloyd’s a
clear focus on its downside risk. Detailed
performance analysis, sophisticated capital
modelling, a clear strategy for claims and
reinsurance recoveries, coordination of
risk management across the franchise and
management of open years and syndicate
run-offs are all drawn together to control
risk and exposure. This approach allows
the Franchise Board to respond quickly to
potential issues that may affect the entire
market.

Lloyd’s financial performance following the
catastrophe events of 2005, 2008 and 2010
provides some evidence of the effective-
ness of the Franchise Board’s activities.
This effectiveness is likely to be put to the
test again in 2011, particularly as the cur-
rent year’s catastrophes, as with 2010, have
occurred during a sustained period of high-
ly competitive pricing within the Lloyd’s
market. In A.M. Best’s opinion, Lloyd’s is
right to see maintaining market discipline
as a top priority for 2011. However, the
Franchise Board objective of managing
market performance across the cycle is
made more difficult by the fact that Lloyd’s
is a market of competing businesses, each
with its own independent management
structure, many of which report to large,
external industry parent companies with
their own commercial objectives.
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During 2010 and early 2011, Lloyd’s imple-
mented a new risk management framework,
which is designed to manage risks arising
from the market and the Corporation itself.
Reporting to the Franchise Board is the
Executive Risk Committee (ERC), respon-
sible for the identification and management
of Lloyd’s Key Risk Issues, which include
such issues as the insurance cycle, the
economic climate and regulatory develop-
ment. The ERC has three subcommittees,
the Syndicate Risk Committee (SRC), the
Financial Risk Committee (FRC) and the
Corporation Risk Committee (CRC). While
enterprise risk management at syndicate
level is the responsibility of individual
managing agents, the SRC uses a risk-based
approach to assess to what extent the
agents themselves need to be monitored
by the Corporation. The FRC considers
risks from any of the three Lloyd’s funds
(Central Fund, Premium Trust Fund, Funds
at Lloyd’s) or affecting the aggregate chain
of security, while the CRC considers all
non-financial risk within the Corporation,
including the operational and reputational
risk associated with overseas offices and
market modernisation.

An important development area within the
risk management framework is the enhance-
ment of the stress/scenario testing process.
This process is designed to consider four
types of scenario or event — stress testing,
scenario analysis, reverse stress testing and
operational risk capital setting. All types

of risk can be addressed, including emerg-
ing risks, and the iterative process, which
involves relevant risk committees and teams
from each Lloyd’s directorate, identifies the
actions to be taken and reported to the ERC
and the Franchise Board.

Reinsurance

Lloyd’s continues to monitor its reinsur-
ance exposure through a range of submit-
ted returns, complemented by monitoring
of Realistic Disaster Scenarios for indi-
vidual syndicates. The security required
by managing agents for their syndicate
reinsurance programmes is reviewed on
a regular basis in order to address any
issues which have the potential to impact
the financial strength of the overall mar-
ket. In particular, total outstanding rein-
surance recoverables, counterparty con-

Within the risk management framework is
a risk appetite framework, with two series
of risk appetite statements and metrics

in place, one for the Corporation and one
for the market. Each statement is a clear
articulation of acceptable risk levels in
respect of a particular risk area, and the
metrics are quantitative measures which
allow Lloyd’s to assess adherence to the
statements. In each case, the relevant risk
committee and Corporation director are
identified.

Lloyd’s recognises that one of the great-
est risks to the Central Fund is the mar-
ket’s exposure to catastrophes. During
2010, the Lloyd’s Catastrophe Model
(LCM) was introduced, allowing Lloyd’s
to monitor and assess market-level catas-
trophe risk on a probabilistic basis. In
2011, Lloyd’s developed a formula to
define its catastrophe risk appetite for
the first time, in terms of a willingness to
lose a percentage of available funds at the
1in 250 year return period for the most
material peril.

In A.M. Best’s opinion, Lloyd’s risk man-
agement framework is likely to provide an
effective mechanism to meet the challenge
of Lloyd’s unique structure. Lloyd’s rec-
ognises that the structure of the market
makes it difficult to enforce risk manage-
ment throughout the different businesses
involved. However, although the degree of
oversight is set by a risk-based approach,
the performance of all agents and syndi-
cates is kept under review, from approval
of business plans to monitoring compli-
ance with Lloyd’s minimum standards in
relation to underwriting, claims and risk
management.

centration risk and the purchasing trends
of individual syndicates are all closely
monitored.

Lloyd’s reinsurance ceded was unchanged
at approximately 22% in 2010. The Perfor-
mance Management Directorate’s ongoing
focus on syndicate business plans and
their reinsurance dependence is expected
to support continued stability in this ratio
in 2011. The Lloyd’s reinsurance panel
remains well diversified, with the top 10
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Exhibit 16
Reinsurance Debtors (2007-2010)
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reinsurance groups (excluding reinsurance
placed within Lloyd’s), accounting for 47%
of total reinsurance recoverables in 2010
(2009: 50%).

Exhibit 16 shows the development in
Lloyd’s net recoverables and total net
paid debt. The small increase in the total
net reinsurance recoverables to GBP 9.2
billion as at year-end 2010, from GBP 9.1
billion in 2009, reflected higher catastro-
phe losses, but the absence of landfalling
U.S. hurricanes kept the asset below the
2008 level.
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Appendix 1

Gross Written Premium by Syndicate (2010)

(GBP Millions)
Gross Gross
Written Written
Syndicate Managing Agent Premium Syndicate Managing Agent Premium
33 Hiscox Syndicates Ltd 872 2007 Novae Syndicates Ltd 581
44 Sagicor at Lloyd’s Ltd 2 2008  Shelbourne Syndicate Services Ltd 89
218 Equity Syndicate Mgmt. Ltd 528 2010 Cathedral Underwriting Ltd 277
260 Canopius Managing Agents Ltd 52 2012 Arch Underwriting at Lioyd’s Ltd 113
308 R. J. Kiln & Co. Ltd 26 2112 Riverstone Managing Agency Ltd 0
318 Beaufort Underwriting Agency Ltd 156 2121 Argenta Syndicate Mgmt. Ltd 179
382 Hardy (Underwriting Agencies) Ltd 280 2232 Capita Managing Agency Ltd 16
386 QBE Underwriting Ltd 458 2243 Starr Managing Agents Lid 56
435 Faraday Underwriting Ltd 222 2318  Beaufort Underwriting Agency Lid 8
457 Munich Re Underwriting Ltd 339 2468 Marketform Managing Agency Ltd 175
510 R. J. Kiln & Co. Ltd 897 2488  ACE Underwriting Agencies Ltd 390
557 R. J. Kiln & Co. Ltd 37 2525  Alterra at Lloyd’s Ltd 37
570 Atrium Underwriters Ltd 133 2526  Alterra at Lloyd’s Ltd 38
609 Atrium Underwriters Ltd 230 2623 Beazley Furlonge Ltd 970
623 Beazley Furlonge Ltd 228 2791 Managing Agency Partners Ltd 281
727 S.A. Meacock & Co. Ltd 72 2987 Brit Syndicates Ltd 896
779 Jubilee Managing Agency Ltd 27 2999 QBE Underwriting Ltd 1,013
780 Advent Underwriting Ltd 186 3000  Markel Syndicate Mgmt. Ltd 316
807 R. J. Kiln & Co. Ltd 131 3002 Catlin Underwriting Agencies Ltd 2
958 Omega Underwriting Agents Ltd 325 3010 Cathedral Underwriting Ltd 22
1084 Chaucer Syndicates Ltd 863 3210 Mitsui Sumitomo Ins Underwriting at 272
1110  Argenta Syndicate Mgmt. Ltd 28 Lloyd’s Ltd
1176 Chaucer Syndicates Ltd 27 3334 Sportscover Underwriting Ltd 52
1183  Talbot Underwriting Ltd 633 3622 Beazley Furlonge Ltd 1
1200  Argo Managing Agency Ltd 308 3623  Beazley Furlonge Ltd 124
1206  Sagicor at Lloyd’s Ltd 291 3624  Hiscox Syndicates Ltd 110
1209 XL London Market Ltd 340 4000  Pembroke Managing Agency Ltd 170
1218  Newline Underwriting Mgmt. Ltd 105 4020  Ark Syndicate Mgmt. Ltd 329
1221 Navigators Underwriting Agency Ltd 208 4040  HCC Underwriting Agency Ltd 5
1225  AEGIS Managing Agency Ltd 286 414 HCC Underwriting Agency Ltd 93
1231 Jubilee Managing Agency Ltd 5 4242 Chaucer Syndicates Ltd 67
1274  Antares Managing Agency Ltd 189 4444 Canopius Managing Agents Ltd 582
1301  Chaucer Syndicates Ltd 105 4472 Liberty Syndicate Mgmt. Ltd 1,035
1318 Beaufort Underwriting Agency Ltd 24 4711 Aspen Managing Agency Ltd 189
1400  Alterraat Lloyd’s Ltd 118 5000  Travelers Syndicate Mgmt. Ltd 365
1414 Ascot Underwriting Ltd 573 5151 Montpelier Underwriting Agencies Ltd 149
1458  Renaissance Re Syndicate Mgmt. Ltd 43 5678  RITC Syndicate Mgmt. Ltd 2
1861 Flagstone Syndicate Mgmt. Ltd 122 5820  Jubilee Managing Agency Ltd 132
1880 R. J. Kiln & Co. Ltd 179 6103 Managing Agency Partners Ltd 20
1882  Chubb Managing Agent Ltd 22 6104  Hiscox Syndicates Ltd 33
1910  Whittington Capital Mgmt. Ltd 101 6105  Ark Syndicate Mgmt. Ltd 24
1919  Starr Managing Agents Ltd 383 6106  Amlin Underwriting Ltd 43
1955  Whittington Capital Mgmt. Ltd 201 6107 Beazley Furlonge Ltd 11
1965  Argenta Syndicate Mgmt. Ltd 32 All other syndicates and inter-syndicate -86
1967  Whittington Capital Mgmt. Ltd 54 RITC adjustment
1969  Flagstone Syndicate Mgmt. Ltd 64 Total 22,592
2001 Amlin Underwriting Ltd 1,212
2003  Catlin Underwriting Agencies Ltd 1,684  Source: Lloyd's Annual Report 2010
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Appendix 2

Managing Agents at 31 December 2010

(GBP Millions)
Gross Gross

Premiums Premiums
Managing Agent Written Managing Agent Written
Catlin Underwriting Agencies Ltd 1,686 Mitsui Sumitomo Insurance Underwriting at Lloyd's Ltd 272
QBE Underwriting Ltd 1,471 Argenta Syndicate Mgmt. Ltd 239
Beazley Furlonge Ltd 1,344 Faraday Underwriting Ltd 222
R. J. Kiln & Co. Ltd 1,270 Navigators Underwriting Agency Ltd 208
Amlin Underwriting Ltd 1,255 Alterra at Lloyd's Ltd 193
Chaucer Syndicates Ltd 1,062 Antares Managing Agency Ltd 189
Liberty Syndicate Mgmt. Ltd 1,035 Aspen Managing Agency Ltd 189
Hiscox Syndicates Ltd 1,015 Beaufort Underwriting Agency Ltd 188
Brit Syndicates Ltd 896 Advent Underwriting Ltd 186
Canopius Managing Agents Ltd 634 Flagstone Syndicate Mgmt. Ltd 186
Talbot Underwriting Ltd 633 Marketform Managing Agency Ltd 175
Novae Syndicates Ltd 581 Pembroke Managing Agency Ltd 170
Ascot Underwriting Ltd 573 Jubilee Managing Agency Ltd 164
Equity Syndicate Mgmt. Ltd 528 Montpelier Underwriting Agencies Ltd 149
Starr Managing Agents Ltd 439 Arch Underwriting at Lloyd's Ltd 113
ACE Underwriting Agencies Ltd 390 Newline Underwriting Mgmt. Ltd 105
Travelers Syndicate Mgmt. Ltd 365 HCC Underwriting Agency Ltd 98
Atrium Underwriters Ltd 363 Shelbourne Syndicate Services Ltd 89
Whittington Capital Mgmt. Ltd 356 S.A. Meacock & Co. Ltd 72
Ark Syndicate Mgmt. Ltd 353 Sportscover Underwriting Ltd 52
XL London Market Ltd 340 Renaissance Re Syndicate Mgmt. Ltd 43
Munich Re Underwriting Ltd 339 Chubb Managing Agent Ltd 22
Omega Underwriting Agents Ltd 325 Capita Managing Agency Ltd 16
Markel Syndicate Mgmt. Ltd 316 RITC Syndicate Mgmt. Ltd 2
Argo Managing Agency Ltd 308 Riverstone Managing Agency Ltd 0
Managing Agency Partners Ltd 301 All other syndicates and inter-syndicate RITC -86
Cathedral Underwriting Ltd 299 adjustment
Sagicor at Lloyd's Ltd 293 Total 22,592
AEGIS Managing Agency Ltd 286
Hardy (Underwriting Agencies) Ltd 280 Source: Lioyd's Annual Report 2010
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Appendix 3

Overview of Capacity and Membership (1985-2010)

(GBP Millions)
Individual Corporate Number of Active Members
Gross Gross Total Gross
Year of Allocated Individual % Allocated Corporate % Allocated
Account Capacity of Total Capacity of Total Capacity Individual Corporate Total
1985 6,432 100% 6,432 26,019 26,019
1986 8,291 100% 8,291 28,242 28,242
1987 10,039 100% 10,039 30,936 30,936
1988 10,740 100% 10,740 32,433 32,433
1989 10,622 100% 10,622 31,329 31,329
1990 10,742 100% 10,742 28,770 28,770
1991 11,063 100% 11,063 26,539 26,539
1992 9,833 100% 9,833 22,259 22,259
1993 8,784 100% 8,784 19,537 19,537
1994 9,289 85% 1,609 15% 10,898 17,526 94 17,621
1995 7,835 77% 2,360 23% 10,195 14,744 140 14,884
1996 6,985 70% 3,009 30% 9,994 12,798 162 12,960
1997 5,824 56% 4,500 44% 10,324 9,958 202 10,160
1998 4,105 40% 6,064 60% 10,169 6,825 435 7,260
1999 2,700 27% 7,170 73% 9,870 4,503 668 5,171
2000 2,003 20% 8,042 80% 10,045 3,317 853 4170
2001 1,800 16% 9,258 84% 11,058 2,848 895 3,743
2002 1,766 13% 11,473 87% 13,239 2,466 837 3,303
2003 1,844 12% 13,015 88% 14,859 2,198 762 2,960
2004 1,869 12% 13,223 88% 15,092 2,048 752 2,800
2005 1,445 11% 12,277 89% 13,722 1,625 705 2,330
2006 1,434 10% 13,354 90% 14,788 1,497 714 2,211
2007 1,094 7% 15,008 93% 16,102 1,124 1,007 2,131
2008 921 6% 15,033 94% 15,954 907 1,155 2,062
2009 826 5% 15,720 95% 16,546 773 1,258 2,011
2010 854 4% 22,012 96% 22,867 700 1,443 2,143

1. Capacity figures exclude the small amounts that are unallocated in each underwriting year.
2. Only active members are shown. Members who are not underwriting but remain on the electoral register are not included in

the figures.
Source: Lloyd’s
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Appendix 4

Pro Forma Financial Statements (2006-2010)

(GBP Millions)

2010 2009 2008 2007 2006
Gross premiums written 22,592 21,973 17,985 16,366 16,414
Reinsurance ceded 4,936 4,755 3,768 3,110 3,213
Net premiums written 17,656 17,218 14,217 13,256 13,201
Increase/(decrease) in gross UPR -517 -807 -558 -237 -644
Reinsurers share in UPR -28 314 137 78 131
Earned premiums 17,111 16,725 13,796 13,097 12,688
Other technical income
Total underwriting income 17,111 16,725 13,796 13,097 12,688
Net claims paid 8,814 9,075 7,578 6,226 6,598
Net increase/(decr) in claims provision 1,215 -451 886 321 -379
Net claims incurred 10,029 8,624 8,464 6,547 6,219
Management expenses 1,475 1,304 1267 1117 910
Acquisition expenses 4,692 4,408 3,720 3,449 3,191
Net operating expenses 6,167 5,712 4,987 4,566 4,101
Other technical expenses -228 69 -853 -115 226
Total underwriting expenses 5,939 5,781 4,134 4,451 4,327
Balance on technical account 1,143 2,320 1,198 2,099 2,142
Net investment income 1,324 1,833 1,032 2,096 1,729
Other expenses -272 -285 -331 -349 -209
Profit/(loss) before tax 2,195 3,868 1,899 3,846 3,662
Other recognised gains and losses 68 -34 619 106 38
Total recognised gains and losses 2,263 3,834 2,518 3,952 3,700

Source: Lloyd’s Annual Report
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