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Catastrophes drive loss for the year...
£m 2010 2011
Gross written premiums 22,592 23,477
Combined ratio 93.3% 106.8%
Investment return 1,258 955
Profit before tax 2,195 (516)
Return on capital (pre-tax) 12.1% (2.8%)
Source: Lloyd's pro forma financial statements, 31 Dec 2011
|
... adding 25.5% to combined ratio
Combined ratios
120% 255% (6.5%) 106.8%
mwes4 T
100% 87.8%
201 sy
80%
TO%
AY excl. major claims kiajor claims Prior year reserve Galendar year
movements
120%
110% 12.7% (5.9%)
2010 L 93.3%
0% 865% [ I
: | B
T0%
AY excl. major clams Major claims Prior year reserve Calendar year
movements
Source: Lloyd's pro forma basis
L




And non-US events have become more
prominent

Lloyd’s Major Claims: Net ultimate claims £m
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Most classes have seen a profitable year but
reinsurance did suffer from catastrophe claims
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Source: Lloyd's pro forma basis at syndicate level, Dec 2011
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Overall Lloyd’s performance is in line with peers...
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Sources i) Insurance Information Institute (estimate-2011), ii) Reinsurance Association of America,
iiiy Company data (8 European companies: 17 Bermudian companies)

...and saw the solvency surplus continue to increase
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Source: Society of Lloyd's financial statements .
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The results are bolstered by further reserve
releases...

« Seventh year in a row for reserve releases
— last 5 years have been significant
* Releases have been seen over
— most “back” years of account...
— and most classes
— especially property and reinsurance
« Surpluses have been generated by favourable experience
— consistent with Lloyd’s “Early Warning” results....

— and based on our own analysis we are comfortable

..including releases from the casualty class...

Gross Aclual v Expected Development
- Casualty
Actual Deve
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Source: MRC Early Warning exercise. MRC projections vs MRRQ incurred data converted at y/e 2010 exchange rates. Figures are gross of reinsurance
Excludes 2011 year of account
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...and stability in catastrophe estimates

Earthquake Development (Gross)
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Source: Lioyd's QMR and Xchanging data. Analysis is gross of reinsurance.

The Cat events have led to an increase in the
overall reserves...

Net of Reinsurance
£m

Unearned Reserves
High level COB Earned Reserves (net of DAC)
Casualty 10,010 1,114
Property (D&F) 4,144 1,668
Marine 4,002 1,089
Property Treaty 4,317 707
Energy 2,106 679
Aviation 1,620 404
Casualty Treaty 1,478 124
Accident & Health 1,086 361
UK Motor 1,047 398
Overseas Motor 252 67
Total 30,063 6,612

Source: Lioyd's provisional SRD database.
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..and movements in SAO large loss wording

SAO large loss wordings gauge the size/sources of reserve uncertainty
Year-end 2011 saw:

— reduction in wordings relating to previous events ...

— ... with new wordings introduced for the 2011 events, as expected

Event 2010 2011 Comparison

WTC 3 4 1

2005 Hurricanes 1 0 1)

2008 Hurricanes 3 0 3)
Subprime/ Credit Crunch 9 5 4)
Chile Earthquake 8 0 (8)
Deepwater Horizon 8 3 (5)

2010 New Zealand Earthquake 9 0 )

Australia Floods 2010/11 17 0 (17)
2011 New Zealand Earthquake N/A 4 4
Japanese Earthquake and Tsunami N/A 8 8
US Tornadoes N/A 1 1

Thai Floods N/A 12 12
Aggregated Wording N/A 6 6
Other 12 13 1

Total 70 56 (4)

Source: Lioyd's SAO analyses — Wordings of severity 3 or 4

Reserving focus for 2012 will mainly be a
continuation of 2011

» Continued benign development on the back years
— and the associated impact on surplus
* “Old issues” remain
— Motor (including looking at PPOSs)
— Italian Med Mal
» Large Cat loss reserves
— but no real “new” reserving issues

« More emphasis on recent years of account, including....
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..maintaining a focus on the reserving cycle.....

NETULRATY/E 2010
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..we did write (again) to CFOs about reserving...

Generally positive response from original letter

— and FSA sent similar themed letter in April 2011

Letter sent to CFOs again in early December 2011

— a general letter to all this time (not just about cycles)

— as ever, we will be in touch separately on any “specifics

Aim to give some support to the reserving functions in the
Market

— not designed to be critical
— part of our reserve oversight
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..and the early signs at year-end 2011 are positive

CASUALTY
COMPARISON OF RESERVING AND UNDERWRITING CYCLES
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The recent Cat events do make the picture less
defined at a whole account level

WHOLE ACCOUNT
COMPARISON OF RESERVING AND UNDERWRITING CYCLES
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Agenda

2013 Capital Setting

Who provides Lloyd’s Capital?

Sources of Lloyd's Capital
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How did it move during 20117

£bn +4% 85% -

20 80% A
75% -
70% -
65% -
60% -
55% -
so% —

@)

Premium ICA ECA to Premium®

15 -

10 -

=2008 =2008 w2010 ®2011 ®w2012
(@) Gross premium, net of acquisition costs; at date that ICAs approved for CIL

() Excludes reserve margin credit

How will 2013 member capital be set?

Approach
*  Will utilise Solvency Il models to meet ICAS requirements
— equivalence is key
* Full review by Lloyd’s
— similar to old ICA reviews (not “light” version)
— dedicated cross departmental team
— SCR documentation and on-site walkthroughs
* LCR return will be vital
— input into Lloyd’s benchmark model
— updated specification on Lloyds.com

04/05/2012
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And with the following timetable

[ae | Non-Aligned |  Aligned |

Initial LCR 19 July 19 July

Final SBF 13 September 13 September
Final LCR 20 September 20 September
Coming into Line 29 November 29 November

« Initial LCR should be consistent with the initial SBF submitted on the 12 July

Ultimate SCR plus SlI balance sheet provides
equivalent policyholder protection as ICAS

Uplift and Central Assets
Total 1:200 asset stack

UK GAAP
Technical Provisions

04/05/2012
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Agenda

* Quick Solvency Il update
— LIM

What is the Lloyd’s Internal Model?

Main model:

04/05/2012
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The CCK covers the entire Chain of Security...

’ * Actual result

Probability

[
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PTF's FAL CENTRAL FUND

...and is being embedded into business decisions

ORSA

Development and assessment of the

Society's risk appetite

Determine the Lloyd's Society SCR ‘

Lloyd's Strategy

Solvency Risk appetite
assessment

Monitor and manage catastrophe
exposures

i

Allocate solvency and economic
capital requirements to risk drivers

N 7/
'4 \

Risk management
and monitoring

Capital setting

Monitor and manage underwriting risk
for non-cat

¢ Lloyd’s identified a dozen key uses of LIM

* Each of these supports the ORSA process
+ Some examples shown on the diagram

04/05/2012
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Agenda

Quick Solvency Il update

— syndicates

FAP reviews completed for all agents and revised
agent ratings issued (via formal letter)

By Materiality
(2012 ICA)

By Agent

Summary
Will meet provided that

Will not meet unless

Ratini

..... ratings will be kept under review and actions followed up
29

Will not meet unless with material concerns/FAP rejected

04/05/2012

15



High level findings on FAP submissions

v FAP of good quality with all
supporting documents
completed

v Clear analysis of gaps with
detailed dates for completion
and resources allocated to tasks

v Significant progress made by
agents in Q4

v Only 2% material gaps across
market on reported scores

X Explanation on gaps does
not clearly set out further
work required to close

X Additional gaps uncovered
by Lloyd’s review

X Underlying documents do
not always support scores
and do justice to processes
in place

X Previous feedback not
always clearly addressed

Some common issues and gaps arising from

detailed reviews

Profit & Loss attribution — cycle not yet completed for many

agents

Validation - independence needs to be clearly explained

Model scope — Catastrophe and ESG models out of scope

Model Change — quantitative trigger and aggregation of minor

changes

ORSA - forward looking assessment

04/05/2012
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2012 timetable is moving towards BAU
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Summary

Year-end 2011 Results

» Loss driven by catastrophe losses offset by continued reserve
releases

« Capital base remains strong

2012

» Focus will remain on reserving

» 2013 capital will be set using SIl models and a full review
Solvency Il

* FAP reviews on-going whilst moving to a BAU environment
* LIM now “in use”

Questions or comments?

-
-

o i

The views expressed in this presentation are those of the presenter.
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