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SOCIETY REVIEW

This review considers the activities and financial results of the Society of Lloyd's including the Lloyd's Central Fund. Activities and
financial results of the Lloyd’s market comprising the 123 syndicates reporting as at 31 December 2005 are set out in the syndicate
Aggregate Accounts on pages 47 to 57 and are considered in the Market Commentary on pages 14 to 17, 20, 21, 24, 25, 28 and 29.
The pro forma financial statements on pages 39 to 45 include the results of the market and the Society. The purpose of each of the
different financial statements is explained on page 37.

Since 2003, Lloyd's has operated a franchise structure which put a new emphasis on the relationship between the Society and the
managing agents. Under the franchise structure, the Society acts as the franchisor and the managing agents are the franchisees.

The Society’s main corporate purposes are to facilitate the carrying on of insurance business by members of Lioyd’s and the
advancement of their interests in this context. As franchisor, the Society seeks to adopt a proactive role in the prudential management
of the Lloyd's market. The franchise goal is: ‘To create and maintain a commercial environment at Lloyd's in which the long-term return
to all capital providers is maximised'.

Strategy - Building the Optimal Platform

Significant progress was made in 2005. Notable achievements included the successful integration of the Individual Capital Adequacy
Standards (ICAS) regime into the capital setting process, affirmation of Lloyd's ‘A" rating with stable outlook from Standard & Poor’s,
AM Best and Fitch, achievement of contract certainty goals for 2005 and the approval of Lioyd's application to establish an onshore
reinsurer in China.

Although most deliverables in the 2005 plan were on track, three have been carried forward to 2006 (new entrants strategy, accounting
and settlement and acquisition cost analysis). Two deliverables were not achieved. The first was the ability of Kinnect to offer an
electronic data transfer system covering risk placement and endorsement for three risk classes by the end of 2005 and the second
was to achieve a target loss ratio of 60% to 65%. Following the Franchise Board's decision in January 2006, Kinnect has closed. The
target loss ratio was not met due to the US hurricane losses although the cross cycle return target remains valid.

The focus going forward will be on delivering the recently launched three-year strategy. ‘Building the Optimal Platform’ describes
the actions that will be taken over the next three years to ensure that Lloyd's continues to compete effectively.

The strategy was developed with considerable input from the market — both through discussions with every franchisee and through
specific input from the Lloyd's Market Association. There are five clear benefits that the platform will deliver:

¢ A clear and transparent performance framework
A performance management framework that supports the achievement of superior operating returns through recognising
the specific characteristics of each franchisee.

e Capital advantages
A capital framework in which the benefits of mutuality demonstrably outweigh the costs and which cannot readily be duplicated
outside Lloyd's.

e A secure, highly-rated market
Insurer financial strength ratings of at least ‘A" from Standard & Poor’s, AM Best and Fitch.

e Outstanding market access
Cost effective, easy access to the world’s major markets supported by a global brand and licence network.

o Efficient business processes
A framework of standards for business processes that enables firms to deliver services to customers at a cost and level of risk
comparable with other platforms.

Building the Optimal Platform will be extremely challenging. This is a complex market dependent on many inter-relationships, operating
in a complex area of financial services. The support and commitment of those working within the market will be critical to Lloyd's
achieving its objective.

It will also be critical to make sure that the Society has the right structure and approach. This means people with the right skills in the

right jobs, a culture which supports the commercial ambitions of the market and is customer-focused, rewards and incentives that are
linked to the delivery of the Lloyd’s goal, good communication with franchisees, and regular updates against plan.
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People
Strategy is no more than good intentions until turned into action by people. Attracting, retaining and rewarding the right people have
therefore been at the heart of our strategy for the past two years.

Total reward and development
This project has been aimed at making sure HR policies facilitate the delivery of business strategy and, over the longer term, build the
HR and management capability necessary for sustained organisational success.

A review of incentives and total rewards was conducted during the year. As a result, part of the costs of providing pension benefits
will be funded by the introduction of employee pension contributions from July 2006 and there will be a shift to variable performance-
based pay. This rebalancing of rewards will enable us to increase bonus opportunities for staff at every level without substantially
increasing our overall employment costs. Widespread communication with employees and formal consultation with elected employee
representatives took place throughout 2005, in preparation for this change and to explain the rebalancing of rewards towards
performance rather than service.

Employee consultation and communication

In addition to the communication and consultation relating to the total reward and development project, the Society continued its
policy of actively promoting employees’ understanding of and involvement in the business objectives of Lloyd's. This is achieved by
regular team meetings to keep employees informed and provide feedback to management; staff forums at which the CEO briefs staff
and answers questions on business progress and issues; an intranet (C-net) which provides information rapidly to employees; and

a mechanism for employees to communicate directly with the CEQ.

Training and development

The Society continued its strong commitment to training and development. This was aimed at making sure we had the skills, values
and capabilities to achieve business objectives, meet FSA requirements and improve individual performance. Employees are actively
encouraged to obtain relevant qualifications and fulfil their potential, financial and other support is available to all. A system of internal
job advertising is in place so that as many vacancies as possible are filled through internal promotions, transfers and secondments.

Diversity

In addition to formal policies the Society has an active diversity group sponsored by the CEO. The diversity initiative is about promoting

an environment at Lloyd’s where all are valued and respected for individual abilities, skills and experience; where difference is respected

and seen as a potential asset. It is about attracting and retaining a diverse workforce and harnessing its different skills, experiences and
intellectual capability to enhance business performance and making sure that employees receive equal treatment regardless of factors
such as age, race, colour, religion, belief, sex, sexual orientation, national or ethnic origin, marital status or disability.

During 2005, the diversity group led discussion forums aimed at identifying and overcoming obstacles to diversity. A computer-based
training programme on diversity at work was also undertaken by all staff.

Retention and absence
Staff turnover, excluding retirements and redundancies, continued to be low at 9% compared to an industry average of over 12%,
as did our sickness absence record at 2% compared to the industry average of 2.5%.

Corporate responsibility

Our responsibilities to members of the Lioyd's community, suppliers, employees and wider society are diverse. This is reflected in our
corporate responsibility policy that was updated in 2005 to reflect business development. It seeks to ensure that as an organisation we
take social, ethical and environmental issues into due consideration.

The policy addresses four main areas:

e Marketplace: As well as managing agents’ responsibility to conduct their own business in compliance with laws and regulations
which include those relating to whistle blowing, financial crime, money laundering, conflicts of interest and client confidentiality,
the Society recognises its role in helping and supporting them in their efforts to conduct their business in compliance with such
regulations.

o Workplace: As described above, we recognise our responsibility for ensuring that all employees are treated equally. Our actions in

this area are guided by a set of policies that cover every aspect of an individual's working life, from recruitment and remuneration,
to flexible working and work/life balance.
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e Environment: We operate a wide-ranging environment policy to reduce our direct environmental impacts. The policy covers
everything from energy efficiency to waste reduction and vehicle emissions.

¢ Community: The Lloyd’s market's success is impacted by the health and prosperity of the local, national and international
communities of which it is a part. Lloyd's has a long-standing tradition of charitable giving and involvement in the local community
and the Society is committed to its own direct charitable giving as well as encouraging employees working in the Lloyd's market to
provide volunteer and charitable support.

What we have done
Examples of progress made during 2005 include:

e Marketplace: Full annual accounting under UK GAAP was implemented as part of a commitment to strive for clear
communications with stakeholders and to provide a more financially intelligible and transparent market.

* Workplace: Employee statistics show a ratio of men to women of 48:52 but also highlighted an imbalance in the number of
women at more senior levels. As a result, interviews were undertaken with women at Lloyd’s to understand whether there were
any factors that might be inhibiting their progression. Whilst feedback was generally very positive, steps have been taken to
address issues raised including updating and re-issuing flexible working guidelines to all employees.

e Environment: There has been a 50% decrease in the weekly amount of waste from the Lloyd's building in London going to landfill
over the last two years. This has primarily been as a result of a number of recycling measures, including the introduction of a glass
crushing machine to enable glass recycling.

e« Community: The payroll giving scheme was re-launched to all employees resulting in a fourfold increase in employees using the
facility. To encourage more participation, an additional ‘bonus’ donation to employees’ charities was made when they signed up.

What we aim to do
In 2005, we undertook an exercise to benchmark our corporate responsibility policy and practices against other UK organisations.

The findings from the benchmark were used to develop a 2006 Action Plan which identified a number of further actions for the coming
year, in particular relation to integrating, managing and communicating corporate responsibility issues more effectively. Progress against
this Action Plan will be reported back on a quarterly basis to the Executive Committee. The Director of Operations has responsibility for
corporate responsibility. More information on how employees from the Society and across the market are supported and encouraged
to provide charitable and volunteer support to neighbouring boroughs can be found on pages 32 to 36.

Risk management
The risk management framework was developed in 2003, in order to help the Society identify, understand and manage risk more
effectively.

The ongoing process of risk management takes in the activities of all areas of the franchisor, and consists of the risk framework, the
governance structures, the internal control system and the assurance processes of Internal Audit, Compliance and Financial Control.

Risks are managed by the business. Escalation of risk issues is through the governance structure of directorates, committees and
groups, the Executive Committee and Franchise Board. The risk management framework aims to pull together the key risks that the
Society faces, and enable an assessment of these risks on a common basis. It seeks to provide assurance to the Franchise Board
that risk is being identified and managed effectively.

Risk identification

The key risks to the franchise are identified and assessed via the combination of a facilitated risk and control self assessment process
and environment scanning. All risks that are identified are owned by a relevant individual. Risk owners review risk each quarter, and
environment scanning by the business, by project groups and by the Executive Committee and the Franchise Board identifies new risks
or changes to existing risks which are fed into the framework.

The risk assessment

The self assessment process includes the assessment of risk for the potential impact on the Lloyd’s market and therefore the Society
should it occur, and the perceived likelihood of occurrence of risk within the next 12 months. Risk is assessed on an inherent (before
control) basis, and a residual (after control) basis. Appetite is set for each risk identified, and actions identified for risks where residual
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risk exceeds appetite. The quarterly risk and control assessment then tracks actions by key milestone or deliverable. The assessment
process is coordinated by the Risk Management team, which undertakes an oversight and challenge role where appropriate.

Summary of types of risk
The risk framework currently places risks to the Lloyd's market and, therefore, the Society into one of eight risk categories. The risk
framework is not a fixed number of risks or categories, and evolves to align with changes to the business and its environment.

¢ Business strategy: Whilst often included as an operational risk, the framework treats this area as significant in its own right.
This covers risks that are potentially fundamental to the strategic viability of the Society arising out of the Lloyd’s market position,
strategic direction and commercial interests.

e Capital: The Lloyd's market has a unique capital structure. This generates a number of risks to the achievement of the Society’s
objectives. These include the pressures raised by the structure itself, but also a number of risks around the calculation of the
appropriate level of capital for the Society and the way this is then distributed amongst the members.

e Credit: The Lloyd's market and therefore the Society has exposure to credit risk with a number of counterparties, including brokers
and policyholders, reinsurers, banks and investment issuers and custodians.

¢ Financial markets: The Society’s assets are exposed to fluctuation in markets, including asset markets, interest rates and
exchange rates.

e Insurance: Risk comes from the underwriting, reinsurance, claims and reserving activities of the Lloyd’s market and reflects
the inherent uncertainties as to the occurrence, amount and timing of insurance liabilities.

¢ Liquidity: Risks in this category consider liquidity and solvency concerns for the Society in the UK and overseas.

e Operational: This covers the risk of loss, resulting from inadequate or failed internal processes, people or systems, or from
external events. These include issues such as business interruption and continuity, provision of services and infrastructure,
culture and competence, financial controls and execution of strategic initiatives.

e Regulatory and legal: The Society operates within a highly regulated industry and across multiple jurisdictions, generating
a number of risks to the achievement of the Society objectives.

Risk management and mitigation

As well as identifying and assessing risk, the risk management framework identifies and assesses the controls that the Society operates
to mitigate risk. Controls are owned by individuals and are assessed according to their design and performance — how well have they
been designed to manage a particular risk and how well the control is then performed. The framework helps the Society to understand
how well the risk is being managed, which of the controls are working effectively, and where to focus resource to best effect.

The results of the quarterly risk assessments are agreed by the Executive Committee and provide assurance to the Franchise Board
about the effective management of risk, and help to ensure that the Society has an effective system of internal control.

The risk management framework is also used in the calculation of the Society Individual Capital Assessment (ICA), which is the level of
capital resources required to withstand a 1-in-200-year event over a one-year time frame. Each risk within the risk framework is assessed
to ensure it is treated appropriately from a capital perspective; as part of the stochastic model, as part of the stress and scenario testing
or by being controlled by alternative methods. Whilst there is considerable stochastic modelling of insurance risk, and some other
elements of risk such as credit risk, the risk framework was used to identify relevant stress and scenario tests for risks that were
outside of the stochastic model. The scenario tests that followed were based on events where one or more of the risks in the framework
could occur, and assessing the potential loss from a significant event. The results were fed into the calculation of the Society ICA.
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Operating review
During 2005, the Executive Committee and the Franchise Board monitored progress against a series of financial and operating objectives
and targets. With respect to operating objectives that relate to the Society’s activities, the following were key achievements in 2005:

Economics

The FSA's ICAS regime was successfully implemented in 2005 for syndicates underwriting in 2006 and for the Society itself. This included
the preparation of guidance for syndicates, tools and technigues to assist managing agents. 62 syndicates’ ICAs were reviewed in

a coordinated process that involved teams from Finance and Risk Management and Franchise Performance directorates. Multi-
disciplinary teams were able to draw on insurance and actuarial input and benchmarking data to ensure appropriate challenge and
consistency with syndicate business plans to ensure that a syndicate’s ICA reflected its risk profile. The Franchise Performance
directorate held more than 400 meetings with franchisees relating to underwriting and business plan reviews.

The Realistic Disaster Scenario (RDS) specifications were overhauled and two new RDS events were created in April 2005, including a
$60bn Gulf of Mexico windstorm, which enabled managing agents to review their exposures and provided valuable comparison to the
losses sustained from hurricane Katrina.

The eligible asset rules were simplified and brought in line with FSA rules in advance of the solvency test on 31 December.
This provides managing agents with greater flexibility and should facilitate improved investment returns.

Earned profits are available for distribution prior to the closure of a year of account and may be released to members subject to
the applicable capital tests.

Security
By the end of 2005, the rating agencies, Standard & Poor’s, AM Best and Fitch all confirmed "A’ ratings with stable outlook. This is set
against a background where many reinsurers have been subject to downgrades or placed on credit watch.

The Open Years Management team worked closely with the managing agents of run-off syndicates and participated in review and
reserving meetings to understand the impact on the Central Fund of insolvent members and ensure that robust closure plans have
been put in place.

As described in the Risk Management section above, the risk profile of the Society continues to be developed. The appetite for each
risk is identified and assessed in order to develop a risk mitigation strategy.

Infrastructure

Progress has been made to help create an environment for the effective and efficient management of claims. Lioyd’s Claims
Management Principles were introduced in July 2005 and the claims management performance of all managing agents was assessed
against the minimum standards. Further standards will be issued for market consultation in 2006. In addition, a new service agreement
has been agreed with Xchanging Claims Services (XCS), including provisions relating to claims agreement by following underwriters,
and the 1999 Claims Scheme was revised to bring it in line with current market practices. The Lloyd's claims team will also participate in
the new Claims Service Review Board, with representatives from the market and XCS to oversee the work of XCS. The claims team also
coordinated the market's hurricane Katrina response.

Progress has been made through a number of initiatives to produce a framework of standards for business processes that enable
market firms to deliver services to customers. These included: compliance checking of the quality of LMP slips which was rated 97% in
December 2005; implementation of the LMP standard for binding authorities and lineslips; increased content of the LMP slip defined
and incorporated into ACORD standards; further standardisation of the placing process for endorsements; contract certainty checklist,
code of practice and further guidance issued; Xchanging Ins-sure policy checking codified, statistics published in checking process,
error rates tracked and reduced; and contract certainty definition and targets agreed, and shared with the FSA and progress monitored.
This enabled a success rate of more than double the year end target of 30% to be achieved.

The Accounting and Settlement project was reviewed in 2005 and the revised scope and requirements agreed. This targets delivery of
a number of improvements in 2006.

An electronic claims file repository was implemented with 300 claims files and nearly 500 transactions made by the end of 2005.
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The objective of offering an electronic data transfer system covering risk placement and endorsement had changed by the end of 2005.
The Franchise Board decided that the Kinnect platform was not optimal in ensuring more efficient businesses processes for Lloyd's and
the London market. As a result it was closed in early 2006. There had been a growing consensus that the market, on a peer to peer

basis, was better equipped to solve the problem of electronic data placement and that the franchisor’s role should be standard setting.

Market access

A priority has been to ensure that the franchise has access to, and is promoted in, major markets. In 2005, approval was given to
establish an onshore reinsurance operation in China, enabling Lloyd's to reinsure local currency business and provide Chinese
reinsurers with access to the Lloyd's market. Also, agreement was reached to establish a representative office in India in 2006. The
Worldwide Markets directorate produced country strategy papers for China and India providing an in-depth view of the business and
insurance environment, assessing competitors and Lloyd's entry strategies. In addition, ten country intelligence briefs and four Lloyd's
snapshots at regional and country level were published. The directorate maintains an ongoing dialogue with overseas regulatory
authorities, brokers, coverholders, cedants and the local media to promote Lloyd's interests and presence overseas. All 72 licences
were sustained.

In 2005, the Lloyd’s brand was reviewed and defined to develop a new identity and brand architecture. This was communicated
throughout the franchise. Lioyds.com was re-launched with an improved look and feel.

Operations
Over 60 separate service standards for the supply of information and services to the market were agreed in 2005 with the Lloyd's
Market Association to be effective for 2006.

The Complaints department handled 2,800 new complaints from Lloyd's policyholders on behalf of the market and closed 3,500 cases
in 2005. This department also dealt with enquiries from US residents seeking to claim under their insurance for damage resulting from
hurricanes Katrina, Rita and Wilma. The correct insurer, not always Lloyd’s, was identified for 99% of enquiries.

Contingency planning and testing of business continuity plans progressed in 2005. Three tests of aspects of business continuity plans,
including the IT infrastructure for managing agents at the underwriting room contingency site, were successfully completed. There is a
regular sharing and discussion with the market of business continuity issues.

A key aspect of the IT services provided included the further development of Lloyd’s data warehouse which now supports a major part
of Society reporting, including core market returns.

Property Services handled the disposal of Lloyd’s premises in Chatham in 2005 and the acquisition of a lease on new premises nearby
which will result in operating cost savings over the period of the lease.

2006 performance measurement

In 2006, Society performance as franchisor will be measured against a series of key metrics. These metrics will include financial measures,
franchisee satisfaction with the provision of business critical services, the achievement of agreed service levels, risk mitigation and
people risk.

Financial review
This review should be read in conjunction with the financial statements of the Society on pages 93 to 140.

International Financial Reporting Standards

The Society adopted International Financial Reporting Standards (IFRS) from 1 January 2005. The 2005 financial statements of the
Society are the first full financial statements prepared in accordance with IFRS, having previously applied UK accounting standards.
They are also the first financial statements in which insurance company subsidiary undertakings of the Society as well as the Lloyd's
Central Fund are consolidated.

The adoption of IFRS has resulted in significant changes in the accounting, presentation and disclosure of certain items in the financial
statements. As a result of moving to reporting under IFRS, comparative information has been restated and an explanation of how the
transition to IFRS has affected the reported financial position, financial performance and cash flows of the Society has been provided
in note 30 on pages 133 to 140.

The basis of preparation and consolidation and the principal accounting policies adopted are set out in notes 1 and 2 on pages 96 to 103.
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Overall financial result

The deficit for the year after taxation is £27.6m (2004: surplus of £122.8m). The deficit is mainly a consequence of the change in the
basis of funding the New Central Fund in 2005 and the level of New Central Fund claims and provisions which have been partly offset
by an increase in net finance income. The deficit was within planning expectations.

Members have continued to contribute to the Central Fund based on a percentage of their allocated overall premium limit. However,
from 2005 this is achieved partly by contributions of 0.50% (2004: 1.25%) and partly by way of interest-bearing loans from syndicate
premiums trust funds, referred to as syndicate loans, of 0.75% (2004: not applicable). The syndicate loans are treated as part of the
Society of Lloyd’s equity rather than as contributions from members in the group income statement (see note 25 on pages 129 and 130).

Syndicate loans will ordinarily be repaid on the closure of the year of account after three years. Interest payable on the loans is

accounted for when the Council of Lloyd's formally approves interest payments to be made. An amount of £4.4m was approved on
5 April 2006 in respect of interest for the year to 31 March 2006.

New corporate members underwriting on new syndicates are required to contribute to the New Central Fund at an increased rate
for their first three years of operations at Lloyd's. The rate for 2005 was 2.5%.

Members' subscriptions which are used to finance the operations of the Society were unchanged in 2005 at 0.50%.

The Society net assets have increased from £690.0m to £764.6m. Details are set out below:

Movement of net assets

1,200 _ additions to net assets
1100 | 104 (224) deductions to net assets
net assets
1,000 _| 95
254
c 900 _| (172)
«
800 _|
18 765
700 _|
690
600 _|
500
Net assets at Income Net finance Receipt of Central Fund Other group Other Net assets at
1 January 2005 income syndicate claims and operating expenses  movements 31 December 2005
loans provisions

The net assets of the Central Fund are included within the above amounts and at 31 December were £670.4m (2004: £606.6m).

Solvency

Total assets for solvency purposes are set out below. The 2005 position is an estimate of the amount which will be finalised in June

2006 for submission to the FSA:

2005 2004

£m £m

Net assets at 31 December 765 690
Subordinated loan notes 501 506
Callable Central Fund contributions 439 411
1,705 1,607

Other solvency adjustments 133 56
Central assets for solvency purposes 1,838 1,663

Based on central assets of £1.8bn, the estimated solvency ratio is 379% (2004: 300%).

In setting contribution levels, account was taken of the Society’s ICA to ensure that Lloyd's is prudently but competitively capitalised.
The medium-term target is that central assets for solvency purposes should exceed £1.7bn.
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The operating (deficit)/surplus reported by business segment is set out below.

corporation Central Insurance 2005 2004

of Lloyd's Fund activities Total Total

£000 £000 £000 £000 £000

Income 167,761 83,306 2,769 253,836 392,230
Central Fund claims and provisions - (223,889) - (223,889) (125,540)
Gross insurance claims incurred - - (30,039) (30,039) (47,735)
Insurance claims recoverable from reinsurers - - 29,844 29,844 52,053
Other group operating expenses (166,006) (5,907) (184) (172,097) (173,416)
Operating (deficit)/surplus 1,755 (146,490) 2,390 (142,345) 97,592

Income

The Society’s income has decreased in 2005 by £138.4m to £253.8m (2004: £392.2m). This is principally attributable to lower market
capacity and a reduction in New Central Fund contribution rates dealt with through income. New Central Fund contributions recognised
within income reduced from £190.7m to £70.1m, a reduction of £120.6m, whilst members’ subscriptions reduced from £74.9m to
£68.8m, a reduction of £6.1m.

Central Fund claims and provisions

Central Fund claims and provisions increased in 2005 by £98.4m to £223.9m (2004: £125.5m). This principally reflects the granting of
annual undertakings to insolvent members in order to meet their financial commitments to policyholders from the Central Fund. Annual
undertakings are approved at the discretion of the Council of Lloyd’s, normally in April of each year, and are based on anticipated cash
flow requirements of insolvent members in the following 12 months. During 2005, payments made in respect of the undertakings
totalled £145.6m.

Gross insurance claims incurred and insurance claims recoverable from reinsurers

The Society has two insurance company subsidiary undertakings, Centrewrite Limited and Lioncover Insurance Company Limited.
Centrewrite provides Exeat insurance to resigned members participating only on run-off syndicates, allowing an early exit from Lloyd’s
and Estate Protection Plan insurance to members. The insurance contract liabilities of Lioncover were wholly reinsured into Equitas in
1997 and the company does not accept new business. Both within gross insurance claims incurred and insurance claims recoverable
from reinsurers is a matching £30.4m relating to Lioncover. Movements in Lioncover's reserves do not therefore affect the result for the year.

Other group operating expenses

Operating expenses were stable in 2005 at £172.1m (2004: £173.4m) and are principally attributable to the Corporation of Lloyd's.
Maintaining cost discipline is a priority, and opportunities to improve the efficiency of operations and bring down the cost of doing
business at Lloyd's will continue to be sought.

Kinnect was such an initiative initially driven by the need to modernise the market. The Franchise Board, following a recommendation
of the Kinnect Board, in January 2006 agreed not to continue to fund the Kinnect platform going forward. The costs of Kinnect had been
expensed when incurred and not capitalised. Total costs, before tax relief, were £71.6m over the period 2001 to 2005, with £15.5m
being incurred in 2005. Further costs of up to £3.5m are expected to be incurred in 2006 to close the operation.

Net finance income
Finance costs of £33.7m in 2005 (2004: £7.2m) include interest on subordinated loan notes issued in November 2004. The loan notes
attracted two months, interest cost during 2004.

The increase in finance income to £129.0m (2004: £45.9m) is mainly due to the receipt of additional income from the proceeds of the
subordinated loan notes together with favourable investment conditions in 2005. The overall investment returns on central assets were
9.30% (2004: 4.53%). The disposition of financial investments as at the year end is set out in note 16 on pages 118 to 120. The proceeds
of the issue of subordinated loan notes and syndicate loans are broadly invested to immunise the related liabilities.

Taxation credit

A tax credit of £17.3m on the deficit before tax of £45.0m has been recognised for the year ended 31 December 2005. This includes a
prior year tax credit of £7.4m arising from the agreement of issues outstanding on prior year tax returns and the finalisation of the 2004
tax position.
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Pension scheme liability
On an IFRS valuation basis, the group pension scheme liability as at 31 December 2005 is £52.2m before allowance for deferred tax
of £15.7m (31 December 2004. £53.7m deficit before allowance for deferred tax of £16.1m).

The IFRS valuation basis requires liabilities to be discounted at the rate of return on high quality corporate bonds. However, for the
purposes of determining the funding position of the scheme and setting future contributions, liabilities are discounted at a higher rate
determined by the expected returns on the scheme’s investments which are currently invested in equities (60%) and bonds (40%). The
last formal actuarial valuation of the scheme on this latter basis was as at 30 June 2004 and disclosed an actuarial deficit of £9m which
was eliminated by special contributions in 2004 and 2005. This was confirmed by an interim review as at 30 June 2005. Further details
are provided in note 21 on pages 121 to 123, including the assumptions under which valuations were carried out.

A number of initiatives are being introduced in order to mitigate exposure to pension scheme liabilities. These include the introduction
of employee contributions from July 2006, an increased normal retirement age of 65 for new joiners from February 2005, and the
closure of the final salary scheme to new joiners after June 2006 (they will be eligible to join a career average scheme).

Cash flows and liquidity

Cash and cash equivalents increased during 2005 by £235.7m to £417.1m (2004: £181.4m). This principally reflects the receipt of
syndicate loans of £103.6m, phasing of Central Fund drawdowns, and cash flows from investing activities held as cash and short-term
deposits with a maturity of less than three months.

Treasury management and policies

Financial instrument risk management

The Society’s principal financial instruments comprise cash and liquid resources, investments, borrowings, provisions and items that
arise directly from operations such as trade debtors and creditors. These include assets and liabilities of the Central Fund.

Forward foreign exchange contracts are entered into to manage currency and interest rate risks of the Society. The Society separately
provides a Currency Conversion Service (CCS) to participating Lloyd's syndicates.

The Society's treasury operations and investments are managed within the formally defined policies which are reviewed regularly
by the Lloyd's Investment Committee. Policies for managing these risks are summarised below.

Interest rate risk

Borrowings from the Lloyd’'s market for the purpose of funding insurance deposits do not bear a fixed rate of interest. Instead,
investment returns earned on the borrowed assets are passed on to lenders. Consequently, no interest rate risk arises on such
borrowings. Short-term assets held by the Society may be significant at certain times but such balances cannot be accurately
predicted. These are invested in money market instruments of up to 12 months in duration with the objective of maximising current
income whilst meeting liquidity requirements.

Interest rate risk, arising from the requirement to make fixed rate coupon payments in respect of the Lloyd's subordinated debt issues,
is managed by investing in fixed rate assets of similar currency and duration.

Liquidity risk

The value and term of short-term assets are carefully monitored against those of the Society’s liabilities. The Society aims to maintain
sufficient liquid assets to meet liabilities as they fall due. However, a total of £40m of standby committed borrowing facilities, negotiated
with leading international banks, was also available to the Society as at 31 December 2005 (2004: £40m). There are no plans to utilise
these facilities, which are available to meet unforeseen short-term requirements and are renewed annually.

Foreign currency risk

The Society enters into a variety of foreign exchange transactions in response to the foreign currency requirements of Lloyd’s group
companies. In managing the exposures arising from such foreign exchange activity, which may involve transactions for forward
settlement, the net risk arising from all such exposures is considered and the level of this risk is managed within closely defined
parameters. Consequently, whilst some net foreign exchange exposures may accrue to the Society from time to time as a result of
this activity, the level of such exposures is carefully monitored and is not significant in the context of its combined activities.

Separately, the Society provides a Currency Conversion Service (CCS) to participating Lioyd's syndicates, converting insurance
premiums and claims between pound sterling and other Lloyd's settlement currencies as required.
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Foreign exchange exposures arising from the provision of the CCS are again managed on a net basis, within defined parameters.

The CCS is operated separately from other foreign exchange activity of the Society because, under the terms of the service, any profit
(or loss) arising from CCS exposures is distributed to (or collected from) syndicates participating in the CCS. Currency exposures
arising from CCS activity consequently do not, ultimately, represent risks to the Society.

Credit risk

A list of permissible bank counterparties, for the purposes of money-market investment, is maintained and restricted to banks having
strong balance sheets and credit ratings. Investment parameters exist for all investment assets, ensuring high credit quality and
appropriate risk diversification. Permitted counterparties to capital market transactions are also carefully controlled. All applicable
parameters are reviewed regularly by the Lloyd's Investment Committee.

Further disclosures with regards to financial instruments are provided in note 24 on pages 126 to 129.

Related party transactions
Except for disclosures made in note 28 (see page 131), no other related party has had material transactions with the Society of Lloyd's
in 2005.

Going concern statement

After making enquiries, the members of the Council of Lloyd’s have a reasonable expectation that the Society has adequate resources
to continue in operational existence for the foreseeable future. For this reason, they continue to adopt the going concern basis in
preparing the Society financial statements.

Outlook

Market capacity for 2006 is £14.8bn, an increase of 7% on 2005 capacity. Members' subscriptions and syndicate loan rates remain at
2005 levels whilst Central Fund contributions increase to 1% in order to maintain central assets at around the target of £1.7bn. Income
from members’ subscriptions will increase to £74m. Central Fund contributions of £149m and syndicate loans of £111m were collected
on 3 April 2006.

On 5 April 2006, the Council of Lioyd's gave further undertakings to certain corporate members to use the New Central Fund to
discharge the liability of those members where they have unpaid cash calls and do not have the resources to meet those cash calls.
After taking account of the expiry of unutilised undertakings, the net increase in undertakings, which will be reflected as a charge in
the 2006 income statement is £63m.

The operating expenses for the Corporation of Lloyd's, excluding the impact of the closure of Kinnect, are budgeted to increase by
£12m in 2006 with increased resources allocated to key initiatives in order to deliver the strategic plan.
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CORPORATE GOVERNANCE

The Council of Lloyd's is committed to the principle of good corporate governance and supports the application of the principles of the
Combined Code on Corporate Governance, as far as they can be applied to the governance of a Society of members and a market of
separate, competing entities.

The Lloyd’s market

Lloyd's is not an insurance company. Its members, both corporate and individual, underwrite in syndicates on whose behalf
professional underwriters accept risk. Supporting capital is provided by investment institutions, specialist investors, international
insurance companies and individuals.

Lloyd's brokers bring business to the market. The risks shown to underwriters originate from clients and other brokers and
intermediaries all over the world. The aggregate syndicate results, which are prepared on an annual accounting basis, provide
information about the financial performance of the market as a whole.

Lloyd's is the world's leading specialist insurance market and has the capacity to write approximately £14.8bn of business in 2006.
It occupies sixth place in terms of global reinsurance premium income, and is the second largest surplus lines insurer in the US. In 2006,
62 syndicates are underwriting insurance at Lloyd's, covering all classes of business from more than 200 countries and territories worldwide.

Governing body: The Council of Lloyd’'s

Under Lloyd's Act 1982, the governing body of the market is the Council of Lloyd’s. Under the Act, the Council has the management and
superintendence of the affairs of the Society and the power to regulate and direct the business of insurance at Lloyd’s. In addition, the
Council also has the power to make byelaws for the proper and better execution of the Lloyd’s Acts and the furtherance of the objects
of the Society, and for various specific purposes set out in the Act.

The members of the Council as at 5 April 2006 are listed on page 79. The Council comprises six working and six external members,
together with six nominated members. Nominated members are usually appointed for three-year terms which can be renewed.
Working and external members are generally elected for terms of three years by the working and external members of the Society
respectively. In accordance with Lloyd's Act 1982, the Chairman and Deputy Chairmen of Lloyd's are elected annually by the Council
from among the working members of the Council.

The Chairman of Lloyd's commits as much time as is necessary to successfully undertake the role. The Council acknowledges that the
Chairman has other commitments outside Lloyd’s and is satisfied that these can be accommodated with the Chairmanship of Lloyd's.

The nominated members of the Council may be regarded, for the purposes of the Combined Code, as independent members of the
Council with the exception of the CEO who is included within their number. Although the concept of a senior independent director does
not strictly apply to the Council, Bill Knight (@ nominated member) was elected a Deputy Chairman of the Council by the Council.

In the elections for working members of the Council, voting operates on a one member, one vote basis. In the elections for external
members of the Council, the voting entitlement of an external member of the Society is based on the member’s allocated underwriting
capacity as determined under the Council and Committee Byelaw. The Council reports to the members annually at the Annual General
Meeting. Voting entitlement at general meetings is capacity-based for both external and working members, except at general meetings
called on the requisition of members under section 6(4) of the Lloyd's Act 1982 for the purpose of revoking or annulling byelaws,

at which each member has one vote.

The Council met seven times in 2005. It also held one joint meeting with the Franchise Board.

The Council in some cases discharges its functions itself. Only the Council can exercise those powers requiring a special resolution.
For example, the making and amending of byelaws, setting the level of contributions to the New Central Fund and the amount

of the annual subscription. Amongst other matters, the Council also reserves to itself the right to appoint members of the Franchise
Board and other committees of the Council, on recommendation from the Nominations, Appointments and Compensation Committee,
and to review the budget and the Franchise Board's plan. The Council must also approve all expenditure above a specified amount.

In respect of the majority of its other functions, however, the Council acts by the Franchise Board.
Franchise Board
The Council established the Franchise Board as from 1 January 2003 and has set it a Franchise Goal. The Franchise Goal is:

‘To create and maintain a commercial environment at Lloyd's in which the long-term return to all capital providers is maximised'.
The Council has also set Franchise Principles within which the Board operates to achieve the Franchise Goal. The Franchise Principles
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cover three main areas: the overriding principles (relating to legal, regulatory and corporate governance); the capital principles (which
emphasise equity between capital providers and prudence in capital setting); and the operating principles (including setting the market
supervision framework in accordance with FSA requirements).

The members of the Franchise Board as at 5 April 2006 are listed on page 79. In 2005, the Franchise Board comprised of the Chairman
of Lloyd's, who was also its Chairman, the CEO (until his resignation on 31 December 2005), the Franchise Performance Director and
the Director, Finance and Risk Management. The balance of the Board was made up of three non-executives connected with the Lioyd's
market and three independent non-executives. The Franchise Board held 13 meetings in 2005 including one all day off-site meeting.

The Franchise Board has four main committees. These committees and their purpose are outlined below.

Market Supervision and Review Committee (MSARC)

MSARC acts as a review body capable, where appropriate, of amending, modifying or withdrawing certain decisions taken by the
executive affecting franchisees. It also acts as the body that determines whether certain decisions can be referred to the Lioyd's Appeal
Tribunal and can also make certain business decisions itself. MSARC also takes decisions regarding the exercise of Lloyd’s enforcement
powers including the institution of disciplinary proceedings. The MSARC met on five occasions in 2005.

Capacity Transfer Panel
The Capacity Transfer Panel has been established principally to exercise the Council’'s powers in relation to mandatory offers and
minority buy-outs. The Panel meets at appropriate times during the capacity transfer season and in 2005 met on three occasions.

Underwriting Advisory Committee (UAC)

The UAC has been established to provide the Franchise Board and the executive with an internally and externally informed view on the
insurance cycle. It also seeks to identify broader and longer-term issues that may influence the underwriting environment. The UAC met
on four occasions in 2005.

Investment Committee

The Investment Committee sets the investment objectives and parameters of centrally managed assets and is responsible for
monitoring performance of these funds. In addition, it monitors the investment operations of the Treasury department in respect of all
funds under its management and approves all investment counterparties. It may also make more general recommendations concerning
investment activity at Lloyd’s. The Investment Committee met on four occasions in 2005.

Other principal committees of the Council

Franchise Principles Committee
The role of the Franchise Principles Committee (formerly known as the Compliance Committee) is to examine the effectiveness of
the Franchise Board in performing its functions and exercising its powers, in accordance with the Board’s terms of reference.

The objective of the Franchise Principles Committee is to ensure that the Franchise Board acts in accordance with the Franchise
Principles in order to achieve the Franchise Goal. The Franchise Principles Committee met on four occasions in 2005.

Audit Committee

The Audit Committee’s role ensures that the financial activities of Lloyd’s are subject to independent review and audit. The Audit
Committee also reviews Lloyd's annual financial statements, the aggregate syndicate results and the Lloyd's Return to the FSA. The
CEOQ, Director, Finance and Risk Management, senior managers and external and internal auditors attend meetings as appropriate.
Reports from internal and external auditors on aspects of internal control are reviewed by the Audit Committee and appropriate
action taken in response. The Audit Committee met on five occasions in 2005.

The terms of reference of the Audit Committee are available from the Secretary to the Council on request.

Nominations, Appointments and Compensation Committee (NACC)

The NACC is principally responsible for making recommendations to the Council on the appointment of the Chairman, CEQ, new
nominated Council members, Franchise Board members (including the Director, Finance and Risk Management and Franchise
Performance Director) and members of a number of the Council and Franchise Board committees. The NACC also makes
recommendations on the remuneration of the members of these bodies, including the Chairman, CEQ, Director, Finance and Risk
Management and Franchise Performance Director. The NACC is also responsible for succession planning arrangements for these
positions. The NACC met on three occasions in 2005.
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The terms of reference of the NACC are available from the Secretary to the Council on request.

Performance assessment

An evaluation of the performance of the Council and its principal committees in 2005 (defined for this purpose as the Franchise Board,
the Franchise Principles Committee, the Audit Committee and the NACC) was undertaken during the year. The evaluation also covered
the performance of the Council and committee members including the chairman of each committee.

The assessment was conducted by the Secretary to the Council who met all Council and committee members on an individual basis to
seek their views on 2005 performance. These discussions were based around the Performance Evaluation Guidance appended to the
Combined Code. As part of this process, comments of the Council and Franchise Board members on the performance of the Chairman
were discussed privately with him. The same process was followed with the Chairmen of the other committees subject to the
performance assessment.

The principal conclusion of the process was that the current governance arrangements were working well but that the range of the Council's
activities and its relationship with the Franchise Board should be reviewed. This had already been identified as an issue by the Council and
work is being progressed by a group of members of the Council. Its recommendations were considered by the Council in April 2006.

Specific suggestions for performance improvements for individual committees subject to the assessment will be taken forward by
those committees.

Board training and induction

As part of the induction process, new members of the Council and Franchise Board without extensive knowledge of Lioyd's, are offered
briefing sessions with senior executive management and others. Members of the Council and Franchise Board with pre-existing
knowledge and involvement at Lloyd’s are given the opportunity to receive briefings on subjects of particular interest to them.

In 2005, briefing sessions on a range of Lloyd's related topics were made available to all members of Council. The programme will
continue in 2006 and members of the Franchise Board will also be invited to attend.

Independent professional advice
Members of the Council and Franchise Board have access to independent professional advice, if required.

Authority to act

The Franchise Board may act through the CEOQ, directors and employees of the Corporation of Lloyd's save in respect of those functions
and powers reserved to it, the Council and their committees. The CEQ, directors and employees must act in accordance with the
Franchise Goal and Principles and in accordance with the strategy, policy and principles set by the Franchise Board.

Market services
The Corporation of Lloyd's provides services to the market including the development and protection of the Lloyd’s brand and international
trading licences, central accounting and reporting, market finance and treasury services, property management and members’ services.

Corporate governance of the Lloyd’s market

The corporate governance of each entity within the Lloyd’s market is the responsibility of that entity. The Council provides, through the
Corporation of Lloyd's, a framework for the governance of these businesses including the assessment of capital adequacy and market
supervision (including inspections, visits and audits of market entities). Franchisees’ governance arrangements are also reviewed on
registration and as part of risk management assessments.

Attendance record

Under-
Franchise Capacity writing
Franchise Audit Principles Transfer Advisory Investment
Council Board Committee NACC2 Committee MSARC" Panel Committee Committee
Council and Franchise
Board members
Chairman of the Council of Lloyd's
Lord Levene of Portsoken A6/7  M3/13 - - - - - - -
Executive directors
Nick Prettejohn 7/7 13/13 - - - - - - -
Luke Savage - 13/13 - - - - - - 4/4
Rolf Tolle - 13/13 - - - - - - -
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Attendance record continued

Council

Franchise
Board

Audit
Committee

NACC?

Franchise
Principles
Committee

MSARC'

Capacity
Transfer
Panel

Under-
writing
Advisory
Committee

Investment
Committee

Non-executive Council members

Working members
John Coldman
Christine Dandridge
Nigel Hanbury
Bronek Masojada
David Shipley

4/7
5/7
6/7
6/7
717

1/3
1/2

2/3

3/4

4/4

External members
Steven Burns

Sean Dalton
Quentin Davies
Peter Morgan
Charles Philipps
Preben Prebensen

5/7
6/7
5/7
717
717
6/6

2/3
2/2

3/4
3/4

Nominated members
Celia Denton

Judith Hanratty

Bill Knight

Philip Lader

Andreas Prindl

5/5
6/7
717
717
717

3/3

4/5

1/3
A3/3

2/2
A5/5

Non-executive Franchise
Board members

Roy Brown

Stephen Catlin

Edward Creasy

Stephen Hodge

Jim Stretton

11/13
10/13
12/13
11/13
12/13

Former Council members
Julian Avery

Other Committee members
Ralph Aldwinckle

lan Agnew

Gary Bass

Andrew Carrier

Tim Congdon

Lady Delves Broughton
Alex Foster

David Gilchrist

David Gittings

Richard Hextall

Tony Holt

Christopher Klein
David Lang

Robin Mitra

Nigel Roberts

lan Salter

Oliver Sparrow

Morley Speed

Paul Swain

1 Market Supervision and Review Committee
2 Nominations, Appointments and Compensation Committee

A Chairman
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GOVERNANCE STRUCTURE

The Council of Lloyd's

Franchise Board

Nominations, Appointments and

) ; Franchise Principles Committee Audit Committee
Compensation Committee

Market Supervision and

Review Committee Investment Committee

underwriting Advisory Committee Capacity Transfer Panel

THE COUNCIL OF LLOYD'S THE FRANCHISE BOARD

The governing body of the Society of Lloyd's The goal is to create and maintain a commercial environment in
which the long-term return to all capital providers is maximised.

Lord Levene of Portsoken Charles Philipps Lord Levene of Portsoken
Chairman of Lloyd’s Representative of Amlin Chairman
(Working member) Corporate Member Limited

(External membertt) Roy Brown
Ewen Gilmour
Deputy Chairman of Lloyd's Andreas Prindl| Steven Burns
(Working membert) (Nominated member=)

Stephen Catlin

Bronek Masojada David Shipley
Deputy Chairman of Lloyd's Representative of Edward Creasy
(Working membertt) MAP Capital Limited

(External member*) Stephen Hodge*
Bill Knight
Deputy Chairman of Council Anthony Towsend Luke Savage
(Nominated membert*t) Representative of Director, Finance and

Brit UW Limited Risk Management, Lloyd's
Sean Dalton (External member)
Representative of Liberty Jim Stretton
Corporate Capital Limited Graham White
(External Member*) (Working member) Rolf Tolle

Director, Franchise Performance,

Christine Dandridge Lloyd's
(Wworking membertt)
Quentin Davies Council as at 5 April 2006 Franchise Board as at 5 April 2006

Representative of SUMAC
Underwriting (UK) Limited
(External member)

Celia Denton
(Nominated member*)

Nigel Hanbury
(Working member)

Judith Hanratty
(Nominated membert)

The Honorable Philip Lader
(Nominated membert)

+

Member of Franchise Principles Committee

*

Peter Morgan Member of Audit Committee
Representative of AISLPO9 Member of Nominations, Appointments and
(External membertt) Compensation Committee

—+
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INTERNAL CONTROL STATEMENT

The Franchise Board, on behalf of the Council of Lloyd's, has responsibility for the Society's system of internal control and for reviewing
its effectiveness. The executive is responsible for the implementation and maintenance of the internal control system. This incorporates
an embedded, ongoing process for identifying, evaluating and managing significant business, operational, financial, compliance and
other risks. The system is designed to reduce, rather than eliminate, the risk of failure to achieve business objectives and can only
provide reasonable but not absolute assurance against material misstatement or 10ss.

The Audit Committee monitors and reviews the effectiveness of the system of internal control of the Society and bi-annual reports are
provided to the Franchise Board. There is an ongoing process, in accordance with the guidance of the Turnbull Committee on internal
control, which has been established for identifying, evaluating and managing significant risks. Other procedures such as whistle blowing
whereby any member of staff may take matters that concern them to the Head of Compliance or, where appropriate, to the FSA, are
clearly set out. This process has been in place throughout 2005 and up to the date of the approval of the financial statements.
Associate companies, Ins-sure Holdings Limited and Xchanging Claims Services Limited, are not dealt with as part of the group for the
purposes of applying the Turnbull Guidance.

The group’s key risk management processes and the system of internal control procedures include the following:

Management structure
‘Lloyd’s Governance Arrangements: Guide for Members of Lloyd's Committees’ outlines the governance structure and committee
members’ duties and responsibilities, including confidentiality, and conflicts and declarations of interest.

There is a clearly defined organisation structure with terms of reference agreed for the CEO and all directors which set out, inter alia,
their functions and powers, authority to act and limitations on authority. Employees have role profiles agreed by their line manager
which set out equivalent information.

The Society is committed to the highest standards of business conduct. Corporate policies and procedures are provided to all staff and
include the Compliance Manual, Employee Handbook, Health and Safety Policy, Information Security and Computer Usage Policy,
Procurement Policy, Financial Policies and authorisation limits.

Lloyd's maintains an internal audit function that reports to the CEO and the Audit Committee. The Head of Internal Audit is supported
by KPMG LLP who provide resources to complete the audit plan.

Identification and evaluation of business risks

A risk management framework has been developed in recent years to identify, assess and monitor the major risks affecting the Society
of Lloyd's. A comprehensive franchise risk and control assessment is completed on a quarterly basis. This review re-assesses the
existing risks and identifies any new risks. It evaluates controls in terms of adequacy of design and performance and also seeks to
monitor the action plans in place to help manage risks. These processes are described in more detail in the Risk Management section
of the Society Review.

A framework of self-certification is in place; quarterly for the risk assessment and monthly for control exceptions. Where control failures
have been reported, details of the circumstances are required together with appropriate corrective actions. A summary of these reports
is reviewed by the Executive Committee and Franchise Board on a quarterly basis. In addition, an annual self-certification process is
conducted by the executive whereby they report on their directorate’s compliance with the internal control framework.

Internal auditors also perform independent reviews of control activities as part of their annual programme as approved by the Audit
Committee. The Head of Internal Audit reports to the Executive Committee on a regular basis and to each Audit Committee meeting.

A franchise compliance plan is in place to manage the risk associated with the non-compliance with FSA regulatory requirements. The
Head of Compliance provides progress reports to both the Executive Committee and the Audit Committee. The wider coordination
of compliance activities takes place through an Internal Compliance Committee.

Information and financial reporting systems

An annual budget for the Corporation is reviewed in detail by the Executive Committee and is considered and approved by the
Franchise Board and the Council. Monthly financial reports compare actual performance with the annual budget and management
action is taken, where appropriate, when variances arise. Revised forecasts are prepared regularly.
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REPORT OF THE NOMINATIONS, APPOINTMENTS AND COMPENSATION
COMMITTEE

This report is based upon best practice as set out in the Combined Code. This code is directed at companies listed on the London Stock
Exchange, whereas the Lloyd's market comprises many separate and competing trading entities; nonetheless, the Council of Lloyd's
supports its principles in so far as they can be applied to the governance of the Society.

Composition of the Nominations, Appointments and Compensation Committee (NACC)
The NACC currently comprises two nominated, two external and three working members of the Council. The NACC members for 2005
are indicated within the remuneration table on pages 85 and 86.

The NACC met three times during the year. The attendance at meetings by members of the Committee is set out in the Corporate
Governance report, pages 77 and 78. The NACC's terms of reference are available on request from the Secretary to the Council.

Nominations and appointments

The NACC is responsible for making recommendations to the Council on the appointment of the Chairman, CEO, nominated members
of the Council, Franchise Board members and members of a number of the Council and Franchise Board committees. Other than the
annual exercise of making recommendations with respect to the composition of the Council and Franchise Board committees, the
NACC made recommendations to the Council during 2005 with respect to one new nominated member of the Council and the
reappointment of an existing nominated member. The NACC also recommended to the Council that five non-executive directors on the
Franchise Board, whose terms of office expired at the end of 2005, should be asked to serve second terms of varying length. These
recommendations were accepted by the Council.

Following the announcement of Nick Prettejohn’s resignation, the NACC initiated a search for a new CEO that led to the appointment of
Richard Ward who will commence employment at Lloyd’s on 24 April 2006.

To assist it with its work in this area, the NACC employs external search consultants from time to time as well as making use of its own
resources and expertise.

Remuneration and compensation

The Council of Lloyd's is assisted in determining the remuneration of members of the Council and its subsidiary boards and committees
by the NACC. The NACC also recommends for approval by the Council, the fees, salaries, bonuses and the terms and conditions of the
office of the Chairman, CEQ, Director, Finance and Risk Management and Franchise Performance Director.

In determining their recommendations for the year, the NACC consulted with the Chairman and the CEO about its proposals as well
as engaging the assistance of remuneration advisers, Deloitte & Touche LLP. During 2005, Deloitte & Touche LLP also provided other
services to the Corporation including engagement on an operational risk management programme that involved the secondment of
staff to Lloyd's.

Remuneration of members of the Council and the Franchise Board who are employees of the Corporation
Lloyd's remuneration policy for all current and future employees is set out in the Employee Handbook as follows:

‘Lloyd’s remuneration policy is designed to meet individual and business needs by providing rewards that are linked to individual
performance and the delivery of business objectives.

Our total remuneration approach is supported by the following practices:

e we look beyond base salary to the value of the total reward package; and

e we recognise and reward superior performance.

Lloyd's policy is therefore based on providing a package of rewards (salary plus benefits) that is business driven, competitive, fair and
flexible. The remuneration policy is also founded on the proposition that the ultimate source of value is people, which means a reward
system that responds creatively to employee needs as well as those of the business. This means a policy which:

e emanates from business strategies and goals;

e s based on business success (ability to pay);

e provides a flexible mix of rewards which will attract, retain and motivate the high calibre people we need with the varied range
of experience and skills the business requires;
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e is externally competitive and regularly monitored by means of remuneration surveys;

e rewards for performance not cost of living;

e ensures employees understand the criteria by which rewards are determined and reviewed;

e gives managers as much freedom as possible in deciding the rewards of their teams; and

e isinline with our equal opportunities and diversity policy.’

Remuneration

The current remuneration package of members of the Council and Franchise Board who are employees of the Corporation comprises
both performance and non-performance-related components. The performance-related components comprise annual bonuses as well

as a long-term incentive plan, while the non-performance-related components comprise basic salaries, benefits and pension entitlements.

The annual salary of the Chairman, CEQ, Director, Finance and Risk Management and the Franchise Performance Director is reviewed
by the NACC annually with increases taking effect from 1 April. No director plays a part in any discussion about their own remuneration.

The Chairman is entitled to receive private medical and life insurance. The CEOQ, Director, Finance and Risk Management and the
Franchise Performance Director are entitled to receive certain benefits including a car or car allowance, private medical and life
insurance in addition to their basic salary.

It is NACC policy that a significant proportion of executive remuneration should be at risk and determined by performance reviews.

Long-term Incentive Plan

A Long-term Incentive Plan (LTIP) for the CEO and other senior executives of the Corporation was established with the approval of the
NACC and the Council in March 2004. This replaced the previous LTIP with effect from 1 January 2004, although transitional measures
described below apply.

Objectives
The LTIP has been designed to meet key strategic objectives by enabling the Corporation to offer a long-term incentive which:

e s directly linked to the profitability of the Lloyd’s market and will therefore align the interests of participants with the capital
providers within the market; and

¢ will provide competitive incentives and, therefore, enable Lloyd's to recruit and retain the talented executives required to
support the future strategy for the market.

The plan is operated at the discretion of the NACC and can be terminated at any time.

Operation of the LTIP

Three-year pooling principle

Payments made under the LTIP are determined by reference to the profitability of the Lloyd’s market over three years, so that both profits
and losses over a three-year period are taken into account in determining an LTIP award. The principle of pooling means that any losses
made over the three-year period will offset profits when determining payments, thus encouraging prudential behaviour. Pooling also
means that awards may be made in loss-making years. This would be the case if the aggregate profits outweighed the aggregate losses

over the relevant three-year period.

The three-year pool is calculated each year on a rolling basis.
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Profit/loss
Profit or loss is defined as the pro forma profit or loss on ordinary activities before tax as reported in the Lloyd's Annual Report,
excluding investment returns on funds at Lloyd's.

Eligibility

Selected senior permanent employees of the Corporation are eligible for the scheme which include the CEQ, directors and existing staff
in role level one as at 1 January each year. The NACC retains absolute and sole discretion as to who participates in the LTIP in any
particular year.

Limits
There is an overall limit such that the total LTIP awards for all participants in any year will not exceed 0.075% of the aggregate profits
and losses for the relevant three-year period.

Joining employment

Subject to NACC's discretion, executives who are newly recruited or promoted may be made an LTIP award on a pro-rated basis.
When this occurs, awards will normally be pro-rated in relation to the number of full months of employment during the 36 month
period to which the three-year pool relates.

Leaving employment

Subject to the NACC's absolute discretion over the treatment of any and all LTIP awards on the termination of employment for any
reason whatsoever, if a participant leaves employment due to retirement, redundancy, death, disability or ill health prior to the end of
the deferred payment period, they will normally remain entitled to any outstanding instalments of previous awards, which will usually
be paid on the normal payment dates. Any awards partially earned in the year of departure may be paid on a pro-rata basis, at the
discretion of the NACC.

Again, subject to the NACC's discretion, if a participant leaves employment for any other reason, any outstanding instalments due in
respect of previous financial years and any LTIP award due in respect of the financial year during which employment is terminated will
both be forfeited immediately.

Transitional measures

In 2004 only, transitional measures were applied to ensure that an award under the current rules would not be lower than an award

under the previous arrangements. This test was applied as at the first payment date in 2005. It has been applied only once and there
will be no subsequent re-test. Vested awards under the previous LTIP continue to be paid as they fall due, subject to the rules of that
plan. The transitional arrangements do not apply to any participant who joined on or after 1 January 2004.

Calculation of award and timing of payments

Under the LTIP, the value of an award is calculated as a percentage of the profits for the relevant three-year period for each £1m of
aggregate LTIP participant salary. For the CEO and other directors, this percentage is 0.008%. For other participants, the percentage
used is lower, 0.004%. The percentages have been set by reference to external market data on remuneration levels as measured
against other organisations of similar complexity and size.

For the financial year 2005, the award made under the LTIP, subject to adjustment for discretionary awards, is the aggregate profits
of the Lloyd's market for the financial years 2003-2005 of £1,609m X relevant % x salary of LTIP participant per £1m.

The payment of each award is made in three tranches, subject to continued employment with the Corporation, in April following the
end of the financial year and in April of the following two years. For participants other than the CEQ, Director, Finance and Risk
Management and Franchise Performance Director, a discretionary adjustment may be made to the first payment of an LTIP award to
increase or decrease it by a maximum of 100%, to reflect the individual's performance over the year. However, in no circumstances
can an adjustment be made to increase the size of the total discretionary LTIP pool. The further two payments (of equal amounts) will
be paid in the following two years, subject to the individual remaining in employment with the Corporation.

Details of the awards to the CEO (until his resignation on 31 December 2005), Director, Finance and Risk Management and Franchise
Performance Director are shown on page 87.
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REPORT OF THE NOMINATIONS, APPOINTMENTS AND COMPENSATION
COMM|TTEE continued

Pension arrangements

The Director, Finance and Risk Management and Franchise Performance Director are members of the Lloyd’s Pension Scheme.

Their dependants are eligible for dependants’ pensions and the payment of a lump sum in the event of death in service. The pension
arrangements provide for a pension on retirement of two thirds basic annual salary after 20 years eligible service, less any entitiement
from previous pension arrangements and subject to an earnings cap, which is a restriction on the amount of pay that can be used to
calculate pensions payable from a UK tax-approved pension scheme. No other payments to the Director, Finance and Risk Management
and Franchise Performance Director are pensionable. The same pension arrangements applied to the CEO until his resignation on

31 December 2005.

In addition, for 2005, the CEOQ, Director, Finance and Risk Management and Franchise Performance Director were each entitled to
a contribution to a Funded Unapproved Retirement Benefit Scheme (FURBS) of 20% of their salary. With respect to the CEO only,
this payment was grossed up for tax and national insurance.

A pension contribution of £41,880 was payable in respect of the Chairman for 2005.

New pensions legislation comes into force from ‘A’ day on é April 2006 with the introduction of new Life Time Allowance rules. Due
to these changes, the Lloyd's Pension Scheme rules have been changed to restrict the earnings that can be counted towards the
calculation of benefits to a maximum earnings limit, which from é April 2006 will be £108,600. This will increase each tax year in line
with inflation.

Due to the Life Time Allowance rules introduced from ‘A’ day it will no longer be possible for Lloyd's to make payments to the
Chairman'’s personal pension and therefore this payment which equates to 40% of the maximum earnings limit will, from é April 2006,
be paid as a cash allowance. Due to the tax changes affecting FURBS, the 20% of annual basic salary that Lloyd's pays into the
executives’ FURBS accounts will, from 6 April 2006, be paid as a cash allowance.

Contracts of employment
The Chairman has a three-year contract expiring in November 2008, which is subject to 12 months’ notice of termination, which may

be given at any time.

The Director, Finance and Risk Management and Franchise Performance Director have rolling one-year contracts providing for a
maximum of one year's notice.

Details of the contracts of the Chairman and directors are summarised in the table below.

Members of the Council and Franchise Board who are employees of the Corporation

Unexpired term

Contract date  as at 31 Dec 2005 Notice period®
Lord Levene of Portsoken 01/11/02 34 months 12 months
Luke Savage® 20/09/04  rolling 1 year 12 months
Rolf Tollgt® 03/03/03  rolling 1 year 12 months

(i) Employment contracts do not contain provisions for compensation payable upon early termination.
(i) Luke Savage was appointed to the Franchise Board on 30 September 2004.
(iii) Rolf Tolle was appointed to the Franchise Board on 3 March 2003.

Remuneration and contracts of service for members of the Council and the Franchise Board who are not employees

of the Corporation

Remuneration for all members of the Council and Franchise Board who are not employees of the Corporation is designed to attract people
of sufficient calibre and experience to govern Lloyd’s affairs by providing an appropriate level of fees which reflects the demands made
upon them. Reference is also made to independent surveys of fees paid to non-executive directors of similar organisations.

In 2005, fees for members of the Council and Franchise Board were £25,000 and £37,500 per annum, respectively. Fees for members
of both the Council and Franchise Board were £50,000. Fees are also payable in respect of membership of a number of the Council
and Franchise Board committees. Non-employee members of the Council and Franchise Board are not eligible to join the Lloyd's
Pension Scheme.
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Individual remuneration of all members of the Council and Franchise Board can be found in the table below.

External and working members are elected to the Council while nominated members are appointed to the Council, usually for a
three-year period. Members of the Franchise Board are appointed by the Council with non-executive directors’ terms of office varying
between one and three years. These are not contractual arrangements and compensation is not paid if a member leaves early.

Information subject to audit

Basis of preparation

The following section provides details of the remuneration of all members of the Council and Franchise Board for the year ended

31 December 2005. This section contains the following information in the form specified in Schedule 7A Part 3 of the Companies Act 1985:
e amount of each member’s emoluments and compensation in the current financial year;

o details of each member’s accrued benefits in the Lloyd’s Pension Scheme and transfer values of those accrued benefits; and

e details of each member’s interests under the LTIP.

Remuneration of members of the Council and the Franchise Board

Individual remuneration, excluding LTIP awards, for the year to 31 December is shown in the table below. LTIP awards are shown
on page 87.

Salary/fees Taxable benefits® Annual bonus Other) Total

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Chairman of the Council
Lord Levene of Portsoken(mvin 440 408 28 28 150 150 41 41 659 627
Executive directors
Nick Prettejohn, CEQUMvineod 512 457 18 17 - 250 180 156 710 880
Luke Savage 344 93 9 3 117 54 105 - 575 150
Rolf TollgM i 467 453 43 41 400 250 105 102 1,015 846
Non-executive Council members
Working members
John Coldman, Deputy Chairman® 36 36 - - - - - - 36 36
Christine Dandridge® 35 30 - - - - - - 35 30
Nigel Hanbury 23 - - - - - - - 23 -
Bronek Masojada, Deputy Chairman® 41 4 - - - - - - 41 41
David Shipley 31 31 - - - - - - 31 31
External members
Steven Burnsvivii 56 56 - - - - - - 56 56
Sean Dalton®i 31 31 - - - - - - 31 31
Quentin Davies®i 30 30 - - - - - - 30 30
Peter MorganW® 56 35 3 - - - - - 59 35
Charles Philipps™® 35 30 - - - - - - 35 30
Preben Prebensen(i 21 - - - - - - - 21 -
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REPORT OF THE NOMINATIONS, APPOINTMENTS AND COMPENSATION
COMM|TTEE continued

Salary/fees Taxable benefits® Annual bonus Other Total

2005 2004 2005 2004 2005 2004 2005 2004 2005 2004

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Nominated members
Celia Denton®) 30 - - - - - - - 30 -
Judith Hanratty®ev 42 67 - - - - - - 42 67
Bill Knight, Deputy Chairman of

the Council of Lloyd's® 53 53 - - - - - - 53 53

Philip Lader®vii 30 25 5 - - - - - 35 25
Andreas Prindl 37 37 - - - - - - 37 37
Non-executive Franchise
Board members
Roy Brown 38 38 - - - - - - 38 38
Stephen Catlin® 39 55 - - - - - - 39 55
Edward Creasy 38 38 - - - - - - 38 38
Stephen Hodge 48 38 - - - - - - 48 38
Jim Stretton 48 48 - - - - - - 48 48
Former members
Julian Avery( 5 30 - - - - - - 5 30
Andrew Moss(ixei - 125 - 4 - - - 37 - 166
Brian Pomeroy® - 44 - - - - - - - 44

(i) Taxable benefits include items such as company car or car allowance, medical and life insurance.

(i) Employee of the Corporation of Lloyd's.

(i) Representative of Wellington (Five) Limited. Preben Prebensen was the representative with effect from 25 February 2005.

(iv)  Representative of Amlin Corporate Member Limited.

(v)  Representative of AJSLP 9.

(vi)  Representative of Limit (No 2) Limited.

(vii) Representative of Liberty Corporate Capital Limited.

(viii)  Member of both Council and the Franchise Board for 2005.

(iX) Member of the Franchise Board only.

(x)  Member of NACC for 2005.

(xi)  Other includes FURBS payments of 20% of executive directors’ total salary. This was grossed up for tax in respect of Nick
Prettejohn only. The amount stated in respect of the Chairman represents pension contributions to a personal pension scheme.

(xii)  Andrew Moss became a member of the Franchise Board on 1 January 2003 and left the Corporation of Lioyd's on 8 May 2004.

(xiii) In 2003, Lloyd's paid £83,000 to Rolf Tolle's previous employer in respect of the assignment of a property lease to Lloyd's. The
lease expired in August 2004 and £101,000 was paid to the landlord on renewal of the lease for a further two years. The property
is occupied by Rolf Tolle. These amounts are not included in the table above.

(xiv) Brian Pomeroy's term of office as a Council member expired on 31 December 2004.

(xv) Judith Hanratty retired from the Franchise Board on 31 December 2004.

(xvi) Luke Savage joined the Corporation of Lloyd's on 20 September 2004 and was appointed to the Franchise Board on
30 September 2004.

(xvii) Representative of SUMAC Underwriting (UK) Limited.

(xviii) Philip Lader was appointed a member of Council on 2 March 2004.

(xix) Stephen Catlin's term of office as a Council member expired on 31 January 2005.

(xx) Celia Denton was appointed a member of the Council on 16 March 2005.

(xxi) Nick Prettejohn resigned with effect from 31 December 2005.
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Lloyd’s Pension Scheme provisions

Increase in
Increase in pension in year Total accrued
Contributions pension in year  to 31 Dec 2005  annual pension
in year to to 31 Dec 2005 - net of price in year to
31 Dec 2005(i) Age at - actual inflation 31 Dec 2005
£000 31 Dec 2005 £000 £000 £000 pa Retirement age
Nick Prettejohn n/a 45 3 3 27 60
Luke Savage n/a 44 2 2 3 60
Rolf Tolle n/a 58 4 4 10 60
(i) The Lloyd's Pension Scheme was a non-contributory pension scheme during 2005.
Transfer values of accrued pension benefits
Increase in
Transfer value Transfer value transfer value
of accrued of accrued over the year
pension as at pension as at less director’s
31 Dec 2004 31 Dec 2005 own contributions
£000 £000 £000
Nick Prettejohn 245 322 77
Luke Savage 6 38 32
Rolf Tolle 98 169 71
The transfer value represents a liability of the Lloyd’s Pension Scheme, not a sum paid or due to the individual.
Members of the Council and Franchise Board’s share of the Long-term Incentive Plan
Amount Total
Amount paid award
Estimated long-term bonus paid during the outstanding
Performance As at Change As at in prior year ended as at
bonus 31 Dec 2004 in year 31 Dec 2005 Total years 31 Dec 2005 31 Dec 2005
Award year £000 £000 £000 £000 £000 £000 £000 £000
Nick Prettejohn 2002 110 163 (10) 153 263 263 - -
2003 135 315 (226) 89 224 224 - -
2004 81 165 (165) - 81 - 81 -
Luke Savage 2004 6 13 - 13 19 - 6 13
2005 15 - 30 30 45 - - 45
Rolf Tolle 2003 126 294 62 356 482 209 110 163
2004 89 182 5 187 276 - 150 126
2005 21 - 41 41 62 - - 62

Nick Prettejohn resigned with effect from 31 December 2005 and is not entitled to an award in respect of 2005 or any further payments
in respect of earlier years. He also waived his entitlement to awards paid in October 2005.

o Qe

Bill Knight, Chairman
Nominations, Appointments and Compensation Committee
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REPORT OF THE AUDIT COMMITTEE

This report sets out the role, remit and activities of the Audit Committee during 2005.

Composition of the Audit Committee

In 2005, the Audit Committee comprised two nominated, two external and one working member of the Council and a non-executive
member of the Franchise Board. The Committee met five times during the year. The members of the Committee in 2005 and their
attendance at meetings are shown in the Corporate Governance report on pages 77 and 78.

For the purposes of the Combined Code, Celia Denton and Stephen Hodge, the Chairman of the Committee, are considered by
the Council to have recent and relevant financial experience.

Terms of reference

The Council has delegated to the Committee responsibility for overseeing the financial reporting and internal controls of the

Corporation of Lloyd’s and its subsidiaries and the Central Fund. The principal responsibilities of the Committee include:

e ensuring that the financial activities of Lioyd's are subject to independent review and audit. The Committee reviews Lloyd’s
published annual and interim financial statements including the pro forma financial statements, the Aggregate Accounts,

the group financial statements of the Society of Lloyd’s and Lloyd’s Return to the FSA,

e reviewing and monitoring the arrangements for ensuring the objectivity and effectiveness of the external and internal audit
functions;

e considering, on behalf of the Council, the appointment or removal of the external auditors;
e reviewing and monitoring the effectiveness of the systems of internal control of the Society;
e ensuring that appropriate arrangements are in place for ensuring compliance with relevant laws and regulations; and

e ensuring appropriate whistle blowing arrangements are in place by which members of staff can, in confidence, raise concerns
relating to possible improprieties.

The Committee’s terms of reference are available on request from the Secretary to the Council.

Report on the Committee’s activities in 2005
The principal issues addressed during 2005 were:

¢ the annual financial statements for 2004 including financial disclosures and various accounting matters raised by management
and auditors;

e the interim financial statements for the six months to 30 June 2005 including the Pro Forma Annual Accounting Statement and the
financial statements of the Society of Lloyd's. The latter have been prepared under International Financial Reporting Standards
(IFRS). A separate IFRS transition document was also considered;

e the 2004 Lloyd's Return to the FSA;

e the FSA risk assessment of Lloyd's and management’s risk mitigation programme;

e the external auditors’ status reports and management letters;

¢ the independence and objectivity of the external auditors, including a review of non-audit fees;

e the external and internal audit plans;

e the reports of the Head of Internal Audit, including follow-up of findings;

e the reports of the Head of Compliance, including quarterly reports from the Internal Compliance Committee and the annual
compliance plan; and

e assessment of the effectiveness of internal controls.
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The Committee also reviewed management accounts and carried out an effectiveness review of internal and external auditors. It also
reviewed its own performance.

The CEQ, Director, Finance and Risk Management, Director and General Counsel, Head of Compliance, Financial Controller, Head of
Internal Audit, Head of Market Reporting and the external and internal auditors attended meetings as appropriate. During the year,
the Committee met separately with the external and internal auditors without executive management present.

The Committee has access to external independent advice, if required.

Stephen Hodge, Chairman
Audit Committee
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LLOYD'S MEMBERS' OMBUDSMAN'S REPORT

Report by Sir Brian Hayes GCB, Lloyd's Members’ Ombudsman

The role of the Lloyd’s Members’” Ombudsman is to investigate complaints by members of the Society who believe that they have
suffered injustice in consequence of maladministration in relation to any action taken by or on behalf of the Society. The Byelaw also
requires that | consider complaints from former members who were members at any time after 30 November 2001. The Ombudsman’s
powers do not extend to complaints that Names may have against underwriting agents.

During 2005, | received seven new complaints; nine fewer than the previous year.

In six cases, | decided, after conducting the necessary investigations, to take no further action as | was satisfied that considerations
of maladministration did not arise. In one case, the complainant, having submitted his complaint, asked me to defer my investigation.
The complainant has not to date asked me to consider the matter further.

In addition to these complaints, a large part of my time in 2005 was concentrated on the investigation of a complaint submitted to me
in November 2004. The complaint in question was submitted by 16 shareholders in a conversion vehicle designed to allow individual
members to continue to participate in underwriting without incurring unlimited liability. The case presented a number of complex issues
for my consideration and necessitated a lengthy and detailed investigation. Following my investigation, | concluded that, although the
complainants had certainly suffered an injustice through no fault of their own, this was not consequent upon any maladministration on
the part of Lloyd's. However, in view of the misfortune suffered by the complainants, | decided to go beyond my brief and suggest that
Lloyd's consider the possibility of an ex-gratia award to them. Lloyd’s decided that, as there had been no finding of maladministration, it
would not be appropriate to make such an award. | understand Lloyd's decision and do not regard it as in any way unjustifiable.

The expenses incurred by my office during 2005 amounted to £27,000.
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STATEMENT OF THE COUNCIL OF LLOYD’S RESPONSIBILITIES
IN RELATION TO THE FINANCIAL STATEMENTS

The Council of Lloyd's is responsible for preparing the group financial statements in accordance with byelaws made under Lloyd's Act
1982 and International Financial Reporting Standards (IFRS) adopted by the European Union.

The Council of Lloyd's is required to prepare group financial statements for each financial year which present fairly the financial position
of the Society and the financial performance and cash flows of the Society for that period. In preparing those group financial
statements, the Council of Lloyd's is required to:

e select suitable accounting policies and then apply them consistently;

e present information, including accounting policies, in a manner that provides relevant, reliable, comparable and understandable
information; and

e provide additional disclosures when compliance with the specific requirements in IFRS is insufficient to enable users to understand
the impact of particular transactions, other events and conditions on the Society’s financial position and financial performance; and

e state that the Society has complied with IFRS, subject to any material departures disclosed and explained in the group financial
statements.

The Council of Lloyd's is responsible for keeping proper accounting records which disclose with reasonable accuracy at any time
the financial position of the Society and enable it to ensure that the group financial statements comply with Article 4 of the IAS
Regulation. (As the Society’s subordinated loan notes are admitted to trading in a regulated market in the European Union, Article 4
requires group financial statements to be prepared in conformity with International Accounting Standards.) The Council of Lloyd's is
also responsible for safeguarding the assets of the Society and hence for taking reasonable steps for the prevention and detection
of fraud and other irregularities.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF LLOYD’S

We have audited the group financial statements of the Society of Lloyd's (the ‘Society’) for the year ended 31 December 2005 which
comprise the group income statement, group statement of recognised income and expense, group balance sheet, group cash flow
statement and the related notes 1 to 30. These group financial statements have been prepared under the accounting policies set out
therein. We have also audited the information in the Report of the Nominations, Appointments and Compensation Committee that is
described as having been audited.

This report is made solely to the members of Lloyd's, as a body, in accordance with the Council of Lloyd's instructions summarised
under ‘Respective responsibilities of the Council of Lloyd’s and auditors” below. Our audit work has been undertaken so that we might
state to the members of Lloyd's as a body those matters we are required to state to them in an auditor’s report and for no other
purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Society and the
members of Lloyd's as a body, for our audit work, for this report or for the opinions we have formed.

Respective responsibilities of the Council of Lloyd’s and auditors

The Council of Lloyd's is responsible for the preparation of the group financial statements in accordance with byelaws made under Lloyd's
Act 1982 and International Financial Reporting Standards (IFRS) as adopted by the European Union as set out in the Statement of the
Council of Lioyd’s responsibilities and for the preparation of the Report of the Nominations, Appointments and Compensation Committee.

Our responsibility is to audit the group financial statements and the part of the Report of the Nominations, Appointments and
Compensation Committee to be audited in accordance with relevant legal and regulatory requirements and International Standards

on Auditing (UK and Ireland). We report to you our opinion as to whether the group financial statements give a true and fair view and
whether the group financial statements and the part of the Report of the Nominations, Appointments and Compensation Committee
to be audited are properly prepared in accordance with the Article 4 of the IAS Regulation. We also report to you if, in our opinion, the
Report of the Nominations, Appointments and Compensation Committee is not consistent with the group financial statements, if the
Society has not kept proper accounting records, if we have not received all the information and explanations we require for our audit,
or if information specified by law regarding members’ remuneration and other transactions is not disclosed. We read other information
contained in the Annual Report and consider whether it is consistent with the audited group financial statements.

This other information comprises the Society Review. We consider the implications for our report if we become aware of any apparent
misstatement or material inconsistencies with the group financial statements. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the group financial
statements and the part of the Report of the Nominations, Appointments and Compensation Committee to be audited. It also includes
an assessment of the significant estimates and judgements made by the Council of Lloyd’s in the preparation of the group financial
statements, and of whether the accounting policies are appropriate to the Society’s circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurance that the group financial statements and the part of the Report of the
Nominations, Appointments and Compensation Committee to be audited are free from material misstatement, whether caused by fraud
or other irregularity or error. In forming our opinion, we also evaluated the overall adequacy of the presentation of information in the
group financial statements and the part of the Report of the Nominations, Appointments and Compensation Committee to be audited.

Opinion
In our opinion:

¢ the group financial statements give a true and fair view, in accordance with IFRS as adopted by the European Union, of the state of
the group's affairs as at 31 December 2005 and of its deficit for the year then ended; and

e the group financial statements and the part of the Report of the Nominations, Appointments and Compensation Committee to be
audited have been properly prepared in accordance with Article 4 of the IAS Regulation.

Eraar ¢ frie LL.FH___

—

-—

Ernst & Young LLP, Registered Auditors, London
5 April 2006
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GROUP INCOME STATEMENT

for the year ended 31 December 2005

2005 2004
Note £000 £000
Operating income 162,353 169,166
Central Fund contributions 70,077 190,657
General insurance net premium income 2,769 3,428
Other group income 18,637 28,979
Total income 3b 253,836 392,230
Central Fund claims and provisions 4 (223,889) (125,540)
Gross insurance claims incurred 14 (30,039) (47,735)
Insurance claims recoverable from reinsurers 14 29,844 52,053
Other group operating expenses 5 (172,097) (173,416)
Operating (deficit)/surplus (142,345) 97,592
Profit on sale of Lloyd's 1958 building - 23,638
(Deficit)/surplus before finance, associates and tax (142,345) 121,230
Finance costs 8 (33,653) (7,177)
Finance income 8 129,033 45,875
Share of profits of associates 13a 2,006 1,872
(Deficit)/surplus before tax (44,959) 161,800
Tax credit/(charge) 9a 17,343 (38,959)
(Deficit)/surplus for the year (27,616) 122,841
GROUP STATEMENT OF RECOGNISED INCOME AND EXPENSE
for the year ended 31 December 2005
2005 2004
Note £000 £000
Revaluation of the Lloyd's Collection 13b - 2,797
Exchange difference on translating foreign operations (43) 59
Actuarial (loss)/gain on pension liabilities — group 21 (2,354) (1,100)
- associates 13a 375 (396)
Tax on items taken directly to equity 594 449
Net income and expense recognised directly in equity (1,428) 1,809
(Deficit)/surplus for the year (27,616) 122,841
Total recognised income and expense for the year (29,044) 124,650
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GROUP BALANCE SHEET

as at 31 December 2005
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2005 2004

Note £000 £000
ASSETS
Intangible assets 10 176 275
Lloyd's Collection 13b 9,710 9,710
Property, plant and equipment 11 7,426 6,124
Deferred tax asset 9c 11,319 615
Investment in associates 13a 4,162 3,283
Reinsurance assets — Lioncover Insurance Company Limited 14 526,848 541,835
Reinsurance assets — Centrewrite Limited 14 174 686
Loans recoverable 15 61,609 63,269
Financial investments 16 1,153,146 1,153,456
Inventories 17 401 461
Trade and other receivables 18 34,440 56,646
Prepayments and accrued income 12,685 19,068
Tax receivable 9,917 84,654
Forward currency contracts 24 1,886 2,256
Assets classified as held for sale 1 - 8,215
Cash and cash equivalents 19 417,109 181,445
Total assets 2,251,008 2,131,998
EQUITY AND LIABILITIES
Equity
Accumulated reserve 25 648,008 680,232
Syndicate loans 25 106,834 -
Revaluation reserve 25 9,710 9,710
Foreign currency translation reserve 25 16 59
Total equity 764,568 690,001
Liabilities
Subordinated loan notes 20 500,782 506,439
Insurance contract liabilities — Lioncover Insurance Company Limited 14 526,848 541,835
Insurance contract liabilities — Centrewrite Limited 14 16,424 15,649
Pension liability 21 52,209 53,700
Provisions 22 183,118 108,585
Trade and other payables 23 50,157 64,930
Accruals and deferred income 39,345 42,129
Loans funding statutory insurance deposits 16b 115,750 106,831
Forward currency contracts 24 1,807 1,899
Total liabilities 1,486,440 1,441,997
Total equity and liabilities 2,251,008 2,131,998
Signed on behalf of the Council of Lloyd’s on 5 April 2006

o B
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Lord Levene of Portsoken, Chairman Luke Savage, Director, Finance and Risk Management
and Acting CEO



GROUP CASH FLOW STATEMENT

for the year ended 31 December 2005

2005 2004
Note £000 £000
Cash flows from operating activities
Operating (deficit)/surplus (142,345) 97,592
Central Fund claims and provisions 223,889 125,540
Operating surplus before Central Fund claims and provisions 81,544 223,132
Adjustments for:
Depreciation 1,874 1,984
Amortisation of intangible assets 126 99
Impairment losses 231 443
Loss/(profit) on sale of fixed assets 3 (55)
Premium levy collection - 19,641
Operating surplus before working capital changes and claims paid 83,778 245,244
Decrease/(increase) in receivables 41,519 (48,611)
Decrease in inventories 60 6
(Decrease)/increase in payables (25,899) 48,481
Increase/(decrease) in provisions other than for Central Fund claims 681 (602)
Cash generated from operations before claims paid 100,139 244,518
Claims paid in respect of corporate members (145,587) (137,411)
Tax and interest payments in respect of corporate members (2,121) -
Claims paid in respect of individual members (2,329) (2,677)
Cash generated from operations (49,898) 104,430
Tax received/(paid) 82,082 (57,550)
Net cash from operating activities 32,184 46,880
Cash flows from investing activities
Purchase of property, plant, equipment and software (2,774) (2,120)
Proceeds from the sale of equipment 168 125
Proceeds from sale of buildings 9,463 23,638
Sale/(purchase) of financial investments 62,522 (647,055)
Dividends received from associates 1,390 3,734
Dividends and interest received 62,113 19,952
Net cash used in investing activities 132,882 (601,726)
Cash flows from financing activities
Interest paid (39,162) (523)
Increase/(decrease) in borrowings for statutory insurance deposits 4,591 (7,604)
Issue of subordinated loan notes - 504,463
Receipt of syndicate loans 103,611 -
Net proceeds from financing activities 69,040 496,336
Net increase/(decrease) in cash and cash equivalents 234,106 (58,510)
Effect of exchange rates on cash and cash equivalents 1,558 (169)
Cash and cash equivalents at 1 January 181,445 240,124
Cash and cash equivalents at 31 December 19 417,109 181,445
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NOTES TO THE FINANCIAL STATEMENTS

as at 31 December 2005

1. Basis of preparation and consolidation

In 1871, by Lloyd's Act 1871, the then existing association of underwriters was incorporated as the Society and Corporation of Lloyd's
('Lloyd's” or the "Society’ or the ‘Corporation of Lloyd's’). Its activities are accordingly governed by statute and, since 1982, have been
managed by the Council of Lloyd's (the Council) pursuant to Lloyd's Act 1982.

All listed European Union (EU) groups are required to prepare group financial statements that comply with EU endorsed International
Financial Reporting Standards (IFRS) for accounting periods beginning on or after 1 January 2005. Following the issue of subordinated
loan notes by the Society, which are listed on the London Stock Exchange, the Society has been admitted to trading on a regulated
market in the EU and has adopted IFRS from 1 January 2005. As part of the process of moving to reporting under IFRS comparative
information has been restated. The Society has adopted all existing IFRS effective as at 1 January 2005.

An explanation of how the transition to IFRS has affected the reported financial position, financial performance and cash flows of
the Society has been provided in note 30.

The Society’s main corporate purposes are to facilitate the carrying on of insurance business by members of Lloyd's and the
advancement and protection of their interests in this context. The group financial statements of the Society comprise the financial
statements of the Society of Lloyd's and all its subsidiary undertakings, the Lloyd’s Central Fund and the group’s interest in associates
as at each balance sheet date. Subsidiary undertakings are consolidated from the date of their acquisition, being the date on which the
Society obtains control, and continues to be consolidated until the date that such control ceases. The financial statements are prepared
using consistent accounting policies. All intra-group balances and transactions have been eliminated in full.

The financial statements of subsidiary undertakings are prepared for the same reporting year as the parent company with the
exception of Lioncover Insurance Company Limited (Lioncover) which has a reporting year of 31 March. This reporting date is the
consequence of all Lioncover's reinsurance liabilities being reinsured with Equitas Reinsurance Limited (Equitas) and hence its
alignment to Equitas’ reporting year. Reinsurance contract assets and liabilities at 31 March have been adjusted to reflect claims
settled from April to December.

The group financial statements have been prepared on a historic cost basis, except for financial assets and liabilities at fair value
through profit or loss, which are measured at fair value. Loans and receivables and other financial liabilities are carried at amortised
cost. Non-current assets held for sale are stated at the lower of their carrying amount and fair value less costs to sell. The Lioyd's
Collection, loans recoverable and loans funding statutory insurance deposits are stated at fair value. The group financial statements
are presented in pound sterling and all values are rounded to the nearest thousand (£000).

The Society has chosen early adoption of the amendments to IAS 19 (Actuarial Gains and Losses, Group Plans and Disclosures) and
IAS 39 (Fair Value Option). The Society’s documented investment strategy is to manage its financial assets on a fair value basis and
therefore meets the fair value through profit or loss criteria of IAS 39.

There were no discontinued activities during 2005. Since the balance sheet date, the Council has taken the decision to cease
the operations of a subsidiary undertaking (Kinnect Limited). Further information has been provided in note 26.

Lloyd's is regulated by the FSA.

2. Summary of significant accounting policies

Adoption of IFRS

The accounting policies adopted are consistent with those adopted at the date of transition (1 January 2004). The following optional
exemptions provided by IFRS 1 ‘First-time Adoption of International Financial Reporting Standards’ from full retrospective application
of IFRS accounting were adopted:

(@) Investments in associates

The provisions of IFRS 3 ‘Business Combinations’ were applied from 1 January 2004. The net carrying value of goodwill at 31 December
2003 under the previous accounting policies was deemed to be the cost at 1 January 2004.
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2. summary of significant accounting policies continued

Adoption of IFRS continued

(b) Recognition of other financial assets

In recognising certain assets the Society has applied IFRS 1 which allows the recognition of assets previously not recognised where
the information needed to apply IAS 39 ‘Financial Instruments: Recognition and Measurement’ was available at the time of initially
accounting for the derecognition. The Society has applied the provisions of IFRS 1 which allows the designation of financial assets
at fair value through profit or loss at the transition date.

(c) Cumulative translation differences

Cumulative translation differences arising on consolidation of foreign operations — IAS 21 ‘The Effects of Changes in Foreign Exchange
Rates’ requires such differences to be held in a separate reserve, rather than included in the profit and loss reserve under UK GAAP.
This reserve was deemed to be nil on 1 January 2004.

(d) Estimates

Where estimates had previously been made under UK GAAP, consistent estimates (after adjustments to reflect any difference in
accounting policies) were made for the same date on transition to IFRS (ie judgements affecting the Society’s opening balance sheet
were not revisited for the benefit of hindsight).

(e) Pension scheme

The Society has recognised all cumulative actuarial gains and losses as at 1 January 2004 directly in equity. Accordingly, the Society
discloses prospectively from 1 January 2004 the information required by IAS 19 ‘Employee Benefits’ on scheme obligations, scheme
assets and experience adjustments on scheme assets and liabilities, as these amounts are determined.

(f) Claims development disclosure

The provisions of IFRS 4 ‘Insurance Contracts’ has been applied for Lioncover. Claims development that occurred in the previous five
years is disclosed for Lioncover. Centrewrite has been prepared from the period when the earliest material claim arose for which there
is still uncertainty about the amount and timing of claims payments.

Principal accounting policies
A Property, plant and equipment

Property, plant and equipment are held at cost less accumulated depreciation and any impairment in value.

Depreciation is charged on a straight-line basis on the following principal categories:

Freehold buildings are depreciated over 60 years;

e Plant, vehicles and equipment are depreciated over 2 to 25 years according to the estimated life of the asset;

e Equipment on hire or lease is depreciated over the period of the lease; and

e Land is not depreciated.

B Assets classified as held for sale

On initial classification as held for sale, assets are recognised at the lower of carrying value and fair value less costs to sell. Such assets
are no longer depreciated. Impairment losses on initial classification as held for sale are included in the group income statement.

C Software development

Costs incurred in acquiring and developing computer software are capitalised as intangible assets where the software supports a

significant business system and the expenditure leads to the creation of an identifiable asset of value. Software development is held
at cost less accumulated depreciation and any impairment in value. Capitalised software is amortised over four years.

Society of Lloyd’s Annual Report 97



NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

2. Summary of significant accounting policies continued

D Lloyd’s Collection

Lloyd's Collection represents various paintings, antiques and artefacts which are included at fair value. Any revaluation surplus or deficit
is taken to equity and is reflected in the revaluation reserve.

E Investment in associates
An associate is an entity in which the Society has significant influence and which is not a subsidiary undertaking or joint venture.
The Society’s investment in associates is accounted for under the equity method of accounting.

Under the equity method, the investment in associates is carried in the balance sheet at cost plus post-acquisition changes in the
Society's share of net assets of the associate. Goodwill relating to an associate is included in the carrying amount of the investment
and is not amortised. After application of the equity method, the Society determines whether it is necessary to recognise any additional
impairment loss with respect to the Society’s net investment in the associate. The group income statement reflects the share of the
results of operations of the associate. Where there has been a change recognised directly in the equity of the associate, the group
recognises its share of any changes and discloses this, when applicable, in the group statement of recognised income and expense.

F Impairment of assets

The Society performs annual impairment testing to assess whether there is an indication that an asset may be impaired. If any such
indication exists the Society makes an estimate of the asset’s recoverable amount. An asset’s recoverable amount is the higher of
an asset’s fair value less costs to sell and its value in use. When the carrying amount exceeds its recoverable amount, the asset is
considered impaired and written down to its recoverable amount.

G Financial instruments

The Society classifies its financial instruments within the scope of 1AS 39 into the following categories: financial assets and liabilities at
fair value through profit or loss, loans and receivables and other financial liabilities. The classification depends on the purpose for which
the financial instruments were acquired. Management determines the classification of its financial instruments at initial recognition

as follows:

i) Financial assets and liabilities at fair value through profit or loss (including derivatives held for trading)
Financial assets and liabilities at fair value through profit or loss include financial instruments held for trading and those assets
designated at fair value through profit or loss. A financial instrument is classified in this category if it is acquired principally for the
purpose of selling or repurchasing in the short term or if it is a financial asset or liability so designated by management on initial
recognition. Derivatives are included as held for trading.

iiy Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They arise when the group provides money, goods or services directly to a debtor with no intention of trading the
receivable.

iii) Other financial liabilities
Other financial liabilities which include the subordinated loan notes are carried at amortised cost using the effective
interest method.

When financial assets are recognised initially, they are measured at fair value plus, in the case of loans and receivables and other
financial liabilities, transaction costs. Gains and losses arising from changes in the fair value of financial assets and liabilities at fair value
through profit or loss are included in the group income statement in the period in which they arise. When financial assets and liabilities
are interest-bearing, interest calculated using the effective interest method is recognised in the group income statement. Loans and
receivables and other financial liabilities are carried at amortised cost using the effective interest method.
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2. summary of significant accounting policies continued

G Financial instruments continued

The Society assesses at each balance sheet date whether there is objective evidence that a financial asset or a group of financial
assets is impaired. Purchases and sales of investments are recognised on the settlement date. Investments are derecognised when the
rights to receive cash flows from the investments have expired or have been transferred and the Society has transferred substantially
all risks and rewards of ownership.

iv) Non-hedging derivatives
Changes in the fair value of any derivative instrument that does not qualify for hedge accounting are recognised immediately
in the group income statement. The Society does not consider that it meets the strict hedging requirements under IFRS.

V) Fair value estimation
The fair value of financial instruments traded in organised active financial markets is based on quoted market prices at the close of
business on the balance sheet date. The quoted market price used for financial assets held by the Society is the current bid price;
the appropriate quoted market price for financial liabilities is the current offer price.

The fair value of financial instruments for which there is no quoted market price is determined by a variety of methods
incorporating assumptions that are based on market conditions existing at each balance sheet date.

The fair value of forward foreign exchange contracts is determined using spot amortised exchange rates at the balance sheet date.
The nominal value less estimated credit adjustments of trade receivables and payables are assumed to approximate to their
fair values.

H Insurance contracts (liabilities and reinsurance)

In accordance with IFRS 4 ‘Insurance Contracts’, the Society has applied existing accounting practices for insurance contracts, modified
as appropriate to comply with the IFRS framework and applicable standards. This includes the application of the Statement of
Recommended Practice (SORP) on accounting for insurance business issued by the Association of British Insurers in December 2005.

Insurance contracts are defined as those containing significant insurance risk if, and only if, an insured event could cause an insurer to
pay significant additional benefits in any scenario, excluding scenarios that lack commercial substance, at the inception of the contract.
Such contracts remain insurance contracts until all rights and obligations are extinguished or expire. Contracts can be reclassified as
insurance contracts after inception if insurance risk becomes significant. Any contracts not considered to be insurance contracts under
IFRS are classified as investment or service contracts.

Reinsurance assets primarily include amounts due from Equitas Reinsurance Limited arising from the reinsurance arrangements
entered into by Lioncover as described in note 14. An impairment review is performed on all reinsurance assets when an indication of
impairment occurs. Reinsurance assets are impaired only if there is objective evidence that the Society may not receive all amounts
due to it under the terms of the contract and that this can be measured reliably.

| Inventories

Inventories are stated at the lower of cost and net realisable value on a first in, first out (FIFO) basis. Net realisable value is the
estimated selling price in the ordinary course of business less estimated costs necessary to make the sale.
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

2. Summary of significant accounting policies continued

J  Employee benefits

The Society accounts for pensions and similar benefits (principally income protection due to ill health) under IAS 19 ‘Employee
Benefits’. The Corporation of Lloyd's operates a defined benefit pension scheme in which obligations are measured at discounted
present value using the projected unit credit method, while plan assets are recorded at fair value. The operating and financing income
and costs of the scheme are recognised in the group income statement. Service costs and financing income and costs are recognised
in the periods in which they arise. Actuarial gains and losses are recognised in full in the group statement of recognised income and
expense in the period in which they occur. Discretionary awards in respect of past service costs are recognised in the group income
statement when awarded.

Payments to separately administered defined contribution schemes are charged to the group income statement as they fall due.
Entitlements to payments to Funded Unapproved Retirement Benefits Schemes (FURBS) are recognised when the obligations to make
the payments are incurred.

K Loans recoverable
Recoverable Central Fund loans made to hardship Names are recognised at fair value. Any gains and losses arising from changes
in the fair value are included in the group income statement in the period in which they arise.

L Taxation

Corporation tax on the surplus or deficit for the periods presented comprises current and deferred tax. Corporation and income tax
is recognised in the group income statement except to the extent that it relates to items recognised directly in equity, in which case
it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially enacted at the
balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax liabilities are recognised for all taxable temporary differences and deferred tax assets are recognised for all deductible
temporary differences and unutilised tax losses, to the extent that it is probable that taxable profits will be available against which the
deductible temporary differences or tax losses can be utilised.

Deferred tax is measured on an undiscounted basis at the rates that are expected to apply in the periods in which timing differences
reverse, based on tax rates and laws enacted or substantially enacted at the balance sheet date.

M Subordinated loan notes
Subordinated loan notes are initially recognised at cost, being the fair value of the consideration received net of issue costs associated
with the borrowing.

After initial recognition, the loan notes are subsequently recorded at amortised cost using the effective interest rate over the period
to the earliest option date. Amortised cost is calculated by taking into account issue costs and issue discount.

N Cash and cash equivalents

For the purposes of the group cash flow statement, cash comprises cash at banks and demand deposits, and cash equivalents
comprise highly liquid investments that are convertible into cash with an insignificant risk of changes in value with original maturities
of less than three months.

O Income recognition

Income, which is stated net of value added tax and local premium taxes in connection with overseas underwriting activities, comprises
the fair value of amounts recoverable. Where the impact of discounting to present value is significant, income is recognised at present
value. Income is recognised as follows:
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2. summary of significant accounting policies continued

O Income recognition continued

i) Members’ subscriptions, market charges and other services
Members' subscriptions, market charges and other services are recognised in the period to which the service is provided.
They are recognised on a basis that reflects the timing, nature and value of the benefits provided.

i) Central Fund contributions
Central Fund contributions from members underwriting in the year are recognised when no significant uncertainty
as to its collectibility exists.

iii) Interest income
Interest receivable is recognised in the group income statement on a time apportioned basis using the effective interest method.
Any unwinding of discount is recognised as interest income.

iv) Dividend income
Dividend income from equity investments is included in the group income statement on the ex-dividend date.

v) Other income
Other income consists of market settlement recoveries which represent continuing debt recoveries from the 1996 ‘Reconstruction
and Renewal’ settlement and recoveries in respect of undertakings given by the Lloyd’s Central Fund. Other income is recognised
when recoverability is agreed.

P Insurance premiums

Premiums written represent premiums on business incepting during the year together with adjustments for premiums written
in previous accounting periods. Premiums written are stated before deduction of commissions but net of taxes, duties levied on
premiums and other deductions.

Q Insurance claims

Claims incurred in insurance-related activities consist of claims and claims handling expenses paid during the year together with

the movement in outstanding claims. Outstanding claims are the estimated final cost of all claims incurred but not settled at the
balance sheet date, including claims incurred but not reported (IBNR). Outstanding claims are not discounted. Subsequent information
and events may result in the ultimate liability being less than, or greater than, the amount provided. Any differences between the
provision and subsequent settlements are reflected within the group financial statements of later years.

R Central Fund claims and provisions

Central Fund claims and provisions (undertakings) are accounted for when they are approved by the Council and become contractual
commitments. These undertakings are granted wholly at the discretion of the Council on an annual basis and therefore are not deemed
to be constructive obligations. For those corporate members in provisional liquidation, the Council provides a supporting commitment,
which will ensure that in no circumstance will an insurance creditor receive less than the amount it would have received in a winding
up, commencing on the date of the provisional liquidation. As the supporting undertakings are legally enforceable commitments, an
estimate of their value is included within provisions in the group financial statements and changes during the period are reflected in
the group income statement.

Recoveries in respect of the undertakings previously given are credited to the group income statement when contractually committed
to be received.
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

2. Summary of significant accounting policies continued

S Foreign currency and derivative instruments

i) Functional and presentation currency
The group financial statements are presented in pound sterling, which is the Society’s functional and presentation currency.
Items included in the financial statements of each of the Society’s entities are measured using the currency of the primary
economic environment in which the entity operates (the functional currency).

ii) Transactions and balances
Transactions in foreign currencies are recorded at the exchange rate prevailing on the date of the transaction. At each balance
sheet date, monetary assets and liabilities denominated in foreign currencies are retranslated at the exchange rate prevailing
at the balance sheet date. Translation differences on monetary items are taken to the group income statement.

Translation differences on non-monetary items measured at fair value are reported as part of the fair value gain or loss and are
included in either the group statement of recognised income and expense or, the group income statement as appropriate.

The results and financial position of overseas Society operations are translated into pound sterling as follows:
e Assets and liabilities are translated at the closing rate at the date of that balance sheet;

e Income and expenses are translated at the average exchange rate for the year; and

e All resulting exchange differences are recognised as a separate component of equity.

The Society enters into forward currency contracts to manage exposures to fluctuation in foreign exchange rates, and to provide a

service to the Lloyd’s market. Where contracts are entered into to cover foreign exchange exposure or provide a service to the Lloyd's
market, the fair value is determined using spot amortised exchange rates at the balance sheet date. Where gains and losses are not

expected to be refunded to or recovered from the Lloyd's market, these amounts are taken to the group income statement. There
no embedded derivatives separated from the host contract or that are designated as hedging instruments.

The principal year end exchange rates were:

are

2005 2004
US$ 1.72 1.92
Can$ 2.01 2.30
Euro 1.46 1.41

T Leases
Payments made under operating leases are charged to the group income statement on a straight-line basis over the period
of the lease.

U Syndicate loans

Syndicate loans are treated as equity as they have no fixed repayment date and the payment of interest is made only at the discretion

of the Council. Interest on these loans is accounted for when the Council formally approves interest payments to be made.
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2. summary of significant accounting policies continued

V New standards and interpretations not applied

During the year, the International Accounting Standards Board and International Financial Reporting Interpretations Committee have
issued the following standards and interpretations relevant to the Society with an effective date after the date of these financial
statements:

Effective date

International Accounting Standards (IAS)

IFRS 4 Insurance Contracts (Amendment to IAS 39 and IFRS 4 — Financial Guarantee Contracts) 1 January 2006
IFRS 7  Financial Instruments: Disclosures 1 January 2006
IAS1  Amendment — Presentation of Financial Statements: Capital Disclosures 1 January 2007
IAS 21 Amendment — Net Investment in a Foreign Operation 1 January 2006
IAS 39 Cash Flow Hedge Accounting 1 January 2006
IAS 39 Amendment to IAS 39 and IFRS 4 - Financial Guarantee Contracts 1 January 2006

International Financial Reporting Interpretations Committee (IFRIC)

IFRIC 4 Determining Whether an Arrangement Contains a Lease 1 January 2006
IFRIC 7 Applying the Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary Economies 1 March 2006
IFRIC 8 Scope of IFRS 2 1 May 2006

The Council does not anticipate that the adoption of these standards and interpretations will have a material impact on the Society’s
financial statements in the period of initial application.

3. Segmental analysis
Segment information is presented in respect of the Society’s business segments. The primary business segments are based on the
Society’'s management and internal reporting structure.

Intra-segment pricing is determined on an arm'’s length basis.

Segment results, assets and liabilities include items directly attributable to a segment as well as those that can be allocated
on a reasonable basis.

Segment capital expenditure is the total cost incurred during the year to acquire segment assets that are expected to be used
for more than one period.

Segment information in respect of geographical location is not presented. The Society’s main source of income is from the
Lloyd's market based primarily in the UK. Assets are primarily held by the Society’s UK based operations.
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

3. Segmental analysis continued

2005 2005 2005 2005
Corporation Lloyd's Insurance Society
of Lloyd's Central Fund activities total
a) Information by business segment Note £000 £000 £000 £000
Segment income
Segment income (unconsolidated) 170,737 83,306 2,769 256,812
Less intra-segment income (2,976) - - (2,976)
Total income from external sources 3b 167,761 83,306 2,769 253,836
Segment operating expenses (consolidated)
Central Fund claims and provisions 4 - (223,889) - (223,889)
Gross claims incurred - - (30,039) (30,039)
Claims recoverable from reinsurers - - 29,844 29,844
Other group operating expenses:
Employment (including pension costs) 6 (66,060) - - (66,060)
Premises (30,452) - - (30,452)
Legal and professional 5 (10,253) (3,887) (85) (14,225)
QOverseas operations 7 (23,114) - - (23,114)
Other (36,127) (2,020) (99) (38,246)
Total other group operating expenses (166,006) (5,907) (184) (172,097)
Total segment operating expenses (166,006) (229,796) (379) (396,181)
Net finance income 5,489 86,816 3,075 95,380
Segment surplus/(deficit) 7.244 (59,674) 5,465 (46,965)
Share of profits of associates 13a 2,006 - - 2,006
Tax credit 17,343
Deficit for the year (27,616)
Segment assets and liabilities
Segment assets 303,131 1,346,631 575,848 2,225,610
Investment in associates 13a 4,162 - - 4,162
Tax assets 21,236
Total assets 2,251,008
Segment liabilities (258,046) (684,262) (544,132)  (1,486,440)
Other segment information
Capital expenditure 10/11 3,511 - - 3,511
Depreciation " 1,874 - - 1,874
Amortisation of intangible assets 10 126 - - 126
Impairment of long-term assets " 231 - - 231
Average number of employees 603 - - 603
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3. Segmental analysis continued

2004 2004 2004 2004
Corporation Lloyd's Insurance Society
of Lloyd's Central Fund activities total
a) Information by business segment continued Note £000 £000 £000 £000
Segment income
Segment income (unconsolidated) 180,845 211,024 3,428 395,297
Less intra-segment income (3,067) - - (3,067)
Total income from external sources 3b 177,778 211,024 3,428 392,230
Segment operating expenses (consolidated)
Central Fund claims and provisions 4 - (125,540) - (125,540)
Gross claims incurred - - (47,735) (47,735)
Claims recoverable from reinsurers - - 52,053 52,053
Other group operating expenses:
Employment (including pension costs) 6 (62,567) - - (62,567)
Premises (30,276) - - (30,276)
Legal and professional 5 (11,636) (5,580) (98) (17,314)
Overseas operations 7 (20,592) - - (20,592)
Other (38,077) (4,444) (146) (42,667)
Total other group operating expenses (163,148) (10,024) (244) (173,416)
Total segment operating expenses (163,148) (135,564) 4,074 (294,638)
Net finance income 3,844 33,171 1,683 38,698
Segment surplus 18,474 108,631 9,185 136,290
Profit on sale of Lloyd's 1958 building 23,638 - - 23,638
Share of profits of associates 13a 1,872 - - 1,872
Tax charge (38,959)
Surplus for the year 122,841
Segment assets and liabilities
Segment assets 286,033 1,162,707 594,706 2,043,446
Investment in associates 13a 3,283 - - 3,283
Tax assets 85,269
Total assets 2,131,998
Segment liabilities (259,626) (623,990) (558,381) (1,441,997)
Other segment information
Capital expenditure 10/11 2,120 - - 2,120
Depreciation 1M 1,973 - | 1,984
Amortisation of intangible assets 10 99 - - 99
Impairment of long-term assets 11 443 - - 443
Average number of employees 592 - - 592
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

3. Segmental analysis continued
The Society’s primary business segments are as follows:

i) Corporation of Lloyd's and non-insurance-related subsidiary undertakings: the main corporate purposes are to facilitate the
carrying on of insurance business by members of Lloyd’s and the advancement and protection of their interests in this context.
The activities of authorised insurance company subsidiary undertakings are excluded from this business segment.

i) Lloyd's Central Fund: these funds comprising the New Central Fund and the ‘Old" Central Fund are assets of the Society and
are held and administered at the discretion of the Council, primarily as funds available for the protection of policyholders.

iii) Insurance activities: the Society has two insurance company subsidiary undertakings, Centrewrite Limited and Lioncover Insurance
Company Limited. Centrewrite provides Exeat insurance to resigned members participating only on run-off syndicates allowing an
early exit from Lloyd's and Estate Protection Plan insurance to members. The insurance contract liabilities of Lioncover were wholly
reinsured into Equitas in 1997 and the company does not accept new business.

Corporation of Lloyd's Lloyd’s Central Fund Insurance activities Society total
2005 2004 2005 2004 2005 2004 2005 2004

b) Income £000 £000 £000 £000 £000 £000 £000 £000
Market charges
Managing agents

and syndicates 54,007 52,152 - - - - 54,007 52,152
Members and

members’ agents 13,288 14,463 - - - - 13,288 14,463
Franchise Performance and

Risk Management charge 11,581 12,293 - - - - 11,581 12,293
Total market charges 78,876 78,908 - - - - 78,876 78,908
Members’ subscriptions 68,804 74,935 - - - - 68,804 74,935
Other charges 13,539 15,071 1,134 252 - - 14,673 15,323
Total operating income 161,219 168,914 1,134 252 - - 162,353 169,166
Central Fund contributions
Individual members - - 7,175 23,363 - - 7,175 23,363
Corporate members = - 62,902 167,294 = - 62,902 167,294
Total Central Fund

contributions - - 70,077 190,657 - - 70,077 190,657
General insurance net

premium income - - - - 2,769 3,428 2,769 3,428
Other group income 6,542 8,864 12,095 20,115 - - 18,637 28,979

Total income 167,761 177,778 83,306 211,024 2,769 3,428 253,836 392,230

The basis for members contributing to the Lloyd’s Central Fund changed in 2005. Members have continued to contribute based on a
percentage of their allocated overall premium limit. However, from 2005 this is partly achieved by contributions of 0.50% (2004: 1.25%)
and partly by way of interest-bearing loans from syndicate premiums trust funds, referred to as syndicate loans, of 0.75% (2004: not
applicable). The syndicate loans have been treated as part of the Society’s equity rather than as contributions from members in the
group income statement (see note 25).

106 Society of Lloyd’s Annual Report



2005 2004

4. Central Fund claims and provisions £000 £000
Provision for amounts paid and payable under undertakings given to insolvent members 217,438 122,863
Provisions made in respect of Limited Financial Assistance Agreements (note 22) 2,001 -
Claims payable in respect of individual members 2,329 2,677
Tax and interest payable in respect of insolvent members 2,121 -
223,889 125,540
Consisting of:
Annual undertakings granted 217,568 149,486
Decrease in the value of supporting commitments (note 22) (130) (7,997)
Provisions made in respect of Limited Financial Assistance Agreements (note 22) 2,001 -
Claims payable in respect of individual members 2,329 2,677
Tax and interest payable in respect of insolvent members 2,121 -
Other - 17
Settlement with Central Fund insurers - (18,643)
223,889 125,540

The Council has given undertakings with financial limits to certain corporate members to use the New Central Fund to discharge the
liability of those members where they have unpaid cash calls and do not have the resources to meet those cash calls. The purpose

of these undertakings is primarily to allow valid claims made on policies underwritten by those insolvent members to continue to be
paid in full. Undertakings are accounted for when they are approved by the Council and become contractual commitments. These
undertakings are granted wholly at the discretion of the Council on an annual basis and therefore are not deemed constructive
obligations (see note 22). Unutilised undertakings as at 31 December 2005 were £163.9m. By 31 March 2006, this balance had been
reduced to £4.8m by the payment of claims of £47.4m and the expiry of undertakings totalling £111.7m, which had been given in 2005.
Those undertakings which expired have been replaced and further annual undertakings have been given on 5 April 2006 that total
£174.9m, a net increase of £63.2m. No provision has been included in these financial statements in respect of these further undertakings.

For those corporate members in provisional liquidation, the Council has also provided a supporting commitment, which will ensure that
in no circumstance will an insurance creditor receive less than the amount it would have received in a winding up commencing on the
date of the provisional liquidation. As the supporting undertakings are legally enforceable commitments, an estimate of their value has
been included within provisions in the group financial statements and changes during the year are reflected in the group income
statement, as shown in the table above.

2005 2005 2005 2005 2004
Corporation Lloyd's Insurance Total Total
of Lloyd's Central Fund activities

5. Other group operating expenses £000 £000 £000 £000 £000
Other group operating expenses include:

Employment costs (note 6) 66,060 - - 66,060 62,567

Overseas operating expenses (note 7) 23,114 - - 23,114 20,592

Operating lease rentals — Lloyd's 1986 building 16,767 - - 16,767 16,767

Operating lease rentals — other 870 - - 870 749
Professional fees, including legal fees

and related costs 8,933 3,814 7 12,754 16,175

Audit services 296 64 56 416 304
Further assurance services payable to

Ernst & Young LLP 705 — — 705 410

Tax services payable to Ernst & Young LLP 26 - - 26 91

Other services payable to Ernst & Young LLP 293 9 22 324 334

Total legal and professional fees 10,253 3,887 85 14,225 17,314

Charitable donations 281 - - 281 217

The costs of Kinnect Limited in the year to 31 December 2005 total £15.5m (2004: £15.1m) and include employment costs of £6.9m
(2004: £7.0m), systems and communications costs of £6.4m (2004: £6.0m) and legal and professional fees of £0.4m (2004: £0.4m).

Excluded from the table above are additional fees of £30,000 paid to Ernst & Young LLP that were capitalised in relation to the
Society's issue of subordinated loan notes (2004: £120,000).
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as at 31 December 2005

2005 2004
6. Employment £000 £000
Salaries and wages (including performance-related bonus) 36,834 33,632
Long-term Incentive Plan (excluding social security costs — note 22) 2,104 2,982
Defined benefit pension costs 10,589 10,464
Other pension costs 913 911
Social security costs 4,390 4,312
Severance costs 1,875 2,049
Contract and agency staff 4,417 4,087
Other employment costs 4,938 4,130

66,060 62,567

The emoluments of the Chairman, CEO, members of the Council and Franchise Board are included in the report of the Nominations,

Appointments and Compensation Committee on pages 85 to 87.

i 2005 2004
7. Overseas operating expenses £000 £000
Operating expenses include:
Employment 6,141 5,848
Legal and professional 6,480 4,672
Systems and communications 3,283 3,121
Premises 1,611 1,392
Other expenses 5,599 5,559
23,114 20,592
2005 2005 2005 2005 2004
Corporation Central Insurance Total Total
. of Lloyd’s Fund activities
8. Finance £000 £000 £000 £000 £000
Finance costs
Interest payable and similar charges (7,200) (32,187) - (39,387) (4,482)
Amortisation of issue costs and discount - (564) - (564) (65)
Unrealised exchange gain/(loss) on borrowings - 6,298 - 6,298 (2,630)
Total finance costs (7,200) (26,453) - (33,653) (7,177)
Finance income
Returns on investments 12,899 70,365 2,744 86,008 22,149
Unrealised fair value movement of investments (210) 40,590 (93) 40,287 18,969
Increase in valuation of loans recoverable - 2,314 - 2,314 4,296
Other income - - 424 424 461
Total finance income 12,689 113,269 3,075 129,033 45,875

Returns on investments include dividends and interest receivable, realised fair value gains and losses and realised and unrealised

exchange differences arising on the revaluation of foreign currency investment holdings.

Other income includes realised and unrealised exchange differences arising on the revaluation of foreign currency operating cash flows.

108 Society of Lloyd’s Annual Report



9. Taxation

2005 2004
a) Analysis of charge in the year £000 £000
Current tax:
Corporation tax based on profits for the year at 30% (2004: 30%) - 62,009
Adjustments in respect of previous years 7,351 2,447
Foreign tax suffered (6) (13)
Total current tax 7,345 64,443
Deferred tax:
Origination and reversal of timing differences 9,998 (103,402)
Tax credit/(charge) 17,343 (38,959)

The prior year tax credit of £7.4m arises following the agreement of issues outstanding on prior year tax returns and the finalisation of

the 2004 tax position.

2005 2005 2004 2004

b) Reconciliation of effective tax rate £000 £000 £000 £000
(Deficit)/surplus before tax (44,959) 161,800
Corporation tax at 30% 30.0% 13,488 30.0% (48,540)
Expenses not deductible for tax purposes (11.0%) (4,947) 1.8% (2,787)
Non-taxable income 4.1% 1,860 (6.0%) 9,645
Utilisation of tax credits - 2 - 15
Unutilised tax losses (2.5%) (1,128) - -
Overseas tax - (6) - (13)
Adjustments in respect of previous years 16.4% 7,351 (1.5%) 2,447
Other 1.6% 723 (0.2%) 274
Tax credit/(charge) (note 9a) 38.6% 17,343 24.1% (38,959)
2005 2005 2005 2005

Balance at Income Equity Balance at

1 January statement 31 December

c) Deferred tax £000 £000 £000 £000
Property, plant and equipment 1,165 1,595 - 2,760
Loans recoverable (18,981) 18,981 - =
Financial investments (3,281) (6,558) - (9,839)
Pension liability 16,110 (1,153) 706 15,663
Other employee benefits 890 62 - 952
Provisions 3,394 (3,394) - -
Unutilised tax losses - 173 - 173
Other items 1,318 292 - 1,610
615 9,998 706 11,319
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

9. Taxation continued

2004

2004

2004

2004

Balance at Income Equity Balance at

1 January statement 31 December
c) Deferred tax continued £000 £000 £000 £000
Property, plant and equipment 599 566 - 1,165
Loans recoverable (19,061) 80 - (18,981)
Insurance receivable 97,961 (97,961) - -
Financial investments 554 (3,835) - (3,281)
Pension liability 16,500 (720) 330 16,110
Other employee benefits 1,340 (450) - 890
Provisions 5,794 (2,400) - 3,394
Other items - 1,318 - 1,318

103,687 (103,402) 330 615

Deferred tax has not been recognised in respect of tax losses where it has not been considered probable that suitable taxable profits
will be available to utilise these losses. These unrecognised tax losses amount to £7.2m (2004: £4.9m).

Total

10. Intangible assets - software development £000
Cost:

At 1 January 2004 4,336
Additions 205
At 31 December 2004 4,541
Additions 27
At 31 December 2005 4,568
Amortisation:

At 1 January 2004 4,167
Charge for the year 99
At 31 December 2004 4,266
Charge for the year 126
At 31 December 2005 4,392
Net book value at 31 December 2005 176
Net book value at 31 December 2004 275

The amortisation charge is included in other group operating expenses in the group income statement.
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Freehold land Plant and

and buildings other assets Total
11. Property, plant and equipment £000 £000 £000
Cost:
At 1 January 2004 10,413 40,591 51,004
Additions = 1,915 1,915
Transfers to assets classified as held for sale (10,000) (4,619) (14,619)
Disposals - (1,014) (1,014)
At 31 December 2004 413 36,873 37,286
Additions - 3,484 3,484
Disposals - (2,244) (2,244)
At 31 December 2005 413 38,113 38,526
Depreciation and impairment:
At 1 January 2004 3,426 32,713 36,139
Depreciation charge for the year 125 1,859 1,984
Transfers to assets classified as held for sale (3,202) (3,202) (6,404)
Impairment losses - 443 443
Disposals - (1,000) (1,000)
At 31 December 2004 349 30,813 31,162
Depreciation charge for the year 32 1,842 1,874
Impairment losses - 231 231
Disposals - (2,167) (2,167)
At 31 December 2005 381 30,719 31,100
Net book value at 31 December 2005 32 7.394 7.426
Net book value at 31 December 2004 64 6,060 6,124

Impairment losses

During 2004 and 2005, an impairment review was undertaken in which assets within plant and other assets had their recoverable
amounts reassessed. As part of this assessment of the carrying value of assets, £231,000 was written off (2004: £443,000) which is
included within other group operating expenses. The majority of the written down assets related to redundant or obsolete
computer equipment.

Assets classified as held for sale
Following the decision to sell the Lloyd's Chatham building on 14 October 2004, the building was classified as held for sale in the

group balance sheet as at 31 December 2004.

On 15 April 2005, the Corporation of Lloyd's completed an agreement with Thorstone Land & Property Limited, for the sale of its
freehold interest.
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

12. Principal investments in subsidiary undertakings and associates

Entity Nature of business Proportion of equity capital held
Subsidiary undertakings
Additional Securities Limited Provision of deposits overseas on behalf of Lloyd's

underwriters to comply with local insurance regulations 100%
Centrewrite Limited Authorised UK insurance company 100%
Lioncover Insurance Company Limited Authorised UK insurance company 100%
Kinnect Limited An electronic platform that sought to enable trading partners

in commercial line insurance to store and exchange commercial
terms, insuring clauses and risk data, to support placing and
subsequent processing. Kinnect Limited closed its operations

on 24 January 2006 (see note 26) 100%
Associates
Ins-sure Holdings Limited Provision of premiums and claims accounting and settlement,

policy production and ancillary insurance services principally

to the London insurance market 25%
Xchanging Claims Services Limited Provision of claims and recoveries services 50%

The issued share capital of Ins-sure Holdings Limited is £4,000. There are three separate classes of shares. The Society holds 1,000,000
B shares of 0.1p each that have the right to participate in 25% of any profits available for distribution.

The issued share capital of Xchanging Claims Services Limited is £4,001. There are three separate classes of shares. The Society holds
1,000 A shares of £1 each and 2,501 C shares of £1 each. The A and C shares have the following rights with respect to dividends:

a) The C shares carry a right to a fixed cumulative preference dividend of 5% calculated on the nominal capital and a variable
participating dividend calculated by reference to trading profits.

b) The A shares participate in 50% of any profits available for distribution after taking account of the dividend rights outlined above.

13. Investments

2005 2005 2005 2004
Goodwill Share of other Total Total
net assets

a) Investments in associates £000 £000 £000 £000
At 1 January 861 2,422 3,283 5,422
Share of operating profits - 3,059 3,059 2,748
Share of interest income - 122 122 103
Share of tax on profit on ordinary activities - (1,175) (1,175) (979)
Total share of profits of associates - 2,006 2,006 1,872
Share of actuarial gain/(Ioss) on pension liability - 375 375 (396)
Share of tax on items taken directly to equity - (112) (112) 119
Dividends received - (1,390) (1,390) (3,734)
At 31 December 861 3,301 4,162 3,283

The share of actuarial gain/(loss) on pension liability in the table above includes a past service cost gain in 2005 of £1.0m.
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13. Investments continued
a) Investments in associates continued
Summary financial information for associates — 100%:

Assets Liabilities Revenues Profit
after tax
£000 £000 £000 £000

2005
Ins-sure Holdings Limited 28,814 (16,605) 53,180 4,529
Xchanging Claims Services Limited 11,031 (7,447) 24,442 2,302
39,845 (24,052) 77,622 6,831

2004
Ins-sure Holdings Limited 29,649 (18,703) 54,448 3,418
Xchanging Claims Services Limited 7,349 (4,881) 17,734 1,079
36,998 (23,584) 72,182 4,497

b) Lloyd’s Collection

The Lloyd's Collection represents various paintings, antiques and artefacts. The collection was valued by Gurr Johns Limited, valuers
and fine art consultants in September 2004, on the basis of open market auction value assuming all items are not sold at the same
time taking into account the nature, age, condition and quality of each chattel. This resulted in a revaluation gain of £2.8m. In 2005,

it has been assessed there was no change in valuation.

14. Insurance activities

For insurance contracts, claims provisions (comprising provisions for claims reported by policyholders and claims incurred but not
reported) are established to cover the ultimate cost of settling the liabilities in respect of claims that have occurred and are estimated
based on known facts at the balance sheet date. Outstanding claims provisions are not discounted for the time value of money.

2005 2005 2005 2004
Lioncover Centrewrite Total Total
Insurance Limited
Company
Limited
Insurance claims £000 £000 £000 £000
Gross claims incurred:
Claims paid (108,629) 1,092 (107,537) (143,710)
Change in provision for claims 78,273 (775) 77,498 95,975
(30,356) 317 (30,039) (47,735)
Claims recoverable from reinsurers:
Claims recovered from reinsurers 108,629 - 108,629 138,588
Change in reinsurance contract assets (78,273) (512) (78,785) (86,535)
30,356 (512) 29,844 52,053
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as at 31 December 2005

14. Insurance activities continued

Lioncover Insurance Company Limited

Lioncover Insurance Company Limited (Lioncover) is a wholly owned subsidiary undertaking of the Society. Since its formation,
Lioncover has reinsured the liabilities of Names on syndicates formerly managed by PCW Underwriting Agencies Limited, WMD
uUnderwriting Agencies Limited and Richard Beckett Underwriting Agencies Limited and on syndicates 2 and 49 (collectively referred
to as ‘the PCW syndicates’). On 18 December 1997, Lioncover entered into an unlimited reinsurance of those liabilities with Equitas
Reinsurance Limited (ERL).

Notwithstanding the reinsurance of liabilities by ERL, Lioncover remains liable to its policyholders in respect of the business originally
underwritten. Accordingly, the Society’s financial statements reflect a provision for claims outstanding, including losses incurred but
not reported (IBNR), in respect of that business and an equal amount as recoverable from ERL.

Lioncover's long-term insurance liabilities include pollution and asbestos. Lioncover does not underwrite any new policies.

Insurance contract liabilities may be analysed as follows:

2005 2005 2005 2004 2004 2004
Insurance Reinsurer's Net Insurance Reinsurer’s Net

contracts share of contracts share of

liabilities liabilities liabilities liabilities
£000 £000 £000 £000 £000 £000
Provision for claims reported 394,960 (394,960) - 300,826 (300,826) -
Provision for IBNR claims 131,888 (131,888) - 241,009 (241,009) -
Insurance contract liabilities 526,848 (526,848) - 541,835 (541,835) -

The movement in provision for insurance contract liabilities can be analysed as follows:

2005 2005 2005 2004 2004 2004
Insurance Reinsurer's Net Insurance Reinsurer's Net

contracts share of contracts share of

liabilities liabilities liabilities liabilities
£000 £000 £000 £000 £000 £000
At 1 January 541,835 (541,835) = 672,518 (672,518) -
Claims incurred 30,356 (30,356) - 52,756 (52,756) -
Claims paid (108,629) 108,629 - (138,588) 138,588 -
Effect of exchange rates 63,286 (63,286) - (44,851) 44,851 -
At 31 December 526,848 (526,848) - 541,835 (541,835) -

The provision for claims outstanding is based upon actuarial and other studies of the ultimate cost of liabilities performed by ERL
including exposure based and statistical estimation techniques.

Significant delays occur in the notification and settlement of certain claims, and a substantial measure of experience and judgement
is involved in making the assumptions for assessing outstanding liabilities, the ultimate cost of which cannot be known with certainty
at the balance sheet date. The gross provision for claims outstanding and related reinsurance recoveries is estimated on the basis of
information currently available.

The provision for claims outstanding includes significant amounts in respect of notified and potential IBNR claims for long-tail liabilities.

The settlement of these claims is not expected to occur for many years, and there is considerable uncertainty as to the amounts at
which they will be settled.
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14. Insurance activities continued

Lioncover Insurance Company Limited continued

Where a claim is disputed, the validity of the claim is ultimately an issue that can only be determined by the courts. The provision for
a disputed claim is based on Lioncover's view as to the expected outcomes of such court decisions.

Uncertainty is further increased because of the potential for unforeseen changes in the legal, judicial, technological or social
environment, which may increase or decrease the cost, frequency or reporting of claims, and because of the potential for new sources
or types of claim to emerge.

Asbestos claims
In estimating asbestos liabilities, Lioncover follows a highly developed actuarial framework. The majority of asbestos reserves are
estimated by modelling the expected claims from policyholders of the reinsured syndicates.

The number of future claims is projected for direct policyholders based on past claims experience combined with the results of
epidemiological and, other relevant studies that predict the incidence of asbestos-related diseases into the future. This is then
combined with estimates of the average cost of settling different types of claims for each policyholder to give a total value of claims to
the relevant underlying policyholders. The results of these projections are then applied to the insurance coverage available for those
policyholders, resulting in an estimation of Lioncover’s liabilities arising from claims against those policyholders. The results are then
adjusted to take into account liabilities in respect of policyholders that are not modelled explicitly, including an amount for those
liabilities of which Lioncover may be currently unaware.

The techniques described above include a number of important assumptions, including:

o the projected level of future valid claims filings for each policyholder by disease type;

future levels of claims settlements values;

e the impact of bankruptcy of policyholders on the amount and timing of claims payments;

the legal interpretation of insurance policies and the outcome of litigation, based upon legal advice received; and

the period between the filing and payment of claims.

The assumptions on the proportion of claims filings that will ultimately lead to claims payments reflect an assessment that the claims
management strategies adopted by Lioncover will reduce claims payments below the level that they would otherwise have been.

Pollution and health hazard claims

Pollution liabilities are estimated for policyholders of the reinsured syndicates by evaluating the expected costs to be incurred by the
policyholders in cleaning up polluted sites and then applying these costs to the insurance coverage available. The pollution liabilities
expected by means of inward reinsurance are evaluated in a similar manner, but with the additional step of applying the ceding
companies’ expected liabilities to the reinsurance cover available.

Allowance is then made for liabilities in respect of policyholders for which either sufficient information is unavailable to carry out the
above analysis or, which have not yet been identified.

Health hazard liabilities are estimated using similar principles to the above, in that the liabilities of the policyholder are estimated for
the majority of reserves and then applied to the insurance coverage.

These evaluation technigues involve a number of important assumptions, including:
* the validity and quantum of the claims potentially faced by the policyholder;
o the legal interpretation of insurance policies and the outcome of litigation, based upon legal advice received; and

o the degree to which potential or unforeseen health hazards may have an effect on the liabilities.
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14. Insurance activities continued

Lioncover Insurance Company Limited continued

Reinsurance recoveries

For the purposes of preparing these financial statements the directors of Lioncover have taken into consideration that, in the financial
statements of Equitas Holdings Limited, the parent company of ERL, specific reference has been made to the significant uncertainties
regarding the determination of the ultimate cost of claims to be borne by ERL and to the potential for deterioration to affect materially
the ability to pay claims in full.

At present, ERL and its subsidiary undertaking, Equitas Limited, which is responsible for the run-off of the reinsured business, continue
to pay claims in full and the directors of ERL have stated that they believe that the assets should be sufficient to meet all liabilities in
full. Accordingly, the directors of Lioncover have considered it appropriate to recognise the amounts recoverable from ERL in full.
Should ERL ever cease to meet in full its obligations in respect of the PCW syndicates, Lioncover would be responsible to its
policyholders for meeting any amounts remaining unpaid. Lioncover would, in turn, be entitled, under an agreement with Lloyd’s dated
26 May 1987, to call on Lloyd’s to make good the shortfall (see note 29).

Centrewrite Limited
The company’s principal activities are:

a) to underwrite the Lloyd's Members' Estate Protection Plan, and
b) to reinsure individual members of Lioyd's participations on syndicates for underwriting years of account which have not been closed.

Insurance contract liabilities may be analysed as follows:

2005 2005 2005 2004 2004 2004
Insurance Reinsurers’ Net Insurance Reinsurers’ Net

contracts share of contracts share of

liabilities liabilities liabilities liabilities
£000 £000 £000 £000 £000 £000
Provision for claims reported 16,283 (174) 16,109 15,554 (686) 14,868
Provision for IBNR claims 141 - 141 95 - 95
Insurance contract liabilities 16,424 (174) 16,250 15,649 (686) 14,963

The movement in provision for insurance contract liabilities can be analysed as follows:

2005 2005 2005 2004 2004 2004
Insurance Reinsurers’ Net Insurance Reinsurers’ Net

contracts share of contracts share of

liabilities liabilities liabilities liabilities
£000 £000 £000 £000 £000 £000
At 1 January 15,649 (686) 14,963 25,792 (1,389) 24,403
Claims incurred/(released) (317) 512 195 (5,021) 703 (4,318)
Claims recovered/(paid) 1,092 - 1,092 (5,122) - (5,122)
At 31 December 16,424 (174) 16,250 15,649 (686) 14,963
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14. Insurance activities continued
Centrewrite Limited continued

Claims incurred consist of claims and claims handling expenses paid during the year, together with the movement in outstanding
claims. Full provision is made, on the basis of available information, for the estimated ultimate cost of claims notified but not settled as
at the date of the balance sheet, after taking into account handling costs and settlement trends. A provision for claims incurred but not
notified is also established as at that date on a statistical basis. The provision also reflects claims settlement expenses and anticipated
reinsurance and other recoveries. The provision for outstanding claims is based on information available at the balance sheet date.
Subsequent information and events may result in the ultimate liability being less than, or greater than, the amount provided.

Any difference between the provision and subsequent settlements are dealt with in the technical accounts of later years.

Claims development triangles

The tables below show the development of claims over a period of time on a gross basis.

The tables show the cumulative incurred claims, including both notified and IBNR claims, for each successive year at balance sheet

date, together with cumulative claims at the current balance sheet date.

2001 2002 2003 2004 2005 Total
Lioncover Insurance Company Limited £000 £000 £000 £000 £000 £000
At end of underwriting year 1,241,260 - - - -
One year later 1,064,520 - - -
Two years later 840,945 - -
Three years later 848,850 -
Current year 942,492
Current estimate of cumulative claims 942,492 - - - -
Cumulative payments to date (415,644) - - - -
Insurance contract liabilities 526,848 - - - - 526,848

The impact of exchange rate movements has increased the claims provision by £63.3m (2004: reduction in claims provision of £44.9m).
This is represented in the movement in claims in the table above.

2001 and prior 2002 2003 2004 2005 Total
Centrewrite Limited £000 £000 £000 £000 £000 £000
At end of underwriting year 99,746 8,453 4,640 4,101 3,407
One year later 100,326 8,237 4,399 3,621
Two years later 94,623 6,467 4,118
Three years later 66,150 5,665
Four years later 58,920
Current estimate of cumulative claims 58,920 5,665 4,118 3,621 3,407
Cumulative payments to date (53,608) (2,978) (2,200) (325) (196)
Insurance contract liabilities 5,312 2,687 1,918 3,296 3,211 16,424

2005 2004

15. Loans recoverable £000 £000
At 1 January 63,269 63,537
Recoveries during the year (3,974) (4,564)
Change in valuation of loans recoverable 2,314 4,296
At 31 December 61,609 63,269
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2005 2004
16. Financial investments £000 £000
Statutory insurance deposits (note 16a) 121,484 112,622
Other investments (note 16¢) 1,031,662 1,040,834
1,153,146 1,153,456
2005 2005 2005 2004
Securities Deposits Total Total
a) Statutory insurance deposits £000 £000 £000 £000
Market value at 1 January 37,827 74,795 112,622 111,584
Additions at cost 21,611 254,435 276,046 381,803
Disposal proceeds (18,755) (252,966) (271,721) (377,944)
Surplus/(deficit) on the sale and revaluation of investments (1,370) 5,907 4,537 (2,821)
Market value at 31 December 39,313 82,171 121,484 112,622
2005 2005 2004 2004
Analysis of securities at year end - Cost Valuation Cost Valuation
statutory insurance deposits £000 £000 £000 £000
Listed on:
Overseas stock exchanges 33,918 33,118 32,551 32,799
33,918 33,118 32,551 32,799
Unlisted:
Fixed interest 5,990 6,195 4,964 5,028
39,908 39,313 37,515 37,827
Basis of valuation: listed fixed and floating rate securities are valued at their quoted bid market price at the balance sheet date.
2005 2004
Unlisted fixed interest securities £000 £000
Foreign treasury bills 5,622 4,520
Foreign government debentures 573 508
6,195 5,028
b) Loans funding statutory insurance deposits
These amounts comprise floating rate advances in foreign currencies and pound sterling repayable within one year:
2005 2004
£000 £000
Lloyd's market — deposits (115,750) (106,831)
Allocated to:
Financing of underwriting deposits (110,548) (101,629)
Working capital (5,202) (5,202)
(115,750) (106,831)
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16. Financial investments continued

Finance is arranged by advances from syndicates in the Lloyd’s market. These advances are renewed annually. By agreement with the
lenders, investment returns earned on these assets are paid, in appropriate proportions, to the lenders. In this way, the Society avoids
any risk arising from a mismatch between borrowing and lending terms (see note 24).

The terms and conditions of these advances are governed by the Overseas Underwriting Byelaw (No 2 of 2004) which enables the
Council of Lloyd's to vary the amount, term and rate of interest of these loans, as appropriate. The provision of funds by members
under this Byelaw is in respect of the establishment and maintenance of overseas deposits and is a condition of permission to
underwrite insurance business at Lloyd's.

2005 2005 2005 2005 2004
Corporation Central Insurance Total Total
of Lloyd's Fund activities
c) Other investments £000 £000 £000 £000 £000
Market value at 1 January 15,469 985,058 40,307 1,040,834 384,757
Additions at cost - 950,406 52,729 1,003,135 910,961
(Decrease)/increase in short-term deposits (15,080) (20,047) - (35,127) 36,633
Disposal proceeds - (983,221) (51,634) (1,034,855) (304,398)
Surplus on the sale and revaluation of investments - 57,598 77 57,675 12,881
Market value at 31 December 389 989,794 41,479 1,031,662 1,040,834
Analysis of securities at year end:
Listed on London Stock Exchange:
Fixed interest - 442,469 34,103 476,572 416,901
Equities - 103,096 - 103,096 136,817
= 545,565 34,103 579,668 553,718
Listed on overseas stock exchanges:
Fixed interest - 317,140 7,376 324,516 311,302
Equities - 100,658 - 100,658 120,907
- 417,798 7,376 425,174 432,209
Short-term deposits 389 5,431 - 5,820 33,907
Security deposits (see below) - 21,000 - 21,000 21,000
389 26,431 - 26,820 54,907
389 989,794 41,479 1,031,662 1,040,834

Security deposits

Tutelle Limited

In 1996 the Council set aside under a Lloyd's special account, £20m of the ‘Old" Central Fund to secure the Society’s obligations
under staff indemnities and certain indemnities which have been given by Lloyd’s to certain individuals and advisers in respect of
the ‘Reconstruction and Renewal’ plan. These include members of the Reserve Group, directors and officers of Equitas, members of
the Council, Lloyd's Regulatory Board, Lloyd’s Market Board (the latter two boards ceased during 2002) and of their respective
sub-committees and Corporation staff.

Unless and until there is any default under the security documentation, interest earned on the trust fund is paid to the ‘Old" Central Fund.
The security was deposited for an initial period of two years and the Council exercised its discretion to renew this in June 1998. The
Council further amended the period of the deposit, in November 1998, so that the security could only be released if the Council was

satisfied that there was no reasonable prospect of a claim being made under these indemnities.

Tutelle’s position is under biennial review and, having been reviewed in June 2004, will be reviewed again in June 2006. The security
may continue for a period of up to 80 years. Any of the funds remaining after this period will be repaid to the ‘Old" Central Fund.
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16. Financial investments continued

Lioncover Insurance Company Limited

In 1999, Lloyd's assigned to Lioncover £1m of the ‘Old" Central Fund by way of security for a period of ten years for its obligations to
Lioncover under the indemnity bond referred to in note 29. The security was provided as consideration to those individual Names
whose underwriting liabilities are reinsured by Lioncover for the release of Lloyd’s syndicate 9001, for which Lioncover was substituted
as direct reinsurer to close of those Names. Any of the funds remaining after this period will be repaid to the ‘Old" Central Fund.

Unless and until there is any default under the security documentation, interest earned on the security is paid to the ‘Old" Central Fund.

2005 2004

17. Inventories £000 £000

Consumables 401 461

2005 2004

18. Trade and other receivables £000 £000
Due within one year:

Trade and other debtors 34,440 38,003

Central Fund insurance claim receivable - 18,643

34,440 56,646

2005 2004

19. Cash and cash equivalents £000 £000

Cash at banks 36,068 51,552

Short-term deposits 381,041 129,893

417,109 181,445

Cash at banks earns interest at floating rates based on daily bank deposit rates. Short-term deposits are made for varying periods of
between one day and three months, depending on the immediate cash requirements of the Society, and earn interest at the respective
short-term deposit rates. The fair value of cash and cash equivalents is £417.1m (2004: £181.4m).

At 31 December 2005, the Society had available £40.0m (2004: £40.0m) of undrawn committed borrowing facilities in respect of which
all conditions precedent had been met.

2005 2004

20. Subordinated loan notes £000 £000
Details of loans payable wholly or partly after more than five years:

6.875% subordinated notes of £300m maturing 17 November 2025 300,000 300,000

5.625% subordinated notes of €300m maturing 17 November 2024 206,129 212,389

506,129 512,389

Less: issue costs to be charged in future years (3,361) (3,722)

Less: discount on issue to be unwound in future years (1,986) (2,228)

500,782 506,439

On 15 November 2004, the Society issued two tranches of subordinated debt, a £300m tranche which carries a coupon of 6.875%
(the "Sterling Notes’) and a €300m tranche which carries a coupon of 5.625% (the ‘Euro Notes' and together with the Sterling Notes,
the ‘Notes’).
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20. Subordinated loan notes continued

The Sterling Notes mature on 17 November 2025, although the Society may redeem them at 17 November 2015 and 17 November
2020. In the event that the Society does not redeem the Sterling Notes on 17 November 2015, the rate of interest payable will be the
rate per annum which is the aggregate of the Gross Redemption Yield on the relevant Benchmark Gilt (@ UK government security
having a maturity date on or nearest to the next reset date) plus a margin of 3.07%.

The Euro Notes mature on 17 November 2024, although the Society may redeem them at 17 November 2014 or on any interest
payment date thereafter. In the event that the Society does not redeem the Euro Notes on 17 November 2014, the rate of interest
payable will be three month Euribor plus a margin of 2.72%.

The Notes are subordinated obligations of the Society. Each tranche of the Notes will rank pari passu with the other in a winding-up

of the Society. Upon the occurrence of any winding-up proceedings of the Society, payments on the Notes will be subordinated in right
of payment to the prior payment in full of all other liabilities of the Society, except for liabilities which rank equally with or junior to

the Notes. Payments on the Notes will also be subordinated to certain payments which may be made out of central assets including
payments made to discharge the liabilities of an insolvent member to any person (including any policyholders) arising out of or,

in connection with insurance business carried on at Lloyd’s by that insolvent member and payments made in respect of the costs
required by or under any insolvency procedure to which the Society or the Lloyd's market may be subject.

However, in the event of a winding-up of the Society, the claims of the holders of the Notes rank senior to the Society's obligations
to members under the New Central Fund Syndicate Loans which commenced on 1 April 2005 (see note 25) and also in priority to the
distribution of any central assets to members of Lloyd's generally (other than payments made to members in their capacity as senior
creditors of the Society).

21. Pension scheme

The Corporation of Lloyd’s operates a defined benefit pension scheme with assets held in a separately administered fund, the Lloyd's
Pension Scheme. For the purposes of determining the funding position of the scheme and future contributions, a formal actuarial
valuation of the scheme was carried out by Watson Wyatt LLP, actuaries and consultants, as at 30 June 2004 using the projected unit
credit method. The principal actuarial assumptions adopted in the valuation were that (in real terms relative to retail price inflation),
present and future pensions in payment relating to benefits accruing on or after 6 April 1997 would remain constant whilst total
pensionable remuneration would increase by 1.8% per annum. The real rate of return on investments held at the valuation date was
assumed to be approximately 3.9% whilst the real rate of return on future contributions receivable after the valuation date was
assumed to be 4.2%. The total market value of the scheme’s assets at the date of valuation were £245m, which equates to 96% of
the value placed on the benefits that had accrued to members of £254m, after allowing for assumed future increases in pensionable
remuneration. These figures exclude both liabilities and the related assets in respect of money purchase AVCs and in respect of the
accrued benefits of scheme members employed by LPSO Limited, LCO Marine Limited and LCO Non-Marine and Aviation Limited.
Whilst these companies are participating employers of the scheme, they ceased to be subsidiary undertakings during 2001.

No allowance has been made for discretionary increases to pre 6 April 1997 benefits when in payment. In 2003, the Corporation of Lloyd's
instructed Watson Wyatt LLP not to allow for such increases in calculating the scheme’s liabilities when carrying out a 2003 interim
review and for future actuarial valuations. Such increases have always been payable at the discretion of Lloyd’s and will continue to
be considered on the basis of affordability, but are no longer taken into account by the actuary in determining the funding level.

The Corporation of Lloyd's has made two special contributions to the Lioyd’s Pension Scheme to eliminate the past service deficit of
£9m revealed by the actuarial valuation as at 30 June 2004. The past service deficit having been eliminated, the actuary has determined
the contribution rate for the Corporation of Lloyd's in respect of future service from 1 July 2004 should be 21.2% of pensionable pay for
existing members.
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21. Pension scheme continued

Principal actuarial assumptions in respect of IAS 19

The demographic assumptions which are the most financially significant are those relating to the longevity of retired members.
Assumed mortality in retirement is based on published actuarial tables (PMA92BAS for men and PFA92BAS for women, rated down
by one year for females), together with an allowance for future improvements in longevity. These assumptions are identical to those
used for the most recent actuarial valuation of the scheme as at 30 June 2004.

These assumptions are equivalent to expected longevity at age 60 approximately as follows:
e for pensioners currently aged 60: ranging from 23 years to 27 years; and
e for non-pensioners currently aged 45: ranging from 24 years to 28 years.

The other major financial assumptions used by the actuary as at 31 December 2005 were as follows:

2005 2004

% per annum % per annum

General salary and wage inflation 4.60% 4.60%
Rate of increase in pensions in payment

—pre 6 April 1997 (in excess of GMPs) - -

— post 5 April 1997 2.80% 2.80%

Increases to deferred pensions 2.80% 2.80%

Discount rate 4.80% 5.40%

Price inflation 2.80% 2.80%

Expected rate of return — Bonds 4.40% 5.00%

— Equities 7.90% 8.20%

— Cash and net current assets 3.80% 3.60%

The expected rate of return on assets is determined based on market prices prevailing on that date, applicable to the period over which
the obligation is to be settled.

Amounts for the current and previous years are as follows:

2005 2004 2003
Fair value Fair value Fair value
Asset analysis of the scheme £000 £000 £000
Bonds 126,363 104,686 100,355
Equities 193,226 162,835 140,158
Cash and net current assets 203 235 775
Total market value of assets 319,792 267,756 241,288
Actuarial value of scheme liabilities (372,001) (321,456) (296,288)
Deficit in the scheme (52,209) (53,700) (55,000)
Changes in the present value of the defined benefit obligation are as follows:
2005 2004
£000 £000
Actuarial value of scheme liabilities at 1 January 321,456 296,288
Interest cost on pension scheme liabilities 17,005 15,960
Current service cost 8,495 6,910
Past service cost 3,595 4,100
Benefits paid (13,433) (13,214)
Experience gains arising in scheme liabilities (606) (44)
Actuarial loss arising from changes in assumptions 35,489 11,456
Actuarial value of scheme liabilities at 31 December 372,001 321,456
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21. Pension scheme continued
Changes in the fair value of plan assets are as follows:

2005 2004
£000 £000
Fair value of scheme assets at 1 January 267,756 241,288
Expected return on pension scheme assets 18,506 16,506
Contributions paid — normal 5,537 4,884
— special 8,897 7,980
Benefits paid (13,433) (13,214)
Actuarial gain on scheme assets 32,529 10,312
Fair value of scheme assets at 31 December 319,792 267,756
The Society expects to contribute £5.8m in normal contributions to the pension scheme in 2006.
Analysis of the amount recognised in the group statement of 2005 2004
recognised income and expense (SORIE) £000 £000
Actual return on pension scheme assets 51,035 26,818
Less expected return on pension scheme assets (18,506) (16,506)
Actual return less expected return on pension scheme assets 32,529 10,312
Experience gains arising on scheme liabilities 606 44
Changes in the assumptions underlying the present value of the scheme liabilities (35,489) (11,456)
Actuarial loss recognised in the SORIE (2,354) (1,100)

The cumulative actuarial loss recognised in the group statement of recognised income and expense since 1 January 2004 is £3,454,000.

Analysis of the amount charged to the group income statement 2005 2004
(recognised in other group operating expenses) £000 £000
Current service cost 8,495 6,910
Past service cost 3,595 4,100
Expected return of pension scheme assets (18,506) (16,506)
Interest on pension scheme liabilities 17,005 15,960
Total operating charge 10,589 10,464

The measurement bases set by IAS 19 are likely to give rise to significant fluctuations to the scheme’s assets and liabilities. However,
this may not necessarily require changes to the contribution rate, as recommended by the independent actuary, which is based on
expected long-term rates of return.

2005 2004
History of experience gains and losses £000 £000
Difference between the expected and actual return on scheme assets:
amount 32,529 10,312
percentage of scheme assets 10.2% 3.9%
Experience gains on scheme liabilities:
amount 606 44
percentage of the present value of the scheme liabilities 0.2% 0.0%
Total amount recognised in the SORIE:
amount (2,354) (1,100)
percentage of the present value of the scheme liabilities (0.6%) (0.3%)
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2005 2005 2005 2005 2005 2005 2004
Undertakings Limited Income Long-term Other Total Total

given to Financial Support Incentive

insolvent Assistance Schemes Plan

members Agreements

22. Provisions £000 £000 £000 £000 £000 £000 £000
Balance at 1 January 103,219 - 1,702 3,484 180 108,585 105,109
Charged to the group income statement 217,438 2,001 1,542 2,323 177 223,481 146,276
Arising on sale of assets held for sale - - - - 1,343 1,343 -
Utilised in the year (145,587) - (1,615) (3,089) - (150,291) (142,800)
Balance at 31 December 175,070 2,001 1,629 2,718 1,700 183,118 108,585

Provision for undertakings given to insolvent members

The Council has given undertakings with financial limits to certain corporate members to use the New Central Fund to discharge the
liability of those members where they have unpaid cash calls and do not have the resources to meet those cash calls. The purpose of
these undertakings is primarily to allow valid claims made on policies underwritten by those insolvent members to continue to be paid
in full. For those corporate members in provisional liquidation, the Council has also provided a supporting commitment, which will
ensure that in no circumstance will an insurance creditor receive less than the amount it would have received in a winding up

commencing on the date of the provisional liquidation.

2005 2005 2004 2004
£000 £000 £000 £000

Provisions for amounts payable at 1 January 91,904 79,829
Undertakings given in the year 217,568 149,486
Analysis of paid undertaking by members:
Blodget and Hazard Limited (3,203) (3,698)
Cotesworth Capital Limited (in provisional liquidation) - (12,827)
Crowe Corporate Capital Limited (2,500) (1,208)
Crowe Dedicated Limited (535) (8,568)
Dreason Underwriting Limited (475) (699)
Duncanson & Holt Underwriters Limited (973) (23,193)
Grenville Underwriting I/11/1Il Limited (6,518) (23,512)
Jago Capital Limited (1,116) (3,608)
Kite Dedicated Capital Limited

(formerly Goshawk Dedicated (No 2) Limited) (76,225) -
Margent Capital Management Limited (in provisional liquidation) - (539)
MMO UK Limited (4,917) -
North American London Underwriters Limited = (1,304)
Riverside Corporate Underwriters Limited (in provisional liquidation) - (858)
Shrewsbury Underwriting Capital (Bermuda) Limited

and Shrewsbury Underwriting Capital Limited (40,000) (50,000)
SOC Corporate Member No.1 Limited (6,870) -
Standfast Corporate Underwriters Limited - (5,405)
Winford Company Limited (182) (602)
Other corporate members (2,073) (1,390)
Paid during the year (145,587) (137,417)
Provisions for amounts payable at 31 December 163,885 91,904
Supporting commitments at 31 December 11,185 11,315
Undertakings given to insolvent members at 31 December 175,070 103,219

The aggregate amount of all undertakings (excluding the supporting commitments) given by the Council at 31 December 2005 was

£1,142m of which £978m had been paid by that date.

124 Society of Lloyd’s Annual Report



22. Provisions continued
Limited Financial Assistance Agreements (LFAA)

The first LFAA were provided to Names in 2005 to meet their outstanding underwriting liabilities. Assistance is provided to individuals
who are reliant on their funds at Lloyd's (FAL) either because it is in the form of a bank guarantee secured on their sole residence or
because they are reliant on the income generated by their FAL. All costs are funded by the New Central Fund.

Income Support Schemes
Hardship Income Top-up Scheme

The Hardship Scheme was created in 1989 to assist Names who had reduced means as a result of high underwriting losses. Members
in the scheme are eligible to receive ex-gratia top-up income payments from Lloyd's by virtue of having a Hardship Trust Fund (HTF) or
having been awarded litigation recoveries used in ‘Reconstruction and Renewal’ to pay Equitas premiums. The Hardship Scheme is

permanent and non-discretionary, but the granting of Hardship Income Top-up payments is at Lloyd’s discretion. All costs are currently

funded by the ‘Old" Central Fund.

Income and Housing Support Scheme (IHSS)

The IHSS was established in 1996 to provide financial assistance to Names who accepted the ‘Reconstruction and Renewal’ settlement
Offer, to ensure that their housing and income requirements were maintained at a reasonable level. The payments under the scheme

are discretionary and are currently funded by the ‘Old" Central Fund.

Long-term Incentive Plan (LTIP)

The Society operates a Long-term Incentive Plan for executive directors and senior employees that is related to the results of the
Lloyd’s market. This helps to ensure that the objectives of directors and employees are aligned with those of the Lloyd's market.
Details of the plan are outlined in the report of the Nominations, Appointments and Compensation Committee on pages 81 to 87.
The provision, including employers’ National Insurance, for estimated contribution amounts due in respect of the plan is as follows:

2005 2005 2005 2005
Balance at Charged/ Paid in Balance at
1 January (released) in the year 31 December

the year
£000 £000 £000 £000
2002 LTIP 110 (1) (109) -
2003 LTIP 1,448 1,691 (1,265) 1,874
2004 LTIP 1,926 475 (1,715) 686
2005 LTIP — 158 — 158
Total provisions 3,484 2,323 (3,089) 2,718

Included within the charge for the year are National Insurance contributions of £0.2m (2004: £0.4m).

Payments are made over three years commencing in the year following the underwriting year. One-third of the amounts payable

are discretionary and based on performance.

Other provisions

Other provisions represent an estimate of contingent sales proceeds received on the sale of the Lloyd’s Chatham building on 15 April
2005 amounting to £1.3m which could be repayable if certain conditions occur within three years of the sale. The maximum amount
repayable is £3.6m (see note 29). Other provisions also include amounts provided for obligations arising from the sale of LPSO Limited

during 2001 of £0.4m.
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2005 2004
23. Trade and other payables £000 £000
Due within one year:
Trade and other creditors 42,712 53,837
Taxation and social security 1,197 4,248
Arbitration awards 2,276 2,864
Interest payable on subordinated loan notes 3,972 3,981
50,157 64,930

24. Financial instruments
An explanation of the Society’s financial instrument risk management objectives, policies and strategies are set out in the discussion of
Treasury policies on pages 73 and 74 of the Society Review.

Financial assets and liabilities held
The following material financial assets and liabilities were held at 31 December 2005:

2005 2005 2004 2004
Carrying value Fair value Carrying value Fair value

£000 £000 £000 £000

Primary financial instruments held or issued
to finance operations

Statutory insurance deposits 121,484 121,484 112,622 112,622
Other investments 1,031,662 1,031,662 1,040,834 1,040,834
Reinsurance assets 527,022 527,022 542,521 542,521
Loans recoverable 61,609 61,609 63,269 63,269
Trade and other receivables 34,440 34,440 56,646 56,646
Accrued income 5,257 5,257 11,862 11,862
Cash and cash equivalents 417,109 417,109 181,445 181,445
Financial assets 2,198,583 2,198,583 2,009,199 2,009,199
Subordinated loan notes (500,782) (548,590) (506,439) (532,158)
Loans funding statutory insurance deposits (115,750) (115,750) (106,831) (106,831)
Insurance contract liabilities (543,272) (543,272) (557,484) (557,484)
Provisions (183,118) (183,118) (108,585) (108,585)
Trade and other payables (50,157) (50,157) (64,930) (64,930)
Accruals (19,405) (19,405) (26,035) (26,035)
Financial liabilities (1,412,484) (1,460,292) (1,370,304) (1,396,023)
Net 786,099 738,291 638,895 613,176
Derivative financial instruments
Outstanding forward foreign exchange gains 1,886 1,886 2,256 2,256
Outstanding forward foreign exchange losses (1,807) (1,807) (1,899) (1,899)

The fair value of forward foreign exchange contracts is determined using spot amortised exchange rates at the balance sheet date.

Loans funding statutory insurance deposits consist of annual multicurrency floating rate interest loans which earn interest at various
interest rates linked to currency borrowing rates. The currency profile is shown in the currency and interest rate profile table below.

Provisions are interest free and denominated in pound sterling.
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24. Financial instruments continued
The currency and interest rate profiles of the financial assets and liabilities were as follows:

Financial assets

Financial liabilities

2005 2005 2005 2005 2005 2005 2005 2005
Fixed Floating Interest Fixed Floating Interest
rate rate free Total rate rate free Total Net
£000 £000 £000 £000 £000 £000 £000 £000 £000
Pound sterling 476,572 586,364 43,552 1,106,488 (296,884) - (272,785) (569,669) 536,819
US dollar 102,485 85,565 522,639 710,689 - - (522,639) (522,639) 188,050
Euro 222,031 33,081 - 255,112 (203,898) - - (203,893) 51,214
Canadian dollar - 3,333 528 3,861 - - (528) (528) 3,333
Yen — 2,834 — 2,834 — — — — 2,834
Australian dollar 919 60 - 979 - (973) - (973) 6
Swiss franc 31,999 8,531 = 40,530 = (41,152) = (41,152) (622)
Singapore dollar - 39,859 - 39,859 - (40,378) - (40,378) (519)
Hong Kong dollar = 27,592 = 27,592 = (27,346) = (27,346) 246
Rand - 2,905 - 2,905 - - - - 2,905
Others 6,395 1,339 - 7,734 = (5,901) - (5,901) 1,833
840,401 791,463 566,719 2,198,583 (500,782) (115,750) (795,952) (1,412,484) 786,099
Financial assets Financial liabilities
2004 2004 2004 2004 2004 2004 2004 2004
Fixed Floating Interest Fixed Floating Interest
rate rate free Total rate rate free Total Net
£000 £000 £000 £000 £000 £000 £000 £000 £000
Pound sterling 416,960 467,016 76,051 960,027 (296,581) - (222,056) (518,637) 441,390
US dollar 83,148 38,513 534,978 656,639 - - (534,978) (534,978) 121,661
Euro 228,095 34,438 - 262,533 (209,858) - - (209,858) 52,675
Canadian dollar - 2,688 - 2,688 - - - - 2,688
Yen - 12,017 - 12,017 - - - - 12,017
Australian dollar 894 26 - 920 - (941) - (941) 21)
Swiss franc 31,715 17,550 - 49,265 - (48,908) - (48,908) 357
Singapore dollar - 30,405 - 30,405 - (29,651) - (29,651) 754
Hong Kong dollar - 22,934 - 22,934 - (22,482) - (22,482) 452
Rand - 5,414 - 5,414 - - - - 5,414
Others 5,218 1,139 - 6,357 - (4,849) - (4,849) 1,508
766,030 632,140 611,029 2,009,199 (506,439) (106,831) (757,034) (1,370,304) 638,895

Interest-free financial assets include reinsurance assets of Lioncover Insurance Company Limited and Centrewrite Limited (see note 14).
Interest-free financial liabilities include provisions (see note 22) and insurance contract liabilities of Lioncover Insurance Company
Limited and Centrewrite Limited (see note 14).
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24. Financial instruments continued
Interest rate risk

The following table sets out the carrying amount, by maturity, of the Society’s financial instruments that are exposed to interest rate risk:

Within 1-2 2-3 34 4-5 More than Total
1 year years years years years 5 years
as at 31 December 2005 £000 £000 £000 £000 £000 £000 £000
Fixed rate
Statutory insurance deposits 14,756 4,051 5,977 13,393 - 1,136 39,313
Other investments (excluding equities) 35,303 77,131 36,959 15,148 55,310 581,237 801,088
Subordinated loan notes - - - - - (500,782) (500,782)
Floating rate
Statutory insurance deposits 82,171 - - - - - 82,171
Other investments (excluding equities) 5,820 - - 1,000 - 20,000 26,820
Loans recoverable 1 - - 29 224 61,355 61,609
Cash and cash equivalents 417,109 - - - - - 417,109
Loans funding statutory insurance deposits ~ (115,750) - - - - - (115,750)
Within 1-2 2-3 3-4 4-5 More than Total
1 year years years years years 5 years
as at 31 December 2004 £000 £000 £000 £000 £000 £000 £000
Fixed rate
Statutory insurance deposits 13,480 9,459 4,452 2,997 7,410 29 37,827
Other investments (excluding equities) 13,445 24,504 25,805 14,842 14,398 635,209 728,203
Subordinated loan notes - - - - - (506,439)  (506,439)
Floating rate
Statutory insurance deposits 74,795 - - - - 74,795
Other investments (excluding equities) 33,907 - - - 1,000 20,000 54,907
Loans recoverable 76 - - 28 209 62,956 63,269
Cash and cash equivalents 181,445 - - - - - 181,445
Loans funding statutory insurance deposits (106,831) - - - - - (106,831)

Credit risk

At the balance sheet date there were no significant concentrations of credit risk. The maximum exposure to credit risk is represented
by the carrying value of each financial asset, including derivative financial instruments, in the group balance sheet.
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24. Financial instruments continued
Borrowing facilities
The maturity profile of the undrawn committed facility is shown below:

2005 2004
£000 £000
Expiring in one year or less 40,000 40,000

Derivative instruments
The Society enters into forward currency contracts to manage exposures to fluctuation of exchange rates and to provide a service
to the Lloyd’s market.

Where contracts are entered into to cover foreign exchange exposure, any variances between closing and contracted rates are
included in the group balance sheet.

Where contracts are entered into to provide a service to the Lloyd's market, the fair value is determined using spot amortised exchange
rates at the balance sheet date. Where gains and losses are not expected to be refunded to or recovered from the Lloyd's market,
these amounts are taken to the group income statement.

Accumulated Syndicate  Revaluation Foreign Total
reserve loans reserve currency equity
translation
reserve

25. Reconciliation of movement in equity £000 £000 £000 £000 £000

At 1 January 2004 558,438 = 6,913 = 565,351

Total recognised income and expense for the year 121,794 - 2,797 59 124,650

At 31 December 2004 680,232 - 9,710 59 690,001

Total recognised income and expense for the year (29,001) - - (43) (29,044)

Receipt of syndicate loans - 103,611 - - 103,611

Revaluation of syndicate loans (3,223) 3,223 - - -

At 31 December 2005 648,008 106,834 9,710 16 764,568

2005 2004

Accumulated reserves £000 £000
Attributable to:

Corporation of Lloyd’s and non-insurance-related subsidiary undertakings 53,456 33,310

Central Fund 555,786 604,495

Insurance-related subsidiary undertakings 31,722 37,652

Associates 7,044 4,775

648,008 680,232
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25. Reconciliation of movement in equity continued

Syndicate loans

The syndicate loans bear interest payable annually at a rate equal to specified market indices which record the performance of short-
dated fixed interest securities. The principal will ordinarily be repaid on the closure of the syndicate year of account to which the loans
relate. Both the payment of annual interest and repayment of principal may be deferred at the discretion of the Council. As a result,
syndicate loans are treated as equity because there is no fixed repayment date. Current expectations are that interest will be paid
annually and the principal will be repaid at the closure of the relevant syndicate year of account. Interest is accounted for when the
Council formally approves interest payments to be made. Consequently, as at 31 December 2005, interest accruing of £3.8m has not
been recognised in these financial statements.

Revaluation reserve
The revaluation reserve is used to record increases in the fair value of the Lloyd’s Collection and decreases to the extent that such
decreases relate to the amount previously recognised in equity.

Foreign currency translation reserve
The foreign currency translation reserve is used to record exchange differences arising from the translation of the financial statements
of foreign subsidiary undertakings.

26. Post balance sheet events

Kinnect Limited closed its operations on 24 January 2006. The Society has agreed to provide the company with sufficient funds to meet
its liabilities incurred to 24 January 2006 and the costs of closure. These financial statements reflect costs incurred to 31 December
2005 and the estimated realisable value of assets held as at that date. Transactions subsequent to 31 December 2005 will be reflected
in subsequent financial statements of the Society. The costs of Kinnect Limited for 2006 are estimated at £3.5m.

27. Commitments

a) Capital expenditure commitments

No contractual commitments exist at 31 December 2005 other than those included within the financial statements. The same applied at
31 December 2004.

2005 2004
b) Operating lease commitments £000 £000
Non-cancellable operating lease rentals are payable as follows:
Within one year 17,522 17,379
After one year but not more than five years 70,882 68,298
More than five years 175,198 189,480

Ccommitments outstanding under the terms of the lease for the Lloyd's 1986 building have been included at the current rental value
(£16.8m per annum) to the first break of the lease in 2021. The lease was subject to a rent review in March 2001, the next review will
be during 2006. The new Lloyd’'s Chatham building is included at the proposed rental value (£0.4m per annum) to the first break in the
lease in 2016. The lease will be subject to rent review in 2011.

Subsidiary undertakings are party to a number of small operating leases mainly for property rental and small machinery where it has
not been in Lloyd's interest to purchase these assets. The commitments outstanding have been included at the current rental value
(£0.6m per annum) to the first break in the lease. These arrangements do not impose any significant restrictions on Lloyd's, renewals
are at the option of each entity that holds the lease.

During the year ended 31 December 2005, £17.6m (2004: £17.5m) was recognised as an expense in the group income statement in
respect of operating leases.
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28. Disclosure of related party transactions
In accordance with the exemption allowed by IAS 24 ‘Related Party Disclosures’, transactions with consolidated entities within
the group have not been disclosed.

The group financial statements include the financial statements of the Society of Lloyd’s and all of its subsidiary undertakings,
the Lloyd’s Central Fund and the group’s interests in its associates as listed in note 12.

Other related party transactions

Associates

Services provided to Ins-sure Holdings Limited group in the year ended 31 December 2005 included operating systems support and
development, premises and other administrative services. The total value of the services provided was £2,382,000 (2004: £2,716,000).
In addition, Ins-sure Holdings Limited group have charged the Corporation £1,338,000 for services provided in the same year

(2004: £1,093,000).

At 31 December 2005, there was a balance of £316,000 (2004: £332,000) owing from Ins-sure Holdings Limited group to the
Corporation. The Corporation owed £11,000 to Ins-sure Holdings Limited at the same date (2004: £15,000).

Services provided to Xchanging Claims Services Limited group in the year ended 31 December 2005 included premises and other
administrative services. The total value of the services provided was £339,000 (2004: £2,327,000). In addition, Xchanging Claims Services

Limited group have charged the Corporation £nil for services provided in the same year (2004 £131,000).

At 31 December 2005, there was a balance of £94,000 (2004: £340,000) owing from Xchanging Claims Services Limited group to
the Corporation. The Corporation owed £nil (2004: £4,000) to Xchanging Claims Services Limited at the same date.

Transactions with associates are priced on an arm’s length basis.

There were no other related party transactions in 2005.
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29. Contingent liabilities

A)

General average guarantees have been given on behalf of, and secured by, Lioyd’s underwriters. It is estimated that the aggregate
of the liabilities attaching to these guarantees at 31 December 2005 amounted to £14.3m (2004: £9.3m).

The Society has taken on the responsibilities of some individual Names under hardship and other agreements. The Society has also
given indemnity bonds to Lioncover Insurance Company Limited (Lioncover) and Centrewrite Limited (Centrewrite) respectively
against any shortfall in their assets.

Following the implementation of ‘Reconstruction and Renewal’, Names underwriting in respect of 1992 and prior years, Lioncover
and Centrewrite were reinsured into Equitas. If Equitas were unable to discharge in full the liabilities which it has reinsured, any
resulting shortfall in respect of Lioncover or Centrewrite could be met out of both the ‘Old" Central Fund and the New Central Fund
under the terms of their respective Lioyd's bond. Both the ‘Old" Central Fund and the New Central Fund would also be available to
meet the claims of policyholders of Names who are party to hardship agreements executed before 4 September 1996, to the extent
that such an event resulted in a shortfall. However, unless the members of the Society resolve in a general meeting to make the
New Central Fund available, only the "Old" Central Fund would be available to meet the claims of policyholders of Names who are
not party to hardship agreements executed before 4 September 1996.

The Council has determined that any losses resulting from such indemnities will be met by the Lloyd's Central Fund.
uncollateralised bank guarantees and other arrangements have been entered into by the Corporation of Lloyd’s and its subsidiary

undertaking, Additional Securities Limited, to provide security in connection with the underwriting activities of the members of
Lloyd's in the countries shown:

2005 2004
£000 £000

Guarantees provided by the Corporation of Lloyd's:

us Us $1,500,000 (2004: US $1,500,000) 872 781
Guarantees provided by the Corporation of Lloyd’s and Additional Securities Limited:

Cayman Islands:

Letter of credit US $1,000,000 (2004: US $1,000,000) 581 521

The Corporation of Lloyd's has given indemnities to certain of its subsidiary undertakings, and the directors thereof, in respect of
any claims or actions which may be brought against them or any future operating losses incurred by them in connection with the
companies’ activities. The Corporation of Lloyd’s has also given indemnities to and has agreed to cover certain specific costs that
may be incurred by members of the Council, Lioyd’s Franchise Board, Lloyd's Regulatory Board and Lloyd's Market Board (the latter
two boards ceased during 2002) and of their respective sub-committees, Corporation staff and also certain individuals and
organisations who have been asked to carry out or provide services to the Corporation or on behalf of, or for the benefit of its
members.

Lloyd's has been joined to an action brought by certain Lloyd’s underwriters against certain brokers in respect of the underwriting
of insurance in Italy. Lloyd's does not accept any liability in respect of this action.

Three Names have commenced proceedings claiming misfeasance in public office against Lloyd's in respect of an alleged failure
to regulate, leading to the Names incurring underwriting losses as members of the 1993 accounts of syndicates 103 and 178, the
business of which it is claimed was unauthorised and conducted fraudulently by their managing agents. Lloyd's does not accept
any liability in respect of this action.

A counterclaim alleging fraud by Lloyd's has been filed in the US by one Name, in response to Lloyd's proceedings seeking
recognition of a judgment obtained by Lloyd's in England. Lloyd’s does not accept any liability in respect of this claim.
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29. Contingent liabilities continued

H) In Quebec, proceedings have been issued by Agence Nationale D'Encadrement Du Secteur Financier as the regulator of the
Quebec policyholder protection fund against Lloyd’s and other parties arising out of the issue by a coverholder of purported
‘policies of insurance’ without the authority of a Lloyd’s syndicate. Lioyd’s does not accept any liability in respect of this action.

) Two individuals have commenced an action in Alabama, US against Lloyd's underwriters, Lloyd’s and certain members and former
members of the Council claiming damages in respect of an alleged wrongful failure to pay an insurance claim and failure to provide
adequate supervision over certain Lloyd's underwriters. Lloyd’s does not accept any liability in respect of this action.

J) On 15 April 2005 the Lloyd's Chatham building was sold. The sale proceeds received of £9.6m are contingent on certain conditions
not occurring within three years of the sale date. The maximum amount repayable is £3.6m of which £1.3m has been included in
provisions (see note 22).

In respect of contingent liabilities noted above in paragraphs (A) - (), no provision has been made in these financial statements.

30. Explanation of transition to IFRS
As stated in note 1, these are the Society’s first group financial statements prepared in accordance with IFRS.

The accounting policies set out in note 1 have been applied in preparing the group financial statements for the year ended 31
December 2005, the comparative information presented in these group financial statements for the year ended 31 December 2004
and in the preparation of an opening IFRS balance sheet at 1 January 2004 (the Society’s date of transition).

In preparing its opening IFRS balance sheet, the Society has adjusted amounts reported in prior financial statements prepared in
accordance with its previous accounting basis (UK GAAP). An explanation of how the transition from UK GAAP to IFRS has affected
the Society’s financial position, financial performance and cash flows is set out in the following tables and the notes that accompany
the tables.
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

30. Explanation of transition to IFRS continued

Group balance sheet as at 1 January 2004

UK GAAP (as previously reported)

Corporation Central Insurance Society UK GAAP Adjusted IFRS Society
of Lloyd's and Fund related total adjustments UK GAAP adjustments total
subsidiaries subsidiaries total
1 January 1 January 1 January 1 January 1 January 1 January 1 January 1 January
2004 2004 2004 2004 2004 2004 2004 2004
£000 £000 £000 £000 £000 £000 £000 £000
ASSETS
Intangible assets - - - - - - 169 169
Lloyd's Collection 6,913 - - 6,913 - 6,913 - 6,913
Property, plant and equipment 15,023 - | 15,034 - 15,034 (169) 14,865
Deferred tax asset 2,668 6,840 6 9,514 - 9,514 94,173 103,687
Investment in associates 6,332 - - 6,332 - 6,332 (910) 5,422
Reinsurance assets - - 800,420 800,420 (126,513) 673,907 - 673,907
Loans recoverable - - - - - - 63,537 63,537
Financial investments 116,883 490,989 37,793 645,665 (155) 645,510 (149,167) 496,343
Pension asset 24,318 - - 24,318 - 24,318 (24,318) -
Inventories 467 - - 467 - 467 - 467
Trade and other receivables 45,798 329,588 95 375,481 (11,601) 363,880 (326,538) 37,342
Prepayments and accrued income 15,543 21,925 976 38,444 - 38,444 - 38,444
Group tax relief receivable 3,664 - - 3,664 (3,664) - - -
Tax receivable 9 - - 9 - 9 - 9
Forward currency contracts 3,233 - - 3,233 - 3,233 - 3,233
Cash and cash equivalents 47,034 48 22,921 70,003 - 70,003 170,121 240,124
Total assets 287,885 849,390 862,222 1,999,497 (141,933) 1,857,564 (173,102) 1,684,462
EQUITY AND LIABILITIES
Equity
Accumulated reserve 63,452 711,045 28,703 803,200 204 803,404 (244,966) 558,438
Revaluation reserve 6,913 - - 6,913 - 6,913 - 6,913
Total equity 70,365 711,045 28,703 810,113 204 810,317 (244,966) 565,351
Liabilities
Insurance contract liabilities - - 824,823 824,823 (126,513) 698,310 - 698,310
Pension liability - - - - - - 55,000 55,000
Provisions 7,396 79,829 - 87,225 - 87,225 17,884 105,109
Trade and other payables 52,428 5,742 8,166 66,336 (11,850) 54,486 (1,735) 52,751
Accruals and deferred income 46,698 11,945 357 59,000 (111) 58,889 715 59,604
Loans funding statutory
insurance deposits 107,871 - - 107,871 - 107,871 - 107,871
Forward currency contracts 3,127 - - 3,127 - 3,127 - 3,127
Group tax relief payable - 3,659 4 3,663 (3,663) - - -
Tax payable - 37,170 169 37,339 - 37,339 - 37,339
Total liabilities 217,520 138,345 833,519 1,189,384 (142,137) 1,047,247 71,864 1,119,111
Total equity and liabilities 287,885 849,390 862,222 1,999,497 (141,933) 1,857,564 (173,102) 1,684,462
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30. Explanation of transition to IFRS continued

Group balance sheet as at 31 December 2004
UK GAAP (as previously reported)

Corporation Central Insurance Society UK GAAP Adjusted IFRS Society
of Lloyd's and Fund related total adjustments UK GAAP adjustments total
subsidiaries subsidiaries total
2004 2004 2004 2004 2004 2004 2004 2004
£000 £000 £000 £000 £000 £000 £000 £000
ASSETS
Intangible assets - - - - - - 275 275
Lloyd's Collection 9,710 - - 9,710 - 9,710 - 9,710
Property, plant and equipment 6,399 - - 6,399 - 6,399 (275) 6,124
Deferred tax asset 2,756 2,915 1,324 6,995 - 6,995 (6,380) 615
Investment in associates 4,459 - - 4,459 - 4,459 (1,176) 3,283
Reinsurance assets - - 600,048 600,048 (57,527) 542,521 - 542,521
Loans recoverable - - - - - - 63,269 63,269
Financial investments 159,173 1,037,566 40,316 1,237,055 (90) 1,236,965 (83,509) 1,153,456
Pension asset 28,806 - - 28,806 - 28,806 (28,806) -
Inventories 461 - - 461 - 461 - 461
Trade and other receivables 35,943 33,411 " 69,365 (12,719) 56,646 - 56,646
Prepayments and accrued income 10,801 7,766 501 19,068 - 19,068 - 19,068
Group tax relief receivable - 7,366 - 7,366 (7,366) - - -
Tax receivable - 84,654 - 84,654 - 84,654 - 84,654
Forward currency contracts 2,256 - - 2,256 - 2,256 - 2,256
Assets classified as held for sale 8,152 - - 8,152 - 8,152 63 8,215
Cash and cash equivalents 65,903 16 11,366 77,285 - 77,285 104,160 181,445
Total assets 334,819 1,173,694 653,566 2,162,079 (77,702) 2,084,377 47,621 2,131,998
EQUITY AND LIABILITIES
Equity
Accumulated reserve 112,172 555,790 27,110 695,072 254 695,326 (15,094) 680,232
Revaluation reserve 9,710 - - 9,710 - 9,710 - 9,710
Foreign currency translation reserve - - - - - - 59 59
Total equity 121,882 555,790 27,110 704,782 254 705,036 (15,035) 690,001
Liabilities
Subordinated loan notes - 506,439 - 506,439 - 506,439 - 506,439
Insurance contract liabilities - - 615,011 615,011 (57,527) 557,484 - 557,434
Pension liability - - - - - - 53,700 53,700
Provisions 6,653 91,904 - 98,557 - 98,557 10,028 108,585
Trade and other payables 61,798 9,690 8,162 79,650 (13,018) 66,632 (1,702 64,930
Accruals and deferred income 31,403 9,871 271 41,545 (46) 41,499 630 42,129
Loans funding statutory
insurance deposits 106,831 - - 106,831 - 106,831 - 106,831
Forward currency contracts 1,899 - - 1,899 - 1,899 - 1,899
Group tax relief payable 4,353 - 3,012 7,365 (7,365) - - -
Total liabilities 212,937 617,904 626,456 1,457,297 (77,956) 1,379,341 62,656 1,441,997

Total equity and liabilities 334,819 1,173,694 653,566 2,162,079 (77,702) 2,084,377 47,621 2,131,998

Society of Lloyd’s Annual Report 135



NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

30. Explanation of transition to IFRS continued

Group income statement for the year ended 31 December 2004

UK GAAP (as previously reported)

Corporation Central Insurance Society UK GAAP Adjusted IFRS Society
of Lloyd's and Fund related total adjustments UK GAAP adjustments total
subsidiaries subsidiaries total
2004 2004 2004 2004 2004 2004 2004 2004
£000 £000 £000 £000 £000 £000 £000 £000
Continuing operations
Operating income 180,453 215,588 - 396,041 (2,784) 393,257 (4,455) 388,802
General insurance
net premium income - - 3,428 3,428 - 3,428 - 3,428
Total income 180,453 215,588 3,428 399,469 (2,784) 396,685 (4,455) 392,230
Central Fund claims and provisions - (135,493) - (135,493) - (135,493) 9,953 (125,540)
Other operating expenses (160,742)  (337,205) (712)  (498,659) 2,834 (495,825) 322,409 (173,416)
General insurance claims incurred - - 4,318 4,318 - 4,318 - 4,318
Operating surplus/(deficit) 19,711 (257,110) 7,034 (230,365) 50 (230,315) 327,907 97,592
Profit on sale of Lloyd’s
1958 building 23,638 - - 23,638 - 23,638 - 23,638
Surplus/(deficit) from
continuing operations 43,349 (257,110) 7,034 (206,727) 50 (206,677) 327,907 121,230
Finance costs (501) (6,676) - (7,177) - (7,177) - (7,177)
Finance income 11,844 35,843 1,684 49,371 (7,490) 41,831 3,994 45,875
Share of profits of associates 1,861 - - 1,861 - 1,861 11 1,872
Surplus/(deficit) before tax 56,553 (227,943) 8,718 (162,672) (7,440) (170,112 331,912 161,800
Tax (charge)/credit (7,942) 72,688 (2,821) 61,925 - 61,925 (100,884) (38,959)
Surplus/(deficit) for the year 48,611 (155,255) 5,897 (100,747) (7,440)  (108,187) 231,028 122,841
ordinary dividends - - (7,490) (7,490) 7,490 - - -
Surplus/(deficit) for the year 48,611 (155,255) (1,593)  (108,237) 50 (108,187) 231,028 122,841
Group changes in equity for the year ended 31 December 2004
Society
total
2004
Statement of recognised income and expense £000
Revaluation of the Lloyd's Collection 2,797
Exchange difference on translating foreign operations 59
Actuarial loss on pension liabilities — group (1,700)
—associates (396)
Tax on items taken directly to equity 449
Net income and expense recognised directly in equity 1,809
Surplus for the year 122,841
Total recognised income and expense for the year 124,650
Society
Accumulated Revaluation Foreign currency total
reserve reserve translation equity
reserve 2004
Reconciliation of movement in equity £000 £000 £000 £000
At 1 January 2004
UK GAAP basis 803,404 6,913 - 810,317
Changes on adopting IFRS (244,966) - - (244,966)
At 1 January 2004 (restated) 558,438 6,913 - 565,351
Total recognised income and expense for the year 121,794 2,797 59 124,650
At 31 December 2004 680,232 9,710 59 690,001
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30. Explanation of transition to IFRS continued

Notes supporting the restatement of financial information at 1 January 2004 and 31 December 2004 as a result of the
transition to IFRS

The restated group income statement, group changes in equity, group balance sheet and the group cash flow statement have been
presented in a format consistent with IFRS. This information has been prepared on the basis of the standards that are applicable at
31 December 2005.

The material adjustments to accumulated reserves between UK GAAP and IFRS are as follows:

1 January 31 December
2004 2004
Note £000 £000
Corporation of Lloyd’s and non-insurance-related subsidiary undertakings 70,365 121,882
Central Fund 711,045 555,790
Insurance-related subsidiary undertakings 28,703 27,110
Opening accumulated reserves (as previously reported under UK GAAP) 810,113 704,782
Principal UK GAAP adjustments
First time preparation of group financial statements i 204 254
Restated opening accumulated reserves (UK GAAP basis) 810,317 705,036
Principal adjustments on adopting IFRS
Investment valuation (move from mid to bid prices) ii (46) (349)
Central Fund supporting commitments iii (19,312 (11,315)
Recognition of loans recoverable under hardship agreements iv 63,537 63,269
Recognition of other financial assets v 21,000 21,000
Employee benefits vi
— elimination of SSAP24 debtor (24,318) (28,806)
— recognition of pension deficit under IAS 19 (55,000) (53,700)
— Long-term Incentive Plan (LTIP) accrual basis change 3,163 2,989
— other employee benefits (715) (630)
Investment in associates vii (910) (1,176)
Trade and other receivables (provision against Central Fund insurance claim debtor) viii (326,538) -
Property, plant and equipment iX - 63
Deferred tax adjustments on the above items X 94,173 (6,380)
Restated opening accumulated reserves (IFRS basis) 565,351 690,001
Decrease in accumulated reserves as a result of adopting IFRS (244,966) (15,035)

UK GAAP adjustments

The transition from UK GAAP to IFRS has resulted in an increase to accumulated reserves of £0.2m at 1 January 2004 and £0.3m at
31 December 2004. Besides accumulated reserve adjustments, certain items within the group balance sheet have been reclassified
in the transition.

Note 30(i): First time preparation of group financial statements and adjustments for different accounting periods
First time preparation of the group financial statements, requires adjustments to be made in respect of intra-group transactions and
other minor items.

Lioncover Insurance Company Limited has a reporting year end of 31 March. Adjustments totalling £126.5m at 1 January 2004 and
£57.5m at 31 December 2004 have been made to both the reinsurance assets and insurance contract liabilities categories in the
group balance sheet. This reflects the claims settled between 1 April and 31 December and aligns the reporting periods.

IFRS adjustments

The implementation of IFRS has resulted in a reduction in accumulated reserves of £245.0m at 1 January 2004 and £15.0m at

31 December 2004. A foreign currency translation reserve was created on 1 January 2004 and the balance as at 31 December 2004 was
£0.1m. Besides accumulated reserve adjustments, certain items within the group balance sheet have been reclassified in the transition.
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as at 31 December 2005

30. Explanation of transition to IFRS continued

Notes supporting the restatement of financial information at 1 January 2004 and 31 December 2004 as a result of
the transition to IFRS continued

Further information in respect of the major adjustments are detailed in the following notes:
Note 30(ii): Investments and financial instruments
Investment classification and valuation methods have been revised by adopting IFRS. As a result of applying IAS 39, the Society now

carries all investments in debt securities and equity instruments at fair values based on bid prices rather than mid-market prices.

IAS 39 requires the classification of financial instruments into different types for which the accounting requirement is different.
The Society has classified its financial instruments as:

e Recoverable Central Fund loans made to hardship Names are classified as fair value through profit or loss and described as loans
recoverable in the group balance sheet;

e Bank deposits, principally comprising funds held with banks and other financial institutions, are classified as loans and receivables
and are mainly included in cash and cash equivalents in the group balance sheet;

e Investments (other than interests in associates and bank deposits) are classified as fair value through profit or loss and are included
in financial investments in the group balance sheet;

e Statutory insurance deposits are classified as fair value through profit or loss and are included as financial investments within the
group balance sheet;

e Subordinated loan notes are classified as other financial liabilities; and

e Derivatives, comprising forward foreign exchange contracts, are classified as held for trading.

Financial instruments are initially measured at fair value. Their subsequent measurement depends on their classification:
e Loans and receivables and other financial liabilities are held at amortised cost using the effective interest method;

e Investments designated as fair value through profit or loss are held at fair value. Changes in fair value are included in the group
income statement;

e Held for trading instruments are held at fair value. Changes in fair value are included in the group income statement.

Note 30(iii): Central Fund supporting commitments

For corporate members in provisional liquidation, the Council provides a supporting commitment, which will ensure that in no
circumstance will an insurance creditor receive less than the amount it would have received in a winding up commencing on the date
of the provisional liquidation. As the supporting undertakings are legally enforceable commitments, an estimate of their value as at

1 January 2004 of £19.3m and £11.3m as at 31 December 2004 has been reflected in the IFRS statements.

Note 30(iv): Recognition of loans recoverable under hardship agreements

Recoverable Central Fund loans made to hardship Names, are recognised at fair value and are included as loans recoverable in the
IFRS statements. In the UK GAAP financial statements, no value for the recovery of these amounts had been reflected as these assets
were not readily realisable.

The recoverability of these loans recoverable are subject to a regular impairment review based on the value of the assets pledged

under hardship agreements and an estimate of the length of time before charges may be enforced. The value of these loans
recoverable was £63.5m as at 1 January 2004 and £63.3m as at 31 December 2004.

138 Society of Lloyd’s Annual Report



30. Explanation of transition to IFRS continued

Notes supporting the restatement of financial information at 1 January 2004 and 31 December 2004 as a result of the
transition to IFRS continued

Note 30(v): Recognition of other financial assets

Two security deposits provided by the Lioyd’s Central Fund to Tutelle Limited and Lioncover Insurance Company Limited, as disclosed in
notes 20 and 21 of the 2004 Lloyd's Central Fund financial statements, had not been previously recognised as assets under UK GAAP,
The deposits meet the criteria of assets under IFRS and £21.0m as at 1 January 2004 and 31 December 2004 have been recognised as
financial investments. Interest on the deposits is paid to the Lloyd's Central Fund.

Note 30(vi): Employee benefits

(i) Pension scheme

The Corporation of Lloyd's operates a defined benefit pension scheme with assets held in a separately administered fund, the Lloyd's
Pension Scheme. Previously under UK GAAP the cost of providing pension benefits was expensed using actuarial valuation methods
which gave a substantially even charge over the expected service lives of employees and resulted in either a prepayment or an accrual
to the extent that this charge does not equate to the cash contributions made into the scheme. However, under IAS 19, the projected
benefit obligation is matched against the fair value of the underlying assets and other unrecognised actuarial gains and losses in
determining the pension expense for the year. Any pension asset or obligation must be recorded in the group balance sheet. Actuarial
gains and losses are recognised in full in the group statement of recognised income and expense in the period in which they occur.

This change in accounting policy has eliminated SSAP 24 prepayments and recognised a pension deficit calculated in accordance with
IAS 19. The effect is shown below:

1 Jan 2004 31 Dec 2004

£000 £000

Removal of SSAP 24 pension scheme prepayment (24,318) (28,806)
Recognition of IAS 19 pension deficit (55,000) (53,700)
Effect on Society’s net asset position before taxation (79,318) (82,506)

(i) Long-term Incentive Plan (LTIP)

A significant employee benefit provided is participation in the LTIP for certain individuals. Under UK GAAP, the LTIP provision represented
the estimate of future awards, payable over three years, in respect of past service and was expensed immediately. IAS 19 requires that

the LTIP liability should be accrued and expensed over the vesting period. The change increases reserves by £3.2m as at 1 January 2004
and £3.0m as at 31 December 2004.

(iii) Other employee benefits

IAS 19 requires that provision is made for long-term disability payments to staff members and that short-term accumulated absences,
which includes holiday pay, are recognised. An accrual of £0.7m as at 1 January 2004 and £0.6m as at 31 December 2004 has been
included in these financial statements.

Note 30(vii): Investment in associates

The Society’s investment in associates has been restated under IFRS to reflect group accounting policies, principally relating to changes
in accounting for employee benefits. The effect is to reduce the carrying value of investments by £0.9m as at 1 January 2004 and £1.2m
as at 31 December 2004.

Note 30(viii): Trade and other receivables

As at 1 January 2004, under UK GAAP the Lloyd's Central Fund included an insurance claim receivable of £326.5m. In the restated IFRS
balance sheet, at that date, no value has been attributed to the receivable reflecting the inherent uncertainty at that time of the
outcome of the arbitration proceedings which were described in the 2004 financial statements of the Lloyd’s Central Fund.

Under UK GAAP, £324.6m was written off following the arbitration settlement in the 2004 financial statements. This item is not included
in the 2004 IFRS income statement as it is reflected in the restated IFRS balance sheet at 1 January 2004.
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NOTES TO THE FINANCIAL STATEMENTS continued

as at 31 December 2005

30. Explanation of transition to IFRS continued

Notes supporting the restatement of financial information at 1 January 2004 and 31 December 2004 as a result of
the transition to IFRS continued

Note 30(ix): Property, plant and equipment

As a result of adopting IFRS 5 ‘Non-current Assets Held for Sale and Discontinued Operations’, non-current assets held for sale are
separately disclosed in the restated IFRS balance sheet as at 31 December 2004. This standard applies where the carrying value of
the asset will be recovered through a sale transaction rather than continued use. This applied to the decision taken in October 2004
to sell the Lloyd's Chatham building. The book value of the asset was £8.2m and this has been reclassified on the balance sheet as at
31 December 2004. Under IFRS 5, depreciation ceases to be charged upon designating an asset as held for sale. As a consequence, a
depreciation adjustment of £63,000 has been credited to the group income statement which, under a UK GAAP basis, continued to
be charged to the revenue account.

Note 30(x): Deferred taxes

under IAS 12, ‘Income Taxes', deferred taxes are provided under the liability method for all relevant temporary differences, being the
difference between the carrying amount of an asset or liability in the group balance sheet and its value for tax purposes. The changes
to deferred tax arise from changes to the valuation of the Society’s assets and liabilities under IFRS. As at 1 January 2004 deferred tax
assets increase by £94.2m and as at 31 December 2004 reduce by £6.4m.

Note 30(xi): Cash

IFRS requires a number of presentational changes to the disclosure of cash and cash equivalents and financial investments. These
changes do not impact on the Society’s accumulated reserves. Total assets of £170.1m as at 1 January 2004 and £104.2m as at

31 December 2004 previously treated as investments meet the definition of cash equivalents and, therefore, have been reclassified
to ‘cash and cash equivalents'.

Note 30(xii): Other items
The other changes that arise as a result of the transition to IFRS are principally reclassifications and presentational changes.
This includes the following items at 31 December 2004:

e Reclassify £0.3m (£0.2m at 1 January 2004) from property, plant and equipment to intangible assets to reflect capitalised system
development software.

e Reclassify £1.7m (£1.7m at 1 January 2004) from trade and other payables to provisions to reflect the commitment under the
Income and Housing Support Scheme.

Note 30(xiii): Explanation of material adjustments to the group income statement for the year ended

31 December 2004

The material adjustments to the group income statement arise from the accounting treatment of the settlement of the Central Fund
arbitration dispute and the recognition of Central Fund supporting commitments and are disclosed in notes 30(ii) and 30(viii).

Note 30(xiv): Explanation of material reclassifications to the group cash flow statement for the year ended

31 December 2004

There are no material differences between the cash flow statement presented under IFRS and the cash flow statement presented
under UK GAAP other than those arising from the IFRS reclassifications detailed in the notes above.
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