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Contracts with third parties 
The Group enters into joint ventures, outsourcing contracts and distribution arrangements with third parties in the normal 
course of its business and is reliant upon those third parties being willing and able to perform their obligations in 
accordance with the terms and conditions of the contracts. 
Litigation, disputes and investigations  
The Group, in common with the insurance industry in general, is subject to litigation, mediation and arbitration, and 
regulatory, governmental and other sectoral inquiries and investigations in the normal course of its business.  In addition 
the Group is exposed to the risk of litigation in connection with its former ownership of the US operation.  The directors do 
not believe that any current mediation, arbitration, regulatory, governmental or sectoral inquiries and investigations and 
pending or threatened litigation or dispute will have a material adverse effect on the Group’s financial position, although 
there can be no assurance that losses or financial penalties resulting from any current mediation, arbitration, regulatory, 
governmental or sectoral inquiries and investigations and pending or threatened litigation or dispute will not materially 
affect the Group’s financial position or cash flows for any period. 
Reinsurance 
The Group is exposed to disputes on, and defects in, contracts with its reinsurers and the possibility of default by  
its reinsurers.  The Group is also exposed to the credit risk assumed in fronting arrangements and to potential reinsurance 
capacity constraints.  In selecting the reinsurers with whom we do business our strategy is to seek reinsurers with the best 
combination of financial strength, price and capacity.  We publish internally a list of authorised reinsurers who pass our 
selection process and which our operations may use for new transactions. 
 
The Group monitors the financial strength of its reinsurers, including those to whom risks are no longer ceded.  Allowance 
is made in the financial position for non recoverability due to reinsurer default by requiring operations to provide, in line 
with Group standards, having regard to companies on the Group’s ‘Watch List’.  The ‘Watch List’ is the list of companies 
whom the directors believe will not be able to pay amounts due to the Group in full. 
Investment risk 
The Group is exposed to market risk and credit risk on its invested assets.  Market risk includes the risk of potential losses 
from adverse movements in market rates and prices including interest rates, equity prices, property prices and foreign 
currency exchange rates.  The Group’s exposure to market risks is controlled by the setting of investment limits in line 
with the Group’s risk appetite.  From time to time the Group also makes use of derivative financial instruments to reduce 
exposure to adverse fluctuations in interest rates, foreign exchange rates and equity markets.  The Group has strict 
controls over the use of derivative instruments. 
 
Credit risk includes the non performance of contractual payment obligations on invested assets and adverse changes in 
the credit worthiness of invested assets including exposures to issuers or counterparties for bonds, equities, deposits and 
derivatives.  Limits are set at both a portfolio and counterparty level based on likelihood of default to manage the Group’s 
overall credit profile and specific concentrations within risk appetite.  
 
Our insurance investment portfolios are concentrated in listed securities with very low levels of exposure to assets without 
quoted market prices.  We use model based analysis to verify asset values when market values are not readily available. 
Rating environment 
The ability of the Group to write certain types of insurance business is dependent on the maintenance of the appropriate 
credit ratings from the rating agencies.  The Group has the objective of maintaining single ‘A’ ratings.  At the present time 
the ratings are ‘A’ (stable outlook) from S&P upgraded from ‘A-’ in December 2007, ‘A’ (stable outlook) from AM Best 
upgraded in February 2009 and ‘A2’ (stable outlook) from Moody’s upgraded from ‘A3’ in December 2008.  Any worsening 
in the ratings could have an adverse impact on the ability of the Group to write certain types of general                 
insurance business. 
 
In assessing credit risk in relation to reinsurance and investments, the Group takes into account a variety of factors, 
including credit rating.  If any such rating changes, or is otherwise reassessed, this has potential implications for the 
related exposures. 
Changes in foreign exchange rates may impact our results 
We publish our consolidated financial statements in Pounds Sterling.  Therefore, fluctuations in exchange rates used to 
translate other currencies, particularly other European currencies and the US dollar, into Pounds Sterling will impact our 
reported consolidated financial condition, results of operations and cash flows from period to period.  These fluctuations in 
exchange rates will also impact the Pound Sterling value of our investments and the return on our investments. 
 
Income and expenses for each income statement item are translated at average exchange rates.  Balance sheet assets 
and liabilities are translated at the closing exchange rates at the balance sheet date. 
Regulatory environment 
The legal, regulatory and accounting environment is subject to significant change in many of the jurisdictions in which we 
operate, including developments in response to changes in the economic and political environment and the recent 
financial crisis.  We continue to monitor the developments and react accordingly. 
 
In particular the Group is continuing to monitor and respond to developments relating to the Solvency II Framework 
Directive, which is intended, in the medium term, to achieve greater harmonisation of approach across European member 
states to assessing capital resources and requirements.  The directors are confident that the Group will continue to meet 
all future regulatory capital requirements. 
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