





NOTES TO THE ACCOUNTS

1 Basis of preparation

The financial statements have been prepared in accordance with the provisions of Section 255 of,
and Part 1 of Schedule 9A to the Companies Act 1985.

The financial statements have also been prepared in accordance with applicable accounting standards
and under the historical cost accounting rules, modified to include the revaluation of land and buildings,
shares and other variable yield securities. The recommendations of the Statement of Recommended
Practice on Accounting for Insurance Business issued by the Association of British Insurers issued in
December 2005 (ABI SORP') have been adopted.

The company is exempt by virtue of s228 of the Companies Act 1985 from the requirement to prepare
group accounts. These financial statements present information about the company as an individual
undertaking and not about its group.

Under FRS 1, the Company is exempt from the requirement to prepare a cash flow statement on the
grounds that it is a wholly owned subsidiary undertaking of Haftpflichtverband der Deutschen Industrie
V.a.G whose financial statements are publicly available.

2 Accounting policies

The following accounting policies have been applied consistently in dealing with items which are
considered material to the Company's financial statements.

Basis of accounting for underwriting activities
All lines of business are accounted for on the annual basis of accounting.

Premiums

Written premiums comprise the premiums on contracts entered into during the year, whether they
relate in whole or in part to an earlier or later accounting period. Premiums are disclosed gross of
commission and exclude taxes and levies based on premiums. Premiums written include adjustments
to premiums written in prior accounting periods and estimates for ‘pipeline’ premiums.

Proportional reinsurance premiums are accounted for in the same accounting period as the
premiums for the related direct insurance or inwards reinsurance business. The cost of excess of loss
reinsurances, purchased on an accident year basis, is borne in the financial year. For other excess of
loss reinsurances the cost is matched in line with the premium earned.

Unearned premiums

The provision for unearned premiums represents that part of premiums written which is estimated
to be earned in the following or subsequent financial years, computed separately for each insurance
contract using the daily pro-rata method except for some schemes where the monthly pro-rata
method is applied to premium bordereaux.

Acquisition costs

Acquisition costs comprise all direct and indirect costs, arising from the conclusion of insurance
contracts during the financial year. Deferred acquisition costs represent the proportion of acquisition
costs incurred which corresponds to the unearned premium provision.
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Claims incurred

Claims incurred consist of claims and claims handling expenses paid during the financial year, and the
movement in provisions for outstanding claims, including an allowance for the cost of claims incurred by
the balance sheet date but not reported until after the year end.

Claims outstanding

Outstanding claims comprise provisions for the estimated cost of settling all claims incurred but not
paid at the balance sheet date whether reported or not, together with related internal and external
claims handling expenses. The provision included in respect of claims incurred but not reported (IBNR)
is based on statistical techniques of estimation applied by external and in-house actuaries. These
techniques generally involve projecting from past experience the development of claims over time
to form a view of the likely ultimate claims to be experienced for more recent underwriting, having
regard to variations in the business accepted and the underlying terms and conditions. For the most
recent years, where a high degree of volatility arises from projections, estimates may be based in part
on output from rating and other models of the business accepted and assessments of underwriting
conditions. Accordingly the two most critical assumptions as regards estimating claims provisions are
that the past is a reasonable predictor of claims development and that the rating and other models
used for current business are fair reflections of the likely level of ultimate claims to be incurred.

The reinsurers' share of provisions for claims is based on calculated amounts of outstanding claims
and projections for IBNR, net of estimated irrecoverable amounts, having regard to the reinsurance
programme in place for the class of business, the claims experience for the year and the current security
rating of the reinsurance companies involved.

Anticipated reinsurance recoveries and estimates of salvage and subrogation recoveries are shown in
the balance sheet as assets.

The directors consider that the provisions for gross claims and related reinsurance recoveries are fairly
stated on the basis of the information currently available to them. However, ultimate liability will vary
as a result of subsequent information and events and this may result in significant adjustments to
the amounts provided. Adjustments to the amounts of claims provisions established in prior years are
reflected in the financial statements for the period in which the adjustments are made. The methods
used, and the estimates made, are reviewed regularly.

Equalisation provisions
Equalisation provisions are established in accordance with the requirements of the Insurance Companies
(Reserves) Regulations 1996, to mitigate exceptionally high loss ratios if and when incurred.

Unexpired risks

Provision is made for unexpired risks where the claims and administrative expenses likely to arise
after the end of the financial year in respect of contracts entered into before that date are expected
to exceed the unearned premiums and premiums receivable under these contracts. Provision for
unexpired risks is calculated separately by classes, which are managed together, after taking into
account relevant investment return.

Allocation of investment return

Investment income, realised gains and losses, expenses and charges are reported in the non-technical
account.
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Investment income, expenses and charges

Investment income is accounted for on an accruals basis. Realised gains and losses represent the
difference between net sales proceeds and the cost of acquisition. Unrealised gains and losses on
investments represent the difference between the current value of investments at the balance sheet
date and their purchase price. Both realised and unrealised gains and losses include currency gains
and losses. The movement in unrealised investments gains and losses includes an adjustment for
previously unrealised gains and losses on investments disposed of in the accounting period.

Differences between the cost and amount payable on maturity of redeemable fixed interest securities
are charged and released to the profit and loss account in even instalments over the period remaining
until redemption.

Investments
Investments in land and buildings are stated at the last market valuation, less accumulated depreciation
since that date.

Investments other than redeemable fixed interest securities are stated at market value.
Redeemable fixed interest securities are stated at amortised cost.

Depreciation
Depreciation is calculated to write off the cost of tangible fixed assets to their estimated residual
value, on a straight line basis over the estimated useful life as follows:

Computer equipment (including related software) — 3 to 5 years
Motor vehicles — 5 years
Furniture, fixtures and fittings — 5 years

Foreign currencies

Transactions in foreign currencies are translated into sterling using average rates of exchange ruling
during the year. Assets and liabilities denominated in foreign currencies are translated into sterling
using the rate of exchange ruling at the balance sheet date. Foreign currency insurance funds at the
beginning of the year have been revalued at closing exchange rates. Gains or losses on translation of
insurance funds are included in the non-technical account.

The Scandinavian branch profit and loss account is translated into sterling using average exchange
rates for the year. Assets and liabilities of the Scandinavian branch are translated into sterling using
the rate of exchange ruling at the balance sheet date. The impact of these currency translations is
recorded as a component of shareholder's funds within the statement of total recognised gains and
losses. The lItalian branch is accounted for under the temporal method of accounting for foreign
branches since it operates as an extension of the Company's trade.

Taxation

The charge for taxation is based on the profit for the year and takes into account taxation deferred,
which arises because of timing differences between the treatment of certain items for taxation and
accounting purposes.

Deferred tax assets and liabilities are recognised in accordance with the provisions of FRS 19. Except
as set out in FRS 19, deferred tax is recognised on all material timing differences that have originated
but not reversed by the balance sheet date. Deferred tax assets are recognised to the extent where it is
considered more likely than not that they will be recovered.
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3 Segmental reporting 3 Segmental reporting (continued)

Analysis of gross premiums written by region: Analysis of gross premiums written by region:
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Figures in £000 2007 Figures in £'000 2006
In other In other Total In other In other Total
In the UK EU states countries In the UK EU states countries
Accident and health 4,604 (1) 346 4,949 Accident and health 9,669 = 2,539 12,208
Fire and other damage to property 18,357 6,485 (402) 24,440 Fire and other damage to property 20,366 11,882 10,722 42,970
Third party liability 15,800 2426 1,570 19,796 Third party liability 10,688 2,158 13,810 26,656
Marine, aviation and transport 41,633 60,359 (81) 101,91 Marine, aviation and transport 46,140 89,255 506 135,901
Motor (1,220) 7,933 (1,850) 4,863 Motor 52,072 18,002 11,446 81,520
Miscellaneous 9,447 3,746 530 13,723 Miscellaneous 13,035 3,920 965 17,920
Proportional reinsurance 14 1,404 - 1,418 Proportional reinsurance - - - -
Total 88,635 82,352 13 171,100 Total 151,970 125,217 39,988 317,175
Analysis by business segment: Analysis by business segment:
Figures in £'000 2007 Figures in £'000 2006
Gross Gross Gross Gross Reinsurance Net Net Gross Gross Gross Gross Reinsurance Net Net
premiums claims operating technical balance technical insurance premiums claims operating technical balance technical insurance
earned incurred expenses result result funds earned incurred expenses result result funds
Accident and health 4,445 (4,148) (1,316) (1,019) (376) (1,395) 7,482 Accident and health 12,720 (4,810) (2,804) 5,106 (3,025) 2,081 7,997
Fire and other damage to property 27,809 (18,430) (6,546) 2,833 (8,071) (5.238) 35,541 Fire and other damage to property 45,703 (28,665) (10,218) 6,820 (6,349) 471 42,113
Third party liability 23,345 (12,744) (4,547) 6,054 543 6,597 46,999 Third party liability 28,766 (18,663) (7,239) 2,864 (1,203) 1,661 55,765
Marine, aviation and transport 113,888 (80,714) (20,244) 12,930 (5,554) 7,376 19,638 Marine, aviation and transport 137,300 (88,560) (22,041) 26,699 (19,621) 7,078 19,244
Motor 35,524 (45,997) (12,155) (22,628) 14,358 (8:270) 65,747 Motor 100,702 (90,163) (27,726) (17,187) 3,023 (14,164) 100,000
Miscellaneous 13,580 (9,177) (2,354) 2,049 (335) 1,714 598 Miscellaneous 17,152 (11,117) (2,437) 3,604 (2,818) 786 890
Proportional reinsurance 648 (1,104) (136) (592) (1,145) (1,737) 5,042 Proportional reinsurance - (828) (30) (858) (496) (1,354) 3,991
Total 219239 (172,314 (47,298) (373) (580) (953) 181,047 Total 342343 (242,800 (72,495) 27,048 (30,489) (3.441) 230,000
Gross operating expenses for direct business includes commissions of £34,205,000 (2006: £62,122,000).
Analysis by geographical location: Analysis by geographical location:
Figures in £'000 2007 Figures in £'000 2006
UK Scandinavian Italian Total UK Scandinavian Italian Total
branch branch branch branch branch branch
Gross written premium 105,788 63,825 1,487 171,100 Gross written premium 223,153 94,022 - 317,175
Profit (loss) before tax (1,200) 2,714 105 1,619 Profit (loss) before tax (3,200) 4,271 - 1,071
Net assets 83,261 13,622 105 96,988 Net assets 69,404 10,560 - 79,964
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4 Prior years' net claims provisions

Over (under) provisions for claims at the beginning of the year compared to payments and provisions
at the end of the year in respect of prior years' claims were:

Figures in £'000

Accident and health

Fire and other damage to property
Third party liability

Marine, aviation and transport
Motor

Miscellaneous

Proportional reinsurance

5 Investment income

Figures in £'000

Income from other investments

Gains (losses) on the realisation of investments

Unrealised gains (losses) on investments

Total investment return

Realised and unrealised gains and losses include foreign exchange gains of £4,502,000 (2006: loss

£5,986,000).

6 Investment expenses and charges

Figures in £'000

Investment management expenses, including interest
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2007
1,606

(2,616)

1,593

(2,986)
(984)
(173)

2,876

(684)

2007

12,597
73
12,670
4,399
17,069

2007

529

2006
1,195
6,302
2,046
1,187
4,383
(1,201)

(880)

13,032

2006
13,617
(2,244)
11,373
(3.782)
7,591

2006

507

7 Net operating expenses

Figures in £'000

Acquisition costs
Deferred acquisition costs carried forward
Deferred acquisition costs brought forward
Change in deferred acquisition costs
Incurred acquisition costs

Administrative expenses

Figures in £'000

Acquisition costs
Deferred acquisition costs carried forward
Deferred acquisition costs brought forward
Change in deferred acquisition costs
Incurred acquisition costs

Administrative expenses

The above figures include overriding commission received of £6,633,000 (2006: £8,514,000), which

has been included in acquisition costs.

8 Profit on ordinary activities before tax

Gross

33,546
(13,249)
22,593

9,344
42,890
4,408
47,298

Gross
60,938
(22,593)
31,858

9,265
70,203
2,292
72,495

2007
Reinsurance

(27,166)
7,847
(10,207)
(2,360)
(29,526)
(527)
(30,053)

2006

Reinsurance
(37,968)
10,207
(12,471)
(2,264)
(40,232)
609
(39,623)

Profit on ordinary activities before tax is stated after charging (crediting):

Figures in £'000

Profit on disposal of investment property
Depreciation
Operating lease rentals — land and buildings
Auditors' remuneration:

Audit of statutory accounts

Audit of regulatory returns

Services relating to taxation

Valuation and actuarial services

Other services
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2007

1,250
226

299
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Net

6,380
(5,402)
12,386
6,984
13,364
3,881
17,245

Net
22,970
(12,386)
19,387

7,001
29,971
2,901
32,872

2006
(83)
831
191

344
86
21
19
20

other notes
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9 Directors' emoluments

During the year four directors (2006: four) received a total remuneration of £364,000 (2006:
£388,000) for their qualifying services as directors of the Company and in connection with the
management of the Company's affairs. The 2006 costs have been restated to exclude employer's
national insurance contributions which were inadvertently included. The costs were paid by Hannover
Services (UK) Limited and recharged to the Company. This amount includes pension contributions as
below. M Wennin and J Fox are also directors of Hannover Services (UK) Limited. No other director
received remuneration in respect of their services to the Company. Contributions were made
to a defined contribution scheme on behalf of one director (2006: one) in the sum of £11,000
(2006: £10,000).

Highest paid director

Figures in £'000 2007 2006

Aggregate emoluments 154 201

10 Staff numbers and costs

Staff numbers and costs for employees in the Scandinavian branch:

Average number of employees 2007 2006
Business acquisition 14 14
Claims handling 5 7
Administration 17 15

36 36

Full time equivalent number of employees 2007 2006
Business acquisition 14 14
Claims handling 5 7
Administration 14 12

33 33

Aggregate payroll costs

Figures in £'000 2007 2006
Wages and salaries 1,483 1,526
Social security cost 302 316
Other pension costs 658 656

2,443 2,498

The Company employs no staff in the UK or Italian branches. A charge for staff costs for the day to day
administration and operations, has been included in the profit and loss account for the year in the sum
of £3,120,000 (2006: £2,153,000) for UK staff. These costs were paid by Hannover Services (UK) Ltd
and recharged to the company. This charge reflects services provided for an average 42 (2006: 33)
employees during the year. Full disclosure of staff numbers and costs has been made in the accounts of
Hannover Services (UK) Ltd. There were no staff costs incurred in the Italian branch.
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11 Tax on profit on ordinary activities

Analysis of charge in the period

Figures in £'000

Current tax
UK corporation tax

Adjustments in respect of prior periods
Double tax relief

Overseas taxation
Adjustments in respect of prior periods
Tax on profit on ordinary activities
Deferred tax
Origination and reversal of timing differences
Effect of decrease in UK corporation tax rate (see below)
Total deferred tax charge (credit)

Tax on profit on ordinary activities

Deferred tax asset

Figures in £/000
Asset brought forward
Deferred tax charge (credit) for the year

Asset at end of year

2007

(764)
54
(710)
764
54
(764)

(702)

(137)
140

(699)

2007

(2,097)
3
(2,094)

Notes to the accounts

2006

1233

1,233
(1,233)

1,233

1,244

(703)

(703)
(541)

2006
(1,394)
(703)
(2,097)

In 2007, the UK Government made a change to the rate of corporation tax from 30% to 28% with

effect from 1 April 2008.

Factors affecting tax charge for the period

The tax assessed for the period is higher than that resulting from applying the standard rate of

corporation tax in the UK and the differences are explained below.

Figures in £'000

Profit on ordinary activities before tax

Profit on ordinary activities multiplied by the UK standard rate
of corporation tax of 30% (2006: 30%)

Effects of:
Expenses not deductible for tax purposes
Prior year corporation tax calculation adjustments
Timing differences between capital allowances and depreciation
Income not chargeable to tax
Tax adjustment in respect of general insurance reserves

Current tax charge on ordinary activities for the period
The effective tax rate on total profit was 43.36% (2006: 116.15%).
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2007

1,619

486

26

(62)
66

186
702

2006

1,071

321

34

(74)

(25)

977
1,244
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12 Investment in subsidiary undertaking

Figures in £'000 2007 2006
Shares at cost 2 2
The company became the 100% shareholder of International Mining Industry Underwriters Limited

(IMIU Ltd) in 2003, when the shares of the other members were redeemed. IMIU Ltd is an insurance
agency incorporated in England and Wales.

13 Other financial investments

Figures in £'000 Carrying value Historical cost

2007 2006 2007 2006
Available for sale

Debt securities and other
fixed income securities

at amortised cost — listed 192,368 214,627 190,833 217,842

Deposits with

credit institutions 25271 38,454 25271 38,474
217,639 253,081 216,104 256,316

Held to maturity

Debt securities and other
fixed income securities
at amortised cost — listed 28,366 28,435 28,575 28,575

246,005 281,516 244,679 284,891

Debt securities and other fixed income securities, which are shown at amortised cost, are analysed below:

Figures in £'000 2007 2006
Cost 219,408 246,417
Cumulative amortisation 1,326 (3,355)
Carrying value — amortised cost 220,734 243,062
Market value 217,019 238,875

The redemption value of investments held at the end of the year was £178,000 less (2006: £134,000
more) than the amortised cost.
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14 Deposits with ceding undertakings

Figures in £'000

Other cedants

15 Debtors arising out of direct insurance operations

Figures in £'000
Amounts owed by intermediaries

Amounts due from group undertakings

16 Other debtors

Figures in £'000

Amounts due from group undertakings
Deferred tax
Corporation tax

Other debtors
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2007
20

2007
145,802
5417
151,219

2007
3,143
2,094
1,046

672
6,955

Notes to the accounts = other notes

2006
20

2006
168,265
6,146
174,411

2006
3,706
2,097

586
1,905
8,294
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17 Tangible fixed assets

Figures in £'000

Computer Computer
hardware software
Cost
At beginning of year 115 4,703
Additions 1 586
Disposals in the year - -
Foreign exchange rate movements 11 442
At end of year 127 5,731
Depreciation
At beginning of year 112 1,087
Charged in year 4 1,230
Disposals in the year - -
Foreign exchange rate movements 11 102
At end of year 127 2,419
Net book value
At end of year - 3312
At beginning of year 3 3,616

18 Called up share capital

Figures in £000

Authorised:

65,000,000 (2006: 50,000,000) ordinary shares of £1 each
Allotted, called up and fully paid:

65,000,000 (2006: 50,000,000) ordinary shares of £1 each

2007

Motor Furniture

Total

vehicles fixtures & fittings

55 6
15 -
(14) -
15 -
7 6
17 4
15 1
(1 -

2 -
23 5
48 1
38 2

2007

65,000

65,000

4,879
602
(14)
468

5935

1,220
1,250

(1)
15
2,574

3,361
3,659

2006

50,000

50,000

On 6th June 2007 the Company increased its authorised share capital by 15,000,000 ordinary shares of
£1 each and, on the same day, issued those shares to Hannover Finance (UK) Limited in consideration for

cash of £15,000,000 to strengthen the company's capital position.
19 Reserves

Figures in £'000

Profit and loss account
At beginning of year
Retained profit for the year
Other recognised gains (losses) for the year

At end of year
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2007

29,964
920
1,104
31,988

2006

29,669
530
(235)
29,964
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20 Subordinated liabilities

Figures in £'000 2007 2006
Subordinated loan from Hannover Re 5.23% 8,000 8,000
Subordinated loan from Hannover Re 5.48% 11,300 11,300
Subordinated loan from Hannover Re 5.33% 6,700 6,700
26,000 26,000

All three loans are unsecured and repayable on their thirtieth anniversary. The interest rate is reviewed
every 5 years. The £8,000,000 loan is repayable on 29th July 2035. The £11,300,000 loan is repayable
on 9th December 2035 and the £6,700,000 loan is repayable on 16th February 2036.

21 Technical provisions and deferred acquisition costs

Figures in £'000 Provision for Claims Total
unearned premiums outstanding
Gross amount
At beginning of year 135,984 624,374 760,358
Movement in provision (48,139) (13,366) (61,505)
Foreign exchange rate movements 1,900 8,575 10,475
At end of year 89,745 619,583 709,328
Reinsurance amount
At beginning of year 89,442 428,530 517,972
Movement in provision (21,962) 24,269 2,307
Foreign exchange rate movements 64 2,536 2,600
At end of year 67,544 455,335 522,879
Net technical provisions
At end of year 22,201 164,248 186,449
At beginning of year 46,542 195,844 242,386

There is no unexpired risk reserve included in claims outstanding at the end of the year (2006: £758,000).

Figures in £000 2007 2006
Net technical provisions at end of year 186,449 242,386
Deferred acquisition costs:
— gross (13,249) (22,593)
— reinsurance commission 7,847 10,207
(5.402) (12,386)
Net insurance funds 181,047 230,000
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21 Technical provisions and deferred acquisition costs (continued)

Equalisation provisions are established in accordance with the requirements of the Insurance Companies
(Reserves) Regulations 1996. These provisions which are in addition to the provisions which are required
to meet the anticipated ultimate cost of settlement of outstanding claims at the balance sheet date. These
are required by schedule 9A to the Companies Act 1985 to be included within technical provisions in the
balance sheet notwithstanding that they do not represent liabilities at the balance sheet date.

There is no Equalisation Provision at the end of the year and therefore there is no effect on Shareholder's
funds (2006: £nil).

22 Creditors arising out of direct insurance operations

Figures in £'000 2007 2006
Amounts due to group undertakings 81,753 120,495
Other 25,579 16,813

107,332 137,308

23 Other creditors including taxation and social security

Figures in £/000 2007 2006
Amount due to group undertakings 4,264 2,368
Social security and other taxes 462 498
Other 7,178 7,967

11,904 10,835

24 Accruals and deferred income

Figures in £'000 2007 2006
Deferred reinsurance commission 7,847 10,207
Other accruals and deferred income 1,429 1,649

9,276 11,856
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25 Contingencies and related obligations

In accordance with FRS 12, 'Provisions, contingent liabilities and contingent assets’, appropriate
provision has been made in the financial statements where the Company has an obligation arising from
events or activities where an estimate of the obligation can be made, but not for contingent liabilities.

Contingent liabilities

In common with the insurance industry in general, the Company is subject to litigation, mediation
and arbitration in the normal course of its business. The directors do not believe that any current
mediation, arbitration pending or threatened litigation or dispute will have a material adverse effect
on the Company's financial position, although there can be no assurance that any losses resulting from
any pending mediation, arbitration and threatened litigation or dispute will not materially affect the
Company's financial position or cash flows for any period.

As security for the Company's technical liabilities the Company's parent has arranged for financial
institutions to furnish sureties on behalf of the Company in the form of letters of credit. The total
amount of the letters of credit as at the balance sheet date was £27,819,000 (2006: £31,509,000).
Included within this amount is £447,000 (2006: £460,000) recognised in the balance sheet in respect
of a rental liability.

Capital commitments
The Company has no future capital commitments at the balance sheet date (2006: £397,000 in respect
of computer software).

Operating leases
The Company is guarantor for operating lease agreements entered into by Hannover Services (UK)
Limited for land and buildings. The annual commitments under those operating leases are as follows:

Figures in £'000 2007 2006
Expiry date

— within two to five years

— after five years

26 Related Party Transactions

As the Company is a wholly owned subsidiary of Hannover Riickversicherung AG it has taken
advantage of the exemption under FRS 8 ‘Related Party Transactions' not to disclose transactions with
other entities within the Hannover Group.

27 Parent company

The Company is a subsidiary undertaking of HDI Haftpflichtverband der Deutschen Industrie
V.a.G., which is incorporated in Germany. The largest group in which the results of the company
are consolidated is that headed by HDI Haftpflichtverband der Deutschen Industrie V.a.G., which
is incorporated in Germany. The smallest group in which they are consolidated is that headed by
Hannover Riickversicherung AG, which is also incorporated in Germany. The consolidated accounts of
these groups are available to the public and may be obtained from:

The Company Secretary, International Insurance Company of Hannover Limited
L'Avenir, Opladen Way, Bracknell, Berkshire RG12 OPE
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