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Lancashire is a global provider of specialty 
insurance products operating in Bermuda, 
London and Dubai. We focus on short-tail, 
specialty insurance risks, mostly on a direct 
basis, under four main classes: property,  
energy, marine and aviation.
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 Our long-term goal is to achieve an 
above average risk adjusted return.

We have a consistent strategy  
that has delivered value each year: 
• Underwriting comes first
•  Maintain a strong balance sheet
• Stay nimble
•  Manage capital through the cycle

Since inception, we have produced 
a 19.8% compound annual return.
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2005/2006 
As the winds of change  
blew things off course 
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We established our first  
rule of business 
Underwriting comes first

We place excellence in underwriting first  
and foremost. Each risk underwritten must 
bear scrutiny individually and as part of  
our portfolio. If we can achieve this year in, 
year out, we will create superior returns  
for our shareholders.

We don’t focus on consistent top line 
growth. Our appetite has grown when the 
opportunities were attractive and we have  
cut back smartly when they went away.  
That’s been the right strategy. Our loss ratio  
to date from inception is 32.1%. If we had 
aimed for consistent top line growth it would 
be a lot higher.

The market in 2010 is softening: we expect  
to write less business than in 2009, with  
fewer deals meeting our return requirements. 
That will keep the quality of our portfolio 
high and gives us the best chance to keep our 
loss ratio low.

Underwriting performance (%)

	 	 	 	 	Inception
	 2006	 2007	 2008	 2009	 to	date

Loss ratio  16.1 23.9 61.8 16.6  32.1

Acquisition cost ratio  14.3 12.5 16.4 17.8  15.4

Expense ratio  13.9 9.9 8.1 10.2  10.0

Combined ratio  44.3 46.3 86.3 44.6  57.5

Hurricane Katrina, August 2005 ~ Hurricane Katrina changed 
the insurance market, altering the balance of supply and demand 
in favour of those companies ready to grasp the opportunity. 
Lancashire was very ready, very quickly, and took full advantage: 
we underwrote the right risks, and turned down the rest.

	 	 	 	Lancashire	 S&P	500 	

Compound(1)     19.8 -4.3

2009	 	 	 	 26.5	 26.5

2008    7.8 -37.0

2007    31.4 5.5 

2006    17.8 15.8

Return	on	Equity	(ROE)	=	growth	in	fully	converted	book	value	per	share,	
adjusted	for	dividends.

(1)Compound annual return from inception, 15 December 2005 through 31 December 
2009. The S&P 500 figures include the effect of reinvested dividends

retUrn on eQUitY (%)



2007 
As we watched the 
mortgage crisis unfold
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2007 
As we watched the  
credit crisis unfold
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Sub-prime mortgage collapse, November 2007 ~ The credit bubble 
finally burst in 2007, in spectacular fashion. Supposedly blue 
chip assets were suddenly worthless. The insurance industry failed 
to see that if something looks too good to be true, it probably is. 
Fortunately, we were more skeptical and adopted an even more 
conservative investment policy. 

We stayed firm in our belief  
Maintain a strong  
balance sheet

We meet policyholders’ claims promptly, 
accurately and completely. Our balance sheet 
should instill a high level of confidence in 
all stakeholders, including shareholders, 
regulators, rating agencies, counter-parties  
and employees.

We have always adopted a cautious approach 
when investing shareholders’ funds. Back 
in 2006, in our very first annual report, we 
wrote: ‘Not losing money is more important 
than shooting the lights out.’ That approach 
has served us well. We have outperformed in 
down years and we have underperformed in 
strong years – but most importantly we have 
made money every year. 

Heading into 2010, our investment portfolio 
looks pleasingly dull. It’s evolving, of course, 
but remains firmly positioned to protect the 
downside should markets fall, accepting that  
we may lose some upside return if markets 
perform strongly.
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2008 
When the global economy 

was stopped in its tracks
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Fall of Lehman Brothers, September 2008 ~ The financial world 
almost fell apart in 2008. The business environment was changing 
at breakneck speed. The trick is being able to move faster than the 
competition, avoiding the pitfalls while grasping the opportunities. 
We did both. 

Staying nimble means growing in a hard  
market and shrinking in a soft market:  
we underwrite the good deals and we turn  
down the bad ones. We achieve this through  
a collegiate underwriting approach, keeping  
tight control on overheads and our eyes open  
for opportunities.

Ruling the insurance world is not important to 
us. Big is not always better: we can implement 
strategic decisions within hours, not months. 
Being nimble means avoiding diversification  
for the sake of it and resisting the temptation  
to jump into areas beyond our expertise.

In 2010, nimbleness probably means  
cutting back overall, but not across the 
board. We plan to expand in certain areas – 
Property Catastrophe Reinsurance being one. 
Importantly though, Lancashire doesn’t have 
a vast and expensive operating structure. 
This means we can be disciplined AND make 
attractive returns.

We kept on our toes,  
true to our third rule  
Stay nimble
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2009 
As an oil spill threatened 
one of the world’s greatest 
ecosystems 



Annual Report & Accounts 2009  |  9

We don’t have a strategic target level of 
capital. Underwriting opportunities will drive 
capital, not the other way around. We carry 
sufficient capital to support all the deals which 
meet our return hurdles; we don’t let our 
capital levels drive how much premium we 
generate. Granted this is an unusual approach, 
but one that works.

We measure Return on Equity (“ROE”) as the 
growth in fully converted book value per share 
adjusted for dividends. We aim to generate an 
attractive ROE over the long term. We actively 
manage capital because it improves our ROE. 

In 2010 we will continue to pay close  
attention to our capital needs. We have a new 
$150 million share repurchase authorisation  
in place, and expect to buy our own shares 
steadily should our share price trade within 
certain parameters.

Montara platform fire, November 2009 ~ The East Timor oil rig 
explosion was one of the worst energy losses seen in decades.  
The energy sector took its share of knocks last year. We managed  
to avoid more than most, allowing us to return more capital  
than most.

We did, as always  
Manage capital  
through the cycle

retUrn of capital US$m

50

100

150

06 07 08 09

Property Reinsurance
Property Direct & Facultative
Energy Gulf of Mexico
Energy Worldwide
Marine
Terrorism
Aviation (AV52)

renewal price index

06 07 08 09

Ordinary dividendsSpecial dividendsShare repurchase

0
50

100
150
200
250
300
350
400



The infamous daily call… 
we hold a daily Underwriting and 
Marketing Conference Call to review 
underwriting submissions across all 
lines, to maximise marketing and  
cross-selling possibilities and to 
exchange market information.

Representatives from the Group’s 
offices in London, Bermuda and Dubai 
participate in the daily call. Underwriting 
decisions, however, are always made at 
the local operating entity level.

How we do it
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HAMILTON,	BERMUDA
45 Staff

established in 2005, lancashire’s  
corporate headquarters, along with an 
experienced underwriting team, is based  
in Bermuda. many of the group’s clients, 
which include some of the world’s largest 
companies, insured with lancashire  
from its beginnings in Bermuda.

LONDON,	UK
53 Staff

from its base in fenchurch Street in the 
heart of the london insurance market, 
lancashire’s UK operations include a  
fully fledged underwriting platform  
staffed by experienced underwriters, 
managers and support staff. the london 
platform was established in 2006 to 
expand the group’s operations and  
provide access to the specialty insurance 
market in london.

DUBAI
3 Staff

located in the dubai international 
financial centre and led by two 
experienced insurance executives,  
the focus in dubai is on marketing  
the group’s insurance products  
to clients in the middle east and asia 
pacific regions.
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Since inception we have  
produced a compound annual  
return of 19.8%.

How we do it
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2009	fINANcIAL	HIgHLIgHTS
•   fully converted book value per share of 

$7.41 (2008 – $6.89). return on equity, 
defined as growth in fully converted 
book value per share, adjusted for 
dividends of 26.5% (2008 – 7.8%);

•   gross written premiums of 
$627.8 million (2008 – $638.1 million). 
net written premiums of $577.1 million 
(2008 – $574.7 million); 

•   reported loss ratio of 16.6% 
(2008 – 61.8%) and a combined ratio  
of 44.6% (2008 – 86.3%); accident year 
loss ratio of 27.2% (2008 – 66.5%); 

•   inception to date combined ratio 
of 57.5%; 

•   total investment return of 3.9% 
(2008 – 3.1%); 

 
•   net operating profit of $364.7 million 

(2008 – $119.4 million), or $1.94  
diluted operating earnings per share  
(2008 – $0.65); 

•   net profit after tax of $385.4 million 
(2008 – $97.5 million), or $2.05 diluted 
earnings per share (2008 – $0.53); 

•   interim dividend of $10.5 million 
(2008 –  $nil) or 5.0 cents per common 
share; final dividend of approximately 
$20.8 million (2008 – $nil) or  
10.0 cents per common share; 

•   Special dividend of $263.0 million 
(2008 –$nil) or $1.25 per common  
share; and

•   capital returned to shareholders via 
share repurchases $16.9 million  
(2008 – $58.0 million). 

OPERATINg	HIgHLIgHTS:
•   Underwriting discipline maintained. 

capacity withheld earlier in 2009 in 
uncertain markets to take advantage  
of the improving pricing environment  
in property catastrophe reinsurance, 
significant expansion in that line at the 
July renewals;

•   exceptional underwriting performance 
with a loss ratio of 16.6%. lack of major 
catastrophes combined with favourable 
prior year development; 

•   Solid investment return sustained, 
tactical restrictions reduced in late  
2009, but conservative portfolio 
positioning continues; and

•   active capital management – “right 
sizing” capital via special dividend  
and share repurchases as the economic 
outlook becomes more positive and 
2010 business opportunities become 
more certain.

conSiStencY: onlY one negative QUarter Since inception
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How we do it
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Our key performance indicators (“KPIs”).
Consistent performance even in difficult years.

RETURN	ON	EqUITy

Financial KPIs (Non-GAAP)
cOMBINED	RATIO TOTAL	INvESTMENT	RETURN

26.5 per cent
return on equity, including  
dividends declared, in 2009

44.6 per cent
combined ratio achieved in 2009

3.9 per cent
net total return on investments in 2009 

AIM
the group’s aim is to provide shareholders 
with a risk adjusted return on equity of 
13% in excess of a risk-free rate over the 
insurance cycle.

MEASUREMENT
the roe is measured by management in 
terms of the internal rate of return of the 
increase in fully converted book value per 
share in the period adjusted for dividends.

RISK	MANAgEMENT
the stated aim is a long-term goal, 
acknowledging that management expects 
both higher and lower results in the 
shorter term. the cyclicality and volatility 
of the insurance market is expected to  
be the largest driver of this pattern. 
management monitors these peaks and 
troughs – adjusting the group’s portfolio 
to make the most effective use of available 
capital and seeking to maximise the risk 
adjusted return.

AIM
the group aims to limit its exposure  
in connection with insurance contracts,  
in the event of insured losses, to the level 
of premium which will be sufficient to 
cover the loss payments and expenses.

MEASUREMENT
the combined ratio is the sum of the  
loss ratio, the acquisition cost ratio and  
the expense ratio.

RISK	MANAgEMENT
the group’s underwriters assess likely 
losses, using tools such as BlaSt (the 
group’s economic capital model) and  
their experience and knowledge of past 
loss experience, industry trends and 
current circumstances. this allows them  
to estimate the premiums sufficient to 
meet likely losses and expenses. the group 
considers insurance risk at an individual 
contract level, at sector level, geographic 
level, and at an aggregate portfolio level  
to ensure careful risk selection, limits on 
concentration and appropriate portfolio 
diversification are accomplished.

AIM
the group’s primary investment aim 
remains unchanged since inception – 
liquidity and capital preservation are first 
and foremost. its secondary aim is to 
maximise returns from its portfolio.

MEASUREMENT
the total investment return includes:  
net investment income, net realised gains, 
losses and impairments, and net change in 
unrealised gains and losses.

RISK	MANAgEMENT
the conservative nature of the group’s 
portfolio and investment philosophy 
means that it does not expect to generate 
spectacular returns in periods of market 
recovery, but it prefers not to produce 
significant losses in periods of market 
turmoil. management reviews the 
composition, duration and asset allocation 
of the investment portfolio on a regular 
basis in order to respond to changes in 
interest rates and other market conditions.
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15 December 2005 through 31 December 2009.
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AIM
the group’s aim is to provide shareholders 
with a total shareholder return (“tSr”)  
in line with the growth in fully converted 
book value per share.

MEASUREMENT
the total shareholder return is measured  
in terms of the internal rate of return  
of the increase in share price, in the  
period, measured in U.S. dollars, adjusted 
for dividends.

RISK	MANAgEMENT
the group’s aim is a long-term goal, 
recognising that the cyclicality and 
volatility of both the insurance market and 
the equity markets in general will impact 
management’s ability to maximise the 
share multiple in the immediate term.  
tSr is an effective measure to ensure  
that management’s goals are aligned  
with those of shareholders.

AIM
the group established the lancashire 
foundation (“the foundation”) in 2007 
with the aim of creating a charitable trust 
for the benefit of charitable causes in 
Bermuda, the UK and worldwide.

MEASUREMENT
the charities that the foundation supports 
provide regular updates on how the funds 
donated are spent. the group is satisfied 
that its contributions to the foundation 
are being put to good use.

RISK	MANAgEMENT
the foundation’s trustee is an  
independent third party professional  
trust company that makes donations 
following recommendations made by  
the foundation’s donations committee.
this consists of lancashire employees  
and independent members. Specific criteria 
have been set for the foundation’s 
charitable giving. 

TOTAL	SHAREHOLDER	RETURN

Non-financial KPIs
LANcASHIRE	fOUNDATION

37.3 per cent
total shareholder return in 2009 

US$1.1 million
donated to the foundation in 2009
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Compound1

AIM
the group aims to offer lancashire staff 
competitive compensation packages but, 
more importantly, exposure to a wide 
breadth of responsibilities and the 
opportunity for continuous learning.  
to the extent possible and appropriate,  
the group seeks to promote from within  
its ranks. 

MEASUREMENT
Since the group started trading in 2005, 
two staff surveys have been performed  
by independent third parties, on an 
anonymous basis. the results of both  
of the surveys have been consistently 
positive overall.

RISK	MANAgEMENT
the group’s remuneration policy is  
geared towards providing competitive 
compensation packages in an effort to 
attract, retain and motivate employees  
of the highest calibre.

STAff	TURNOvER

5.4 per cent
Staff turnover in 2009 
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1 Compound TSR from inception, 
15 December 2005 through 31 December 2009.
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“I am very pleased to present the  
outstanding results produced by Lancashire 
for the financial year ended 31 December 2009. 
Net profit after tax was $385.4 million  
or $2.05 per common share and Return  
on Equity was 26.5%. 

These exceptional results were not achieved 
by deviating from our stated objectives but 
as a result of us embracing those objectives: 
disciplined underwriting, maintaining a 
strong balance sheet, staying nimble and 
managing our capital through the cycle.” 

Statement from Martin Thomas, non-executive Chairman
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UNDERwRITINg	RESULTS
in my last letter to shareholders, written in 
early 2009, i said that it was “unclear to 
what extent the insurance industry has 
been reshaped” in the wake of Hurricane 
ike and the worst financial crisis since the 
great depression. in the short-term there 
appeared to have been a significant 
estimated reduction in capacity and a 
hardening in rates across most lines of 
business the group writes and we held 
back capacity in anticipation.

as 2009 unfolded, it turned out that prices 
did not harden quite in the way expected, 
and improvements to terms and conditions 
did not materialise across all classes of 
business. in particular, there was a 
significant reduction in demand for  
gulf of mexico energy hurricane cover. 

in response, and in line with our nimble yet 
disciplined underwriting philosophy, a 
deliberate decision was taken to employ 
some of the capital we had been holding 
back in building our property catastrophe 
book in many of the United States’ critical 
catastrophe zones and internationally with 
the intention of becoming a significant 
market participant.

the net result was an underwriting profit 
of $390.0 million for 2009.

forever looking forward, in october 2009, 
we announced our co-venture with  
gcube, a leading underwriting agency  
in the renewable energy market, 
established to write renewable energy 
excess cover; we continue to be ever 
vigilant for opportunities to diversify into 
new areas that fit our existing business 
strategy of writing short-tail speciality 
risks within the property, energy, marine 
and aviation segments.

INvESTMENTS
the losses in the investment markets that 
contributed so significantly to the erosion 
of capital of so many companies in the 
insurance industry during 2008 were 
dramatically reversed in 2009, mostly as a 
result of massive government intervention. 

during 2009 we adhered to, and we 
continue to have no intention of departing 
from, our highly conservative investment 
approach: preserve liquidity and limit 
downside risk. However, we do assess on  
a constant basis the composition of our 
investment portfolio and the correlation 
between investment and underwriting risks. 

therefore, it came as no surprise that  
we achieved a positive 3.9% total return 
on our investment portfolio for 2009. 
although we are well aware that this result 
will not match some of the investment 
results announced by our peers, we are 
satisfied that we continue to perform 
consistently and we take pride in the 
transparency of that performance.

cAPITAL	MANAgEMENT	
as 2009 progressed we began holding 
capital in excess of all our trading, rating 
and regulatory requirements and as always 
we sought to actively manage that capital. 
we returned a total of $290.4 million of 
capital through dividends and share 
repurchases in 2009.

on 29 July 2009, an interim dividend of 
$0.05 per common share and warrant, 
equivalent to £0.03 at prevailing exchange 
rates, was declared by the Board and paid 
on 7 october 2009 and a special dividend 
of $1.25 per common share and warrant, 
equivalent to £0.76 at prevailing exchange 
rates, was declared on 5 november 2009 
and paid on 6 January 2010.

on 26 february 2010, a final dividend of 
$0.10 per common share and warrant was 
declared by the Board, to be paid in pounds 
sterling on 14 april 2010.

finally, in order to have the capacity to 
continue to return capital to shareholders 
over the next year, on 4 november 2009 
the Board authorised a share repurchase 
program up to an aggregate purchase price 
of $150.0 million, to expire 12 months 
following shareholder approval; that 
approval was given at a Special general 

meeting held on 16 december 2009.  
this is in addition to the $25.1 million  
of the $100.0 million share repurchase 
program authorised by the Board in april 
2008, which remained available at the end 
of 2009. 

2,406,674 common shares, valued at  
$16.9 million, were repurchased during 
2009 and are being held in treasury.

although we do not intend to commit  
to specific capital actions far in advance, 
we are still intent upon generating an 
attractive risk adjusted total return for 
shareholders over time.

MOvINg	UP
lancashire’s shares were admitted to the 
official list and to trading on the main 
market of the london Stock exchange (the 
“main market”) on 16 march 2009 and 
lancashire was included in the ftSe 250 
index with effect from 10 June 2009. 

we are proud to report that lancashire’s 
shares consistently outperformed both the 
ftSe aim index and the ftSe 250 index 
during 2009. 

IN	cONcLUSION
the executive management team and all 
our staff deserve credit for producing yet 
another consistently good result.

Martin Thomas
Non-Executive Chairman
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Statement from the CEO and President & CFO

Where are we going?

The Lancashire strategy for 2010 
will be our usual one: stay 
disciplined, don’t be tempted to 
sacrifice profits for volume, and be 
prepared for the surprises that this 
industry always throws up. We aim 
to be ready for any eventuality.
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2009 was a great year for lancashire,  
in all sorts of ways. we achieved an 
excellent return on equity of 26.5%,  
a low combined ratio of 44.6% and a net 
profit after tax of $385.4 million. Since 
inception, our compound annual return  
is almost 20% and our average combined 
ratio is under 60% – which speaks for 
itself. we were very pleased to have been 
able to return a large amount of capital  
to shareholders in 2009, as a result of our 
financial success. we also listed on the 
london Stock exchange’s main market for 
listed securities last year, joining the ftSe 
250 in the process. finally, we’re ever more 
proud of the lancashire foundation and 
the difference it is making to people 
around the world who are far less well  
off than anyone reading this report.

UNDERwRITINg	PERfORMANcE
Underwriting is, and always will be,  
tHe most important part of lancashire.  
in 2009, the most important part of 
lancashire had an absolutely cracking year, 
producing a loss ratio of only 16.6%.  
we, along with everyone else in the 
insurance industry, were fortunate to  
have experienced lower than average 
industry losses. nonetheless, our 
preference for quality, not quantity,  
meant that we avoided several nasty  
losses and in consequence produced one  
of the sector’s best underwriting results.

INvESTMENT	PERfORMANcE
it is well known that we dislike losing 
money – especially on our invested assets. 
Since we started in business, we have 
managed not to lose money in every 
quarter bar one. we’re pleased to say that 
we had a good record in 2009, achieving a 
positive return every quarter and a total 
return for the year of 3.9%. we admit that 
it was a lot easier to avoid investment 
losses in 2009 than 2008 – and predictably, 
we took a smaller slice of the windfall pie 
than most. we don’t mind – that’s how it’s 
meant to work. 

cAPITAL	MANAgEMENT
lancashire’s management team spends 
what many might consider an unhealthy 
amount of time thinking about capital 
management. it seems to us that, only  
too often, it doesn’t get the attention it 
deserves. the roe equation has a top and 
a bottom! in 2009, we returned $290.4 
million of our profits via dividends and 
repurchases of shares. in addition, we have 
declared a final dividend of $20.8 million 
and have a further $170.4 million remaining 
in our current share repurchase authorisations. 
all told, we have now returned, or 
committed to return, approximately 88% 
of the equity we raised when lancashire 
started in business just over four years ago. 
we don’t know if that’s some sort of 
record, but it’s certainly clear evidence of 
how seriously we take this subject – and  
of how much we think about it.

PEOPLE
it may sound like a cliché, but it’s  
true: we could not have achieved our 
success without our wonderful team.  
we deliberately operate with a small 
headcount by industry standards –  
another example of quality over quantity 
– but everyone works very hard, and they 
deliver the goods. going to work may not 
be the way most people would choose to 
spend their day, but we try hard to make  
it as fulfilling as possible. and we seem to 
be getting it right: we’re pleased to report 
that staff turnover in 2009 was only 5.4%. 
our compensation structure right through 
the company includes an element of 
company roe, and every employee is 
eligible for annual stock awards. we thank 
all employees for their sterling efforts 
throughout 2009.

cORPORATE	RESPONSIBILITy
we started the lancashire foundation  
in our first year of operations. it supports 
charities in Bermuda, the UK and 
worldwide, especially those that address 
young people with special needs or 
disadvantaged circumstances and crisis 
relief work. in 2009, lancashire pledged  

a total of $1.1 million to the foundation.  
the funds were distributed to several 
charities, including médecins Sans 
frontières (“mSf”), vauxhall city farm,  
the Sunshine league and JusB. in 2010  
so far, funds have also gone to the people 
of Haiti. our thanks go to everyone who 
has helped with the foundation’s 
continuing efforts.

OUTLOOK
the trading outlook for 2010 looks 
reasonable, although not as good as it was 
at the beginning of 2009. the industry’s 
supply of capital grew a lot last year, and 
while some of that capital will be returned, 
we fear it will not be enough. competition 
for business has increased and renewal 
prices are mostly lower than they were  
a year ago. fortunately, there are still a 
number of good deals if you know where 
to look. 

the reinsurance market, while modestly off 
its all-time highs, remains disciplined. as 
expected, the specialist insurance classes 
are coming under pressure, but remain 
reasonably attractive overall. 

we actively put additional capital to work 
at the January renewals in property 
catastrophe reinsurance to take advantage 
of what we feel will be the best-rated 
business during the year. we see some 
opportunities in alternative energy, 
Sovereign risk and catastrophe-oriented 
managing general agency business. we’re 
working with brokers and clients to exploit 
these opportunities carefully and slowly.

the lancashire strategy for 2010 will be 
our usual one: stay disciplined, don’t be 
tempted to sacrifice profits for volume, 
and be prepared for the surprises that this 
industry always throws up. we aim to be 
ready for any eventuality.

Richard Brindle

Chief Executive Officer

Neil McConachie
President & Chief Financial Officer



Business review

Underwriting is, and always 
will be, the most important 
part of Lancashire. 

In 2009, the most important 
part of Lancashire had an 
absolutely cracking year, 
producing a loss ratio of  
only 16.6%.
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Financial highlights

reTurn On eQuiTY

26.5 per cent 
(2008 – 7.8 per cent)

neT PrOFiT

$385.4 million 
(2008 – $97.5 million)

GrOss PreMiuMs wriTTen

$627.8 million 
(2008 – $638.1 million)

44.6 per cent  
(2008 – 86.3 per cent)

3.9 per cent  
(2008 – 3.1 per cent)

COMbineD rATiO

TOTAL invesTMenT reTurn

1
21 ~ FinAnCiAL hiGhLiGhTs

22 ~ business Lines

24 ~ business PrinCiPLes

24 ~ business sTruCTure AnD LOCATiOns

25 ~ DisTribuTiOn

25 ~ renewAL PriCe inDex

26 ~ invesTMenTs

28 ~ LiQuiDiTY AnD CAsh FLOw

28 ~ FinAnCiAL PerFOrMAnCe

29 ~ unDerwriTinG resuLTs

31 ~ invesTMenT PerFOrMAnCe

32 ~ CAPiTAL MAnAGeMenT

33 ~ enTerPrise risk MAnAGeMenT
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In 2009 Lancashire’s business  
was written in its four main classes.

property ($M) 

Our business lines

Key highlights

•   Gross premiums written of $317.3 million 
(2008 – $302.7 million)

•   Loss ratio negative 3.1% (2008 – 37.1%)

•   net underwriting income of $256.6 million 
(2008 – $137.2 million)

•   significant expansion of Property Catastrophe reinsurance

•   Performed very well – low incidence of large catastrophe 
and risk losses combined with prior year reserve releases

Analysed by geographical zone: $M

Worldwide offshore 1.0

U.S. and Canada 156.0

Worldwide, including U.S. & Canada 51.5

Europe 30.3

Worldwide, excluding U.S. & Canada 35.1

Far East 10.9

Middle East 8.6

Rest of World 23.9

31
7.

3

30
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30
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3

25
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06 07 08 09

energy ($M) 

Key highlights

•   Gross premiums written of $175.5 million 
(2008 – $185.2 million)

•    Loss ratio of 44.6% (2008 – 119.5%)

•   net underwriting income of $60.8 million 
(2008 – $68.6 million loss)

•   One of the leading energy writers in the world

•   significant reduction in Gulf of Mexico premium in 2009, 
given market environment

•   respectable performance given level of energy sector 
risk losses during the year

Analysed by geographical zone: $M

Worldwide offshore 154.9

U.S. and Canada 2.2

Worldwide, including U.S. & Canada 7.4

Europe 3.5

Worldwide, excluding U.S. & Canada –

Far East 2.1

Middle East 3.3

Rest of World 2.1
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MArine ($M) 

Key highlights

•    Gross premiums written of $73.7 million 
(2008 – $78.6 million)

•    Loss ratio of 38.7% (2008 – 54.0%)

•    net underwriting income of $24.1 million 
(2008 – $13.1 million)

•   book continues to be highly profitable

•   Focus remains on finding attractive niche areas whilst 
retaining caution for the sector as a whole

Analysed by geographical zone: $M

Worldwide offshore 71.4

U.S. and Canada 0.1

Worldwide, including U.S. & Canada -0.6

Europe 2.1

Worldwide, excluding U.S. & Canada 0.4

Far East 0.2

Middle East –

Rest of World 0.1

73
.7

78
.6

76
.9

53
.1
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AviAtion ($M) 

Key highlights

•   Gross premiums written of $61.3 million 
(2008 – $71.6 million)

•   Loss ratio of 2.1% (2008 – 10.9%)

•   net underwriting income of $48.5 million 
(2008 – $50.5 million)

•   Market lead on the majority of accounts

•   Continued absence of loss events drives performance

Analysed by geographical zone: $M

Worldwide offshore –

U.S. and Canada –

Worldwide, including U.S. & Canada 60.9

Europe 0.3

Worldwide, excluding U.S. & Canada 0.1

Far East –

Middle East –

Rest of World –

61
.371

.684
.2

64
.5

06 07 08 09
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Business review continued

Markets change. But we’ve stuck to  
our four fundamental business principles 
throughout.

Business structure  
And LocAtions
The main operating companies of  
the Group are Lancashire insurance 
Company Limited (“LiCL”) in bermuda  
and Lancashire insurance Company (uk) 
Limited (“Luk”) in London, which both 
provide insurance and reinsurance products 
to their customers, with an emphasis  
on the property, energy, marine and 
aviation lines of business. 

in addition, Lancashire Marketing services 
(Middle east) Limited (“LMeL”), which 
operates from Dubai, undertakes insurance 
intermediation activities, on behalf of both 
LiCL and Luk, in the Middle east and Asia 
Pacific regions. 

These three offices provide a good balance 
between Group underwriting control, 
access to business and low operating costs.

The bermuda and London underwriting 
centres are both authorised to write  
every class of business in Lancashire’s 
business plan. 

The London office primarily writes the 
following types of business: 

• property direct and facultative; 

• terrorism and political risk; 

• energy; 

• direct marine; and 

• Av52 aviation third party. 

in the bermuda office there is a balance 
between specialty insurance and treaty 
reinsurance, with a larger proportion of 
business exposed to natural catastrophes.

Our cornerstones in action  
during 2009

 unDerwriTinG COMes FirsT 
 we don’t believe in annual premium targets, and 2009
 showed why. At the start of the year, industry capacity  
was short; prices were on the up and prospects looked rosy.  
Then investment returns rocketed. suddenly, capacity was restored 
and trading conditions weakened. but when deals came along that 
we didn’t like the look of, we just turned a blind eye – because 
premium targets are a trap we would rather not walk into.

 MAinTAin A sTrOnG bALAnCe sheeT
 by March 2009, the FTse 100 index was nearly 50% off its  
 1999 peak. That was quite a temptation, we’ll admit. but 
did we change our conservative investment strategy? not for one 
moment. And the FTse rose strongly for the rest of the year. Ok, 
so we missed some upside; but our strategy is for the long-term, 
and it’s served us well. 

 sTAY niMbLe
 Following hurricane ike, we expected huge demand
 for Gulf of Mexico energy cover in 2009. by April,  
we simply had to admit that we were wrong – demand was much 
less than we had anticipated. but we didn’t just sit there navel-
gazing: we pulled ourselves together, adjusted our tactics and 
swiftly switched capacity to Property Catastrophe reinsurance 
instead.

 MAnAGe CAPiTAL ThrOuGh The CYCLe
 To us at Lancashire, this one falls into the category 
 of the blindingly obvious. in 2009, we made a net profit 
after tax of $385.4 million – more than we expected. we couldn’t 
think of any smart ways to use the cash, so we gave three-
quarters of it back to our shareholders. we return capital to them 
regularly, and we fully expect to keep it coming, in the absence of 
good business opportunities. 
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distriBution
it is difficult to overstate the importance 
of broker and customer relationships in 
achieving effective distribution of our 
products. Almost all of our business is 
transacted through brokers and we work 
hard to foster close working relationships. 
brokers need to know that insurers of their 
clients have excellent financial strength,  
a thorough understanding of the risks  
at hand, and a willingness and ability to 
provide first class service. we believe  
we meet all of these requirements.

reneWAL price indeX
Lancashire’s renewal Price index (“rPi”) is an 
internal tool that its management uses to 
track trends in premium rates on a portfolio 
of insurance and reinsurance contracts. 

The rPi is calculated on a per contract basis, 
reflects Lancashire’s assessment of relative 
change in price, terms, conditions and limits 
and is weighted by premium volume. The 
calculation involves a degree of judgement in 
relation to comparability of contracts and 
the assessment noted above. To enhance the 
rPi tool, management of Lancashire may 
revise the methodology and assumptions 
underlying the rPi, so the trends in premium 
rates reflected in the rPi may not be 
comparable over time. 

Consideration is only given to renewals of 
a comparable nature so it does not reflect 
every contract in Lancashire’s portfolio. 
The future profitability of the portfolio of 
contracts within the rPi is dependent upon 
many factors besides the trends in 
premium rates.

rPi sTATisTiCs sinCe inCePTiOn 

          estimated
class  2006   2007  2008  2009 2010(1)

Property Reinsurance 100 97  96 127 117

Property Direct & Facultative 100 92  83 90 77

Energy Gulf of Mexico 100 80 64 137 110

Energy Worldwide Offshore 100 80 68 84 73

Marine 100 88 80 82 82

Terrorism 100 86 71 66 66

Aviation (AV52) 100 80 69 68 68  
(1)As at 31 December 2009. Represents management’s estimates of potential movement in annual rates between 2009 and 2010



we try to be nimble in our investment 
strategy. we believe in the application of 
common sense, and do not place much 
reliance on “black box” approaches to 
investment selection. 

investments are, however, inherently 
unpredictable and there are risks associated 
with any investment strategy decisions. 
some of our tactical decisions have proved 
to be timely and invaluable. recent history 
has been tumultuous, and we have avoided 
many of the pain points with our defensive 
decisions. in 2009, as the economic outlook 
has improved, we have relaxed some of 
these tactical restrictions. 

some of our more significant decisions 
taken over the last few years are as follows:

•   Q4 2007: exited non-agency structured 
product classes including CMbs, rMbs 
and Abs classes;

Business review continued

MAnAGeD invesTMenT POrTFOLiO ALLOCATiOns (%) 

  2006 2007 2008 2009

Cash  28 39 19 7

Short-term  1 0 9 14

Government debt  2 13 12 16

Agency debt  11 11 6 6

Agency MBS  16 13 31 24

Non-agency CMBS, RMBS, ABS  20 0 0 0

FDIC corporate bonds(1)  0 0 8 9

Corporate bonds  17 20 15 24

Equities  5 4 0 0

(1 ) FDIC guaranteed corporate bonds are protected by the Federal Deposit Insurance Corporation, an independent agency of the 
U.S. government

investMents
Our primary investment objective remains 
unchanged since inception – liquidity and 
capital preservation are first and foremost. 
Our secondary aim is to maximise returns 
from our portfolio. we will not 
compromise capital preservation in order 
to generate superior investment returns. 
we are an underwriting company, not an 
investment company. 

in 2009 we have generated a total 
investment return of 3.9% (2008: 3.1%). 
Our average annual total investment 
return since inception is 4.8%. we have 
made money every year since inception, 
including in the unprecedented market 
conditions that ensued in 2008, something 
we are very proud of. The conservative 
nature of our portfolio and our investment 
philosophy means that we do not expect 
to generate spectacular returns in periods 
of market recovery, but we prefer not to 
produce significant losses in periods of 
market turmoil. Our portfolio mix 
illustrates our philosophy as shown above.

The Group’s investment guidelines 
regulate the composition of each portfolio. 
we have three investment portfolio 
categories: “core”, “core plus” and “surplus”. 
The “core” portfolio contains at least 
enough funds required to meet near-term 
obligations and cash flow needs following 
an extreme event. Assets in excess of  
those required to be held in the “core” 
portfolio may be held in any of the  
three portfolio categories. 

we review the composition, duration  
and asset allocation of our investment 
portfolio on a regular basis in order to 
respond to changes in interest rates and 
other market conditions. if certain asset 
classes are anticipated to produce a higher 
return within management’s risk tolerance 
an adjustment in asset allocation may  
be made. Conversely, if the risk profile is 
expected to move outside of tolerance 
levels, adjustments may be made to  
reduce the risks in the portfolio. 
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•  �Q1 2008: Significantly reduced 
exposure to financial sector corporate 
bonds, including selling all Lehman 
Brothers holdings. Increased weighting  
in Treasuries;

•  �Q2 2008: Remained defensive, including 
increasing allocation to cash to 39% of 
total invested assets;

•  �Q3 2008: Continued to reduce equity 
holdings from 5% to less than 1% by  
31 December 2008;

•  �Q4 2008: Reduced weighting in 
Treasuries and increased weighting to 
FDIC backed corporate debt, Agency debt 
and Agency MBS;

•  �Q1 2009: Retained defensive position;

•  �Q2 2009: Retained defensive position, 
increased allocation to Treasury Inflation 
Protected Securities;

•  �Q3 2009: Deployed excess cash and 
increased allocation to corporate bonds, 
reduced some of the tactical restrictions 
on corporate sectors and names;

•  �Q4 2009: Continued to reduce tactical 
restrictions and increase allocation to 
corporate bonds; and

•  �Q1 2010: Allocated a small portion of 
surplus funds to Emerging Market Debt.

We have no plans to change our 
investment philosophy in the foreseeable 
future. We will continue to monitor the 
economic environment closely. We are 
more optimistic than a year ago, but 
cautiously so. 

We frequently monitor investment 
opportunities, such as equities, emerging 
and global market debt, but remain,  
as always, opposed to driving for return  
if it results in excessive risk taking.
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1. Underwriting comes first: 
Taking a fresh look at risk

Alex Maloney

Alex is Group Chief  
Underwriting Officer

Lancashire is an underwriting company – not an investment 
manager or a hedge fund. Successful underwriting takes 
constant vigilance, so every day, during our Underwriting  
& Marketing Conference Call, we examine our appetite for 
each category of risk. We differentiate carefully, selecting 
mainly the higher and middle layers of risk, and look for 
profitable niches within less attractive classes of business.  
We maintain consistent support for our core portfolio of  
high quality clients, and we shrink or expand our non-core 
portfolio as the market changes.

In 2009 we re-examined Gulf of Mexico Energy risks in  
the aftermath of Hurricane Ike. We tested our models  
against claims experience and what actually happened to 
energy assets in deep water and on the continental shelf.  
The outcome was a re-balancing of our portfolio towards 
deep water spars and drill-ships, which proved to be robust  
in exceptional storm conditions. As a result, we were able  
to launch our OCTOPUS catastrophe facility to new as  
well as existing Gulf of Mexico Energy clients, offering  
them a measure of certainty when the industry’s capacity  
was limited. 

Where can I find out more?

Page 22. Business lines.
Page 25. Renewal price index.
Page 29. Underwriting results.



Business review

During 2009, the investment portfolio 
yielded lower cash returns than 2008  
as a result of the lower interest rate 
environment. As higher yielding securities 
matured or were sold, the proceeds were 
reinvested in securities with coupon 
payments at lower prevailing interest  
rates. however, the Group still managed  
to realise a positive cash flow benefit  
as the underlying market value of the 
investments increased, leading to higher 
realised cash gains from investment sales. 

cash flows from financing activities
Financing activities resulted in a net 
outflow of $41.8 million (2008 – $316.5 
million) as a result of interest payments 
made to the Group’s long-term debt 
holders of $6.4 million (2008 – $10.0 
million), settlement of $24.9 million  
(2008 – $68.3 million) of share 
repurchases made, and dividends paid of 
$10.5 million (2008 – $238.2 million).

FinAnciAL perForMAnce
2009 financial highlights:
•   Fully converted book value per share 

of $7.41 (2008 – $6.89). return on 
equity, defined as growth in fully 
converted book value per share, 
adjusted for dividends of 26.5% 
(2008 – 7.8%);

•   Gross written premiums of 
$627.8 million (2008 – $638.1 million).  
net written premiums of $577.1 million  
(2008 – $574.7 million); 

•   reported loss ratio of 16.6% 
(2008 – 61.8%) and a combined ratio  
of 44.6% (2008 – 86.3%); Accident year  
loss ratio of 27.2% (2008 – 66.5%); 

•   inception to date combined ratio 
of 57.5% (2008 – 62.7%); 

•   Total investment return of 3.9% 
(2008 – 3.1%); 

•   net operating profit of $364.7 million 
(2008 – $119.4 million), or $1.94  
diluted operating earnings per share  

the payment of reinsurance cover,  
the payment of general and operating 
expenses, the servicing of debt,  
the purchase of investment products,  
the distribution of dividends and the 
repurchasing of shares.

we have generated positive operating  
cash flows in each year of operation  
since inception.

cash flows from operating activities
in 2009, cash flow was again strong,  
driven by the Group’s robust underwriting 
performance, including some favourable 
development on prior accident year  
loss reserves.

A net positive cash inflow arose  
from operations during the year of  
$278.4 million (2008 – $360.7 million). 

in 2008 a positive cash flow from 
operations was achieved despite the 
Group’s exposure to losses from 
hurricanes ike and Gustav. Due to the 
complexity of ike claims in particular,  
a relatively low number of ike claims  
had been settled by 31 December 2008. 
35.3% ($66.1 million), of the ultimate 
hurricane ike liability has been settled  
by 31 December 2009. The majority of  
the remaining liability of $120.9 million 
(excluding reinstatement premiums) is 
expected to settle in 2010, with more  
than adequate liquid resources available  
to settle these claims.

cash flows from investing activities
There was a net cash outflow  
from investing activities in 2009 of  
$210.7 million (2008 – $358.6 million) 
primarily as a result of the net purchase of 
fixed income securities of $270.8 million 
(2008 – $479.8 million) as the Group 
deployed excess cash balances, including 
the purchasing of corporate bonds. This 
outflow was partially offset by inflows of 
interest and dividends received of $62.8 
million (2008 – $82.1 million) and net  
proceeds of $4.8 million received from the 
sale of equities (2008 – $66.7 million).

LiQuidity And cAsh FLoW
Liquidity
Lancashire is a short-tail insurance and 
reinsurance group. As such, the investment 
portfolio must be liquid, of short duration, 
and highly credit-worthy. Lancashire’s 
investment strategy places an emphasis  
on the preservation of invested assets  
and provision of sufficient liquidity  
for the prompt payment of claims in 
conjunction with providing a reasonably 
stable income stream.

Liquid securities will be maintained  
at an adequate level to more than meet 
expenses, including unanticipated claims 
payments. Only once safety, liquidity, and 
investment income requirements are 
satisfied, then additional growth in the 
investment portfolio may be pursued.

More detail on the practical application of 
this approach to liquidity is set out in the 
discussion of investment performance on 
page 31.

cash flow
Lancashire’s cash inflows are primarily 
derived from net premiums received,  
from losses recovered under reinsurance 
contracts and from net investment  
income. excess funds are invested in  
the investment portfolio, which consists  
of high quality, liquid fixed income 
securities of short duration. Other cash 
inflows result from the sale and 
redemption of investments. 

The principal outflows for the  
Group are the settlement of claims,  
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(2008 – $0.65); 

•   net profit after tax of $385.4 million 
(2008 – $97.5 million), or $2.05 diluted 
earnings per share (2008 – $0.53); 

•   interim dividend of $10.5 million 
(2008 – $nil) or 5.0 cents per common 
share; final dividend of approximately 
$20.8 million (2008 – $nil) or 10.0 cents 
per common share; 

•   special dividend of $263.0 million 
(2008 – $nil) or $1.25 per common 
share; and

•   Capital returned to shareholders 
via share repurchases $16.9 million 
(2008 – $58.0 million). 

underWriting resuLts
Gross written premiums decreased by 1.6% 
compared to the prior year. The Group’s four 
principal classes, and a discussion of the key 
market factors impacting them, are as follows:

Property gross written premiums  
increased by 4.8% compared to the prior 
year. in 2009, the Group wrote significantly 
more Property Catastrophe reinsurance 
risks than in 2008. in the first quarter of 
2009, a tactical decision was made to 
reduce volumes in the retrocession and 
direct and facultative classes as compared 
to the first quarter in 2008. subsequently, 
the Group expanded into the Property 
Catastrophe reinsurance market.

energy gross written premiums decreased 
by 5.2% compared to the prior year. Gulf 
of Mexico volumes were lower in the first 
half of the year compared to 2008 and 
construction projects were curtailed in the 
recessionary environment. This reduction 
in volume was somewhat offset by 
increased volume in the worldwide 
offshore line later in the year.

Marine gross written premiums  
decreased by 6.2% compared to the  
prior year. The decline is largely due  
to the recessionary driven reductions in 
shipbuilding projects and the timing of 
certain multi-year contract renewals.
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FinAnCiAL hiGhLiGhTs

 2006 2007 2008 2009 
 $M $M $M $M

Gross premiums written 626.0 753.1 638.1 627.8

Net premiums written 547.5 666.8 574.7 577.1

Net premiums earned  243.5 611.2 607.3 594.7

Net insurance losses 39.1 146.3 375.5 98.7

Net underwriting income 169.5 388.4 132.2 390.0

Net investment income 54.2 78.4 59.5 56.0

Net realised gains (losses) and impairments 0.8 9.1 (11.0) 23.8

Profit after tax 159.3 390.9 97.5 385.4

Change in net unrealised gains  
(losses) on investments 8.7 12.0 6.9 2.8

Comprehensive income 168.0 402.9 104.4 388.2

Diluted earnings per share  $0.79 $1.91 $0.53 $2.05

Return on equity   14.0% 31.4% 7.8% 26.5%

Net loss ratio 16.1% 23.9% 61.8% 16.6%

Net acquisition cost ratio 14.3% 12.5% 16.4% 17.8%

Expense ratio 13.9% 9.9% 8.1% 10.2%

Combined ratio 44.3% 46.3% 86.3% 44.6%

Net total return on investments 6.1% 6.2% 3.1% 3.9%

GrOss PreMiuMs wriTTen

 2008 2009 change change 
 $M $M $M %

Property 302.7 317.3 14.6 4.8

Energy 185.2 175.5 (9.7) (5.2)

Marine  78.6 73.7 (4.9) (6.2)

Aviation 71.6 61.3 (10.3) (14.4)

Total 638.1 627.8 (10.3) (1.6)



Business review

reinsurance business written in June and 
July served to increase earned premiums  
in the second half of 2009, bringing the 
ratio of earned premium for the year in 
line with 2008.

The net loss ratio of 16.6% (2008 – 61.8%) 
mainly reflects an unusually low number  
of reported losses during the year and 
some favourable development of prior 
accident year reserves. The table below 
provides further detail of development  
by class, excluding the impact of foreign 
exchange revaluations. 

LOss DeveLOPMenT bY CLAss

 2008 2009   
 $M $M    

Property 22.3 44.4   

Energy   5.5 9.3

Marine – 6.1

Aviation 0.8 3.7

Total   28.6 63.5

Note: Positive numbers denote favourable development and  
negative numbers denote adverse development.

Aviation gross written premiums  
decreased by 14.4% compared to the  
prior year, driven primarily by the non-
renewal of a satellite risk program in  
the first quarter of 2009. 

Ceded premiums reduced by 20.0% in 
2009 compared to 2008. The main reason 
for the change is a reduction in the level  
of reinsurance purchased in respect of Gulf 
of Mexico energy catastrophe risks. This is 
directly related to the lower than expected 
volumes of premium written in this class.

net earned premiums as a proportion  
of net written premiums were 103.0% 
compared to 105.7% in 2008. 2008 
premium volumes were lower than 2007, 
which led to a reduction in the deferral  
of earnings into 2009. The Group also 
reduced premiums written in the first 
quarter of 2009 compared to 2008, 
resulting in a greater amount of premium 
being earned comparatively later in the 
year. however, the significant increase  
in volume of Property Catastrophe 
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LOss TriAnGLes

net prior accident year reserve  
releases were $63.5 million compared  
to $28.6 million in 2008. The accident  
year loss ratio was 27.2% compared  
to 61.0% for the 2008 accident year.  
The higher ratio in 2008 is largely  
due to losses from hurricane ike. The ratio 
of ibnr to total reserves was 43.8% at  
31 December 2009, compared to 32.6%  
at 31 December 2008.

  2006 2007 2008 2009 
  $M $M $M $M

Estimate of ultimate net liability:

At end of accident year  39.1 151.2 403.9 161.7

One year later  34.7 125.0 370.3 

Two years later  32.0 99.5  

Three years later  27.6  

As at 31 december 2009  27.6 99.5 370.3 161.7

Net payments made  (20.5) (52.6) (126.8) (6.1)

total net liability  7.1 46.9 243.5 155.6

Accident year loss ratio(1)  11.3% 16.3% 61.0% 27.2%

Initial accident year loss ratio   16.1% 24.7% 66.5% n/a 

Change in loss ratio post accident year  (4.8%) (8.4%) (5.5%) n/a

(1)Accident year loss ratio is calculated using the ultimate liability revalued at the current balance sheet date
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Investment performance
Net investment income was $56.0 million 
for the year, compared to $59.5 million in 
2008. The decrease of 5.9% is largely due 
to a reduction in the overall portfolio yield.

Total investment return, including net 
investment income, net realised gains  
and losses, impairments and net change  
in unrealised gains and losses, was  
$82.8 million for the 2009 year versus 
$54.9 million for 2008. Given the improved 
economic environment in 2009 compared 
to 2008, there were less impairments 
recognised. Impairment losses in 2009 
were $0.4 million versus $21.6 million  
in 2008. The Group also realised significant 
net gains as a result of a re-alignment of 
its investment portfolio as the Group’s 
investment outlook evolved. 

The Group continues to hold a highly 
conservative portfolio, consistent  
with its long-term philosophy, with a  
strong emphasis on preserving capital.  
The corporate bond allocation, excluding 
Federal Deposit Insurance Corporation 
guaranteed bonds, was increased by  
8.4% from 31 December 2008, bringing 
the total holding to 23.6% of managed 
invested assets. There was a small increase 
in the allocation to Treasury Inflation 
Protected Securities to hedge against 
potential future inflationary pressures, 
bringing the total holding of these 
securities to 4.0% of managed invested 
assets. At 31 December 2009, the managed 
portfolio comprised 92.9% fixed income 
assets and 7.1% cash versus the prior  
year end of 80.3% fixed income assets,  
and 19.4% cash with 0.3% equities.  
The Group is not currently invested  
in equities, hedge funds or other 
alternative investments. Subsequent  
to the year end, the Group invested 3.9% 
of its managed portfolio in emerging 
market debt.

2. Maintain a strong  
balance sheet:  
Sticking to our principles

Elaine Whelan

Elaine is Deputy CFO  
of Lancashire Holdings  
and CFO of Lancashire Bermuda

In Finance, we have to make sure we get the balance right.  
We need enough capital for business opportunities and to 
meet security requirements, pay insurance claims and keep 
rating agencies and regulators happy, but not so much that 
our return on equity is reduced. We work closely with the 
Chief Underwriting Officers and actuaries on business plans, 
so that we can determine how much capital we need under  
a whole host of circumstances. We place limits on the capital 
we’re prepared to expose to various loss events, and we  
work within those boundaries to optimise our portfolio  
and capital usage. We continually re-assess our position  
as the market moves. 

We also monitor our investment portfolio closely.  
Although 2008 was definitely a more challenging year,  
we remained cautious in 2009, staying true to our belief  
that as an underwriting company, we should never lose  
money on our investments by taking on too much risk. 

On reserving, we review all larger reported losses individually  
and re-evaluate them regularly. We try to consider all 
possibilities and derive our best estimate. They’re estimates,  
of course, but it’s important to us that we have a robust 
process and come up with a reasonable reserve, as that feeds 
back into our investment and capital stance. 

Where can I find out more?

Page 14. How we do it.
Page 26. Investments.
Page 28. Financial performance.
Page 32. Dividends.
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may be made through dividends,  
share repurchases, a redemption of  
debt or any combination thereof.  
Other capital management tools and 
products available to the Group may  
also be utilised. Capital actions from 
inception to date are as follows:

•   2007 – $100.0 million share 
repurchase completed; 

•   2007 – special dividend of $239.1 million 
or $1.10 (approximately 56 pence) per share;

•   2008 – $100.0 million share repurchase 
authority in place, of which approximately 
$75.0 million repurchased by  
31 December 2009;

•   2009 – introduction of first recurring 
ordinary dividend of approximately  
$31.3 million or $0.15 per share;

•   2009 – special dividend of $263.0 million 
or $1.25 (approximately 76 pence) per 
share; and

•   2009 – $150.0 million share repurchase 
authorised for future utilisation.

The composition of capital is also driven 
by management’s appetite for leverage.  
in appropriate circumstances, management 
would be willing to modestly increase 
leverage somewhat. An increase in leverage 
would more likely take place after a 
market hardening event, but this may  
not necessarily be the case, and is entirely 
dependant on the availability and price  
of debt and the Group’s ability to  
raise finance in the capital markets. 
Maintaining a strong balance sheet  
will be the overriding factor in all  
capital management decisions.

internal methods have been developed  
to review the profitability of classes of 
business and their estimated capital 
requirements, in addition to the capital 
requirements of the combination of  
a wide range of other risk categories. 
Management increasingly uses these 
approaches in decision making.  

repurchAse progrAM
$16.9 million of shares have been 
repurchased and held in treasury  
compared to $58.0 million in 2008. 

dividends 
During 2009 the Lancashire board  
declared an interim and special  
dividend of 5.0 cents and $1.25 per  
share respectively. A final dividend of  
10.0 cents per share has been declared  
and will be paid on 14 April 2010 to 
shareholders of record on 19 March 2010. 

Lancashire will continue to review the 
appropriate level and composition of 
capital for the Group with the intention  
of managing capital to enhance risk 
adjusted returns on equity.

outLooK
The Group aims to achieve a cross-cycle 
return of 13% including dividends above  
a risk free rate. This is unchanged from 
previous guidance.

cApitAL MAnAgeMent
Lancashire aims to maintain a strong 
balance sheet at all times. An appropriate 
level and mix of capital must be 
maintained to support the Company’s 
underwriting. The Group reviews the level 
and composition of capital on an ongoing 
basis with a view to:

•   Maintaining sufficient capital to take 
advantage of underwriting opportunities 
and to meet obligations to policyholders;

•   Maximising the return to shareholders 
within pre-determined risk tolerances; 

•   Maintaining adequate financial strength 
ratings; and 

•   Meeting internal and regulatory 
requirements.

Lancashire’s capital is increased or 
returned as appropriate. The retention  
of earnings generated leads to an increase 
in capital. Capital raising can include  
debt or equity and returns of capital  

other operAting eXpenses
Other operating expenses, excluding 
employee remuneration, are broadly 
consistent compared to 2008, reflecting 
the Group’s stable operating platform. 
Fixed employee remuneration costs were 
33.1% of other operating expenses in 2009 
compared to 36.3% in 2008. variable 
employee remuneration costs were 27.2% 
in 2009 compared to 16.0% in 2008, 
reflecting the strong performance of the 
Group in 2009.

For 2009 and 2008 the charges for equity 
based compensation were $16.4 million 
and $10.6 million respectively. Annual 
restricted stock awards typically vest over 
three years. The increased 2009 expense 
reflects two years’ worth of restricted 
stock awards. The restricted stock program 
began in 2008. This expense also includes 
mark-to-market adjustments on certain 
performance warrants plus charges 
associated with the revaluation of options 
due to amendments made to their strike 
price as a result of dividend declarations.

cApitAL
At 31 December 2009, total capital was 
$1.510 billion, comprising shareholders’ 
equity of $1.379 billion and $131.4 million 
of long-term debt. Leverage was 8.7%. 
Total capital at 31 December 2008 was 
$1.404 billion and leverage was 9.3%.
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keY invesTMenT POrTFOLiO sTATisTiCs

   2008 2009

Duration 1.8 years 2.3 years   

Credit quality AA+ AA+

Market yield 2.7% 2.2%

Book yield 3.4% 2.8%
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The operating companies also conduct 
capital requirement assessments under 
internal measures and in compliance  
with local regulatory requirements.

Lancashire has a standard letter of credit 
facility in the amount of $200.0 million 
with a $75.0 million loan sub-limit 
available for general corporate purposes. 
This $75.0 million loan facility has not 
been drawn down upon. There are no 
off-balance sheet forms of capital.

enterprise risK MAnAgeMent  
in 2009
Lancashire has an effective enterprise  
risk Management (“erM”) structure.  
One of the objectives of its erM program 
is to provide a framework within which  
the Group can confidently maximise 
shareholder returns while still ensuring  
a strong risk and control environment that 
mitigates concentration risks. 

At Lancashire, the board is responsible  
for the governance of the Group, ensuring 
that risks are adequately managed and 
that appropriate levels of capital are  
held to support all risks to the Group.  
To assist the board in managing these 
responsibilities risk Committees exist  
at the operating entity level. 

The risk Committees were established 
with representation from both the boards 
of Directors of each operating company 
and members of the management team. 
The objectives of the Committees are set 
out in the terms of reference and include 
the following:

“…to assist the board and the Audit 
Committee in its oversight duties in 
respect of the management of risk, 
especially: (i) considering the risk profile  
of the Company; (ii) establishing the 
Company’s risk management strategy, 
policies, methods and risk tolerances;  
(iii) monitoring the implementation of 
 the Company’s risk management strategy, 
policies, methods and risk tolerances.”
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ERM in action

Strategy  
–  Economic capital model (BLAST) 

assists in portfolio optimisation, 
monitoring capital headroom  
and monitoring compliance with  
risk tolerances and risk appetite

Culture 
–  Risk learning mitigates risks  

and creates opportunities

Infrastructure 
–  Organisational structure in place  

that enables strong governance  
and oversight

Process 
–  Emerging risk process that assists  

in identifying current and future risks
–  Risk identification, measurement, 

assessment, monitoring and 
mitigation processes
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insurance risk can also refer to fluctuations 
in the timing and amount of claim settlements.

Lancashire’s risk appetite aligns with the 
Group’s related business strategy which is 
to write only particular types of non-life 
classes of business on the basis of a risk 
and reward equation. 

Lancashire writes four principal classes  
of business: Property, energy, Marine  
and Aviation classes which act as 
complementary to the other business  
lines of the Lancashire Group by way of 
the following characteristics:

•   They are principally non-clashing with 
the exception of Av52 and Terrorism; 

•   They present attractive returns;

•   They avoid long-tail exposures; and

•   They attract a low level of 
attritional losses.

The level of insurance risk tolerance per 
class per occurrence and in aggregate are 
monitored by the risk Committees and 
management but the risk tolerance limits 
are ultimately approved and also 
monitored by the board. 

affirm that the controls that they are 
responsible for are in place and operating 
effectively. Lancashire believes that  
this new system further encourages  
the embedding of erM throughout  
the entire Group through greater staff 
engagement and involvement in the  
risk and controls process. 

risKs FAcing LAncAshire
BLAst
The Group’s economic capital model, 
bLAsT, is at the heart of Lancashire’s 
capital monitoring. bLAsT is a critical 
component of the Group’s erM program. 
bLAsT helps senior management and the 
board of Directors determine the level of 
capital required to meet the combined risk 
from a wide range of categories. 

bLAsT also allows management to make 
an early assessment of whether additional 
capital will be required to ensure all of its 
acceptable risk tolerances are satisfied so 
the Group may plan accordingly.

insurAnce risK
insurance risk is the risk of the timing, 
frequency and severity of insured events, 
by individual class or on an aggregated 
basis, relative to the expectations of 
Lancashire at the time of underwriting. 

The duties and responsibilities of the  
risk Committees consist of the following:

•   Assess and evaluate the risks facing 
the Group;  

•    review the methods for risk 
measurement and risk adjusted  
capital calculations;

•   Monitor the ratings methods employed 
by rating agencies in assigning insurer 
financial strength ratings and evaluate 
the implications of the methods on  
the Group; 

•    review key and emerging risks facing 
the Group and operating entities; and

•   Assign risk management and risk 
measurement/monitoring activities  
to other Group committees as  
deemed appropriate. 

embedding of erM
Lancashire remains committed to further 
embedding erM into its day-to-day 
activities. For example, in underwriting, 
management maintains a significant 
amount of control and oversight of the 
underwriting process through its daily 
underwriting and Marketing Conference 
Call (“uMCC”). 

The uMCC is an effective enabler of erM. 
it is an interactive forum where significant 
risks that affect the underwriting risk 
profile are discussed including, but not 
limited to, the review of individual 
submissions, emerging risks and threats, 
product enhancements and market 
conditions. underwriting decisions, 
however, are always made at the local 
operating entity level. 

Also, late in 2009, the risk function worked 
together with iT to develop a new Group 
risk Management Tool. The purpose of the 
system is to allow risk owners the ability 
to track, score and affirm quarterly those 
risks that they are responsible for. The system 
allows for risk owners to assign control 
operators. The control operators must 
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‘One of the Group’s overriding principles  
is that ‘underwriting comes first!’ 

Lancashire’s underwriting risk appetite 
is driven by the requirement that each 
risk underwritten must bear scrutiny 
on an individual basis and as part of the 
overall portfolio with the intention of 
producing a superior risk adjusted return 
for shareholders.
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Finally, one of the Group’s overriding 
principles is that ‘underwriting comes first!’ 
Lancashire’s underwriting risk appetite  
is driven by the requirement that each  
risk underwritten must bear scrutiny on  
an individual basis and as part of the 
overall portfolio with the intention of 
producing a superior risk adjusted return 
for shareholders.

reinsurAnce
Through regular monitoring of its 
insurance exposures, Lancashire seeks  
to reduce certain types of loss, including 
natural and man-made catastrophes and 
may enter into cost effective reinsurance 
arrangements. however, reinsurance does 
not relieve the Group of its obligations  
to policyholders. 

Lancashire uses its reinsurance security 
Committee to assess the quality and 
financial strength of its reinsurers based  
on a combination of their financial 
strength, ratings and other factors.  
There is also continuous monitoring of  
the credit-worthiness of its reinsurers. 

MArKet risK
Market risk is the risk of financial loss  
due to movements in market factors.  
For Lancashire, this can manifest itself in 
several ways:

•   investment market movements; and/or 

•   “weaker” pricing in the primary 
insurance market.

The Group has a low investment risk 
appetite. investment guidelines set 
parameters which Lancashire’s external 
investment managers must operate  
within. Compliance with these guidelines  
is monitored on a monthly basis, while 
regular monitoring of the portfolio  
takes place in order to respond to  
market conditions.

Lancashire also acknowledges the patterns 
and cycles associated with its business and 
in the market generally. in anticipation of 
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3. Stay nimble:  
How to survive an  
imperfect storm

Paul Gregory

Paul is Chief underwriting  
Officer at Lancashire uk

2008’s hurricane ike was the third costliest offshore energy 
loss on record, causing an estimated $32 billion of damage. 
As the clear-up began, we predicted a surge in Gulf of Mexico 
energy premiums and allocated capital to write the business. 
by 2009 rates had improved dramatically, but demand fell far 
short of our expectations. energy companies saw that rates 
had doubled, and with the oil price low at $40 per barrel, they 
shied away. From our point of view, ike was an imperfect storm. 

but for Lancashire, it goes against the grain to see capital 
standing idle. we put our heads together and quickly spotted 
an opportunity: for regulatory and other reasons, insurers 
were under pressure to buy additional cover. That suited  
our book, and in a matter of days we switched the capital  
we had allocated to Gulf of Mexico energy to Property 
Catastrophe reinsurance.

we can move quickly because our lines of communication  
are short: our underwriters speak directly to the senior 
management team every day, during our underwriting 
conference call. we don’t have to compare diaries to get 
things done.

Where can I find out more?

Page 22. Business lines.
Page 25. Renewal price index.
Page 29. Underwriting results.
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either a “soft” or “hard” market scenario  
in the future, Lancashire’s underwriters  
will maintain high underwriting and  
pricing standards in order to maximise  
its risk adjusted returns. Market conditions 
are regularly assessed as the market changes 
and these assessments may involve input 
from the risk and underwriting Committees.

LiQuidity risK
Liquidity risk is the risk that the Group, 
although solvent, might not have sufficient 
available resources to enable it to meet its 
obligations as they fall due, or secure them 
only at an excessive cost. The Group’s 
liquidity objective is to preserve capital 
and provide adequate liquidity to support 
Lancashire’s underwriting operations. 
Moreover, it is not merely the intent to 
remain solvent following a period of 
significant loss, but also to have the 
resources to continue writing business,  
and to have sufficient capital to take 
advantage of any market dislocation.

The board has also established asset 
allocation and maturity parameters  
within the investment guidelines  
such that the intention is to have the 
majority of Lancashire’s investments  
in high quality assets which could be 
converted into cash promptly and at 
minimal expense. The creation of the  
core portfolio with its sub-set of  
guidelines ensures funds are readily 
available to meet potential insurance 
liabilities in an extreme event plus other 
near-term liquidity requirements. 

credit risK
Credit risk is the risk of loss in the value  
of financial assets due to counter-parties 
failing to meet part or all of their 
obligations (and potentially creating 
difficulties in Lancashire’s ability to pay 
valid claims), or changes to the market 
value of assets caused by changed 
perceptions of the credit-worthiness  
of counter-parties. 

4. Manage capital through the cycle: 
Returned with thanks

Charles Mathias

Charles is Chief underwriting  
Officer, Lancashire bermuda  
and Group underwriting  
Operations Director

At Lancashire, we don’t want the tail to wag the dog: capital 
is a means to an end, not an end in itself. we make sure we 
have enough to pay claims and write business, but too much 
capital would only reduce our return on equity and burn a 
hole in our pockets. if we can’t think of a smart way to use 
our shareholders’ capital, it seems right to give it back.

During the credit crunch in 2008-09, we couldn’t count  
on being able to tap the financial markets should we need  
to – so we set aside much more capital than we would 
otherwise have done, to make sure we had capacity.  
Towards the end of 2009, the debt and equity markets  
were recovering and we had seen other insurers raise funds 
successfully. so with our markets beginning to soften,  
we decided to pass that excess capital back.

in 2009, Lancashire returned $263 million to shareholders 
through a special dividend: including the currently authorised 
buyback, we will have returned approximately 88% of the 
money we raised when we did the iPO in 2005.

Where can I find out more?

Page 09. Return of capital.
Page 13. Return on Equity.
Page 32. Dividends.

At Lancashire, we don’t want the tail to wag the dog: capital At Lancashire, we don’t want the tail to wag the dog: capital 
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Lancashire is exposed to credit risk on  
its fixed income investment portfolio  
and derivative instruments, its inward 
premiums receivable from insureds and 
cedants and on any amounts recoverable 
from reinsurers. 

Lancashire mitigates its credit risk through 
the execution on its investment and credit 
strategy and policy, monitoring and 
avoidance of credit concentration and 
controls over premiums receivable from 
insureds and cedants as well as a strong 
broker vetting process and criteria.

operAtionAL risK
Operational risk is the risk of loss resulting 
from inadequate or failed internal 
processes, people or systems including the 
risks of fraud, damage to physical assets, 
business disruption, system failure and 
transaction processing failure. 

Lancashire has identified numerous 
operational risks to the Group including, 
but not limited to, risks from iT systems 
failures, business Continuity Planning, tax, 
regulatory, compliance, reputation and 
even ratings agencies actions. The Group 
has also set appropriate tolerances where 
necessary and/or implemented controls, 
policies and procedures while maintaining 
a robust corporate governance framework 
in order to mitigate its operational risks. 

strAtegic risK
The Group has identified several strategic 
risks, including the risks that either the 
poor execution of the business plan or 
poor business planning in itself results in a 
strategy that fails to adequately reflect the 
trading environment. The Group has also 
identified risks from the failure to maintain 
adequate capital plus the inability to 
access capital or access capital at an 
inflated cost. This includes unanticipated 
changes in regulator and/or rating agency 
models that could result in an increase in 
capital requirements. Lastly, the Group has 
identified succession planning, staff retention 
and key man risks as strategic risks.

The Group addresses the risks from  
poor planning through an iterative  
annual budget process, board approval  
of the budget, frequent monitoring  
of actual versus budgeted results  
and through a continual assessment  
and re-forecasting as market  
conditions change. 

risks associated with the effectiveness  
of the Group’s capital management are 
mitigated through the use of the bLAsT 
model, which is an integral part of the 
review of profitability and capital 
utilisation, as well as regular monitoring  
of the regulatory and rating agency  
capital requirements as stated above. 
business performance within the context 
of the overall strategy is reviewed with  
the board on a quarterly basis. Market or 
economic events may lead to a need to 
re-assess strategy more frequently. 

Finally, succession planning, staff retention 
and key man risks are mitigated through 
the identification of key personnel and 
maintaining appropriate back-up and 
succession plans, while employment 
contracts are also in place. 

Further detAiLs
Further discussion of the risks affecting 
Lancashire and those policies in place to 
mitigate them can be found in the risk  
disclosures section on pages 81 to 100.

Business environMent  
And outLooK
Lancashire is in a mature trading position, 
having now had over four years to develop 
broker and client relationships. Our core 
books are Property (which includes the 
Terror book), energy, Marine and Aviation. 
The development of our Property 
Catastrophe reinsurance book has  
moved forward as planned.

in contrast with the previous year, 2009 
was a benign year for losses across the 
entire industry and we experienced lower 
reported losses than the industry average. 
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Competition for business has increased in 
2010 and renewal prices are mostly lower 
than they were a year ago. rates in the 
reinsurance market are around 5% lower 
than the all-time high that was reached in 
2009, but the market remains disciplined.

As we expected, the specialist insurance 
classes are coming under pressure, but are 
mainly holding up well.

As primarily an insurance provider, 
Lancashire writes business over the  
course of the year and results are not 
driven by the strength of the 1 January 
renewal season. however, we write  
a substantial part of our Property 
retrocession and Property Catastrophe 
reinsurance books at 1 January. Our next 
major line of business renewal period is  
March through June on our energy  
Gulf of Mexico book. The Company’s 
Property Direct and Facultative and  
energy Offshore worldwide books are 
written throughout the year.

we have actively put capital to work  
at January renewals in the reinsurance 
market in order to take advantage of  
what we feel will be the best-rated 
business during the year. we see other 
opportunities throughout the year in 
Alternative energy, sovereign risk and 
Catastrophe-oriented Managing General 
Agency business. we are working with  
our distributors to exploit these 
opportunities slowly and carefully.

in 2010, the industry should pay  
attention to interest rate and inflation risk, 
investment income and the drying-up of 
reserve releases. when deciding strategy 
on risk classes, we see the combined ratio 
as the key to profitability. The Company’s 
aim is to provide shareholders with a risk 
adjusted rOe of 13% in excess of a risk- 
free rate over the insurance cycle.  
Taking into account the current pricing 
expectations for our preferred lines  
of business, the outlook for 2010  
appears reasonable.



We value our relationships  
and believe that success  
is unlikely to be achieved 
without a significant amount 
of effort put into those 
relationships. 

We are placing greater 
emphasis on marketing, which 
we believe will continue to 
afford us access to virtually 
all major risks placed in 
the market in the classes 
underwritten by Lancashire.

Corporate responsibility
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Highlights

LAnCAshire:

$52.0million 
Cost of providing employee benefits 
during 2009.

$1.1million 
Donation made to The Lancashire 
Foundation during 2009.

beneFiTs

LAnCAshire FOunDATiOn

2 39 ~ hiGhLiGhTs

40 ~ eMPLOYees

43 ~ envirOnMenT

43 ~ in The COMMuniTY

•  staff add tremendous value and are 
encouraged to stretch themselves and 
strive for high performance standards.

•  enjoys a positive relationship with its rating 
agencies and the Group has a financial 
strength rating of A minus (excellent)  
with a stable outlook from A.M. best.

•  shares were admitted to the Official List 
and to trading on the Main Market of the 
London stock exchange on 16 March 2009.

•  business is connected to insuring against 
natural catastrophes. The Lancashire 
Foundation supports Médecins sans 
Frontières which provides immediate  
aid to people affected by catastrophes.
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At Lancashire, we value our relationships 
and believe that success is unlikely to be 
achieved without a significant amount  
of effort maintaining those relationships. 

These relationships encompass clients  
and brokers, employees, regulators,  
rating agencies, the community,  
analysts and others.

Corporate responsibility continued

BroKers
it is difficult to overstate the importance 
of broker and customer relationships. Our 
business is almost all transacted through 
brokers. brokers need to know that insurers 
of their clients have excellent financial 
strength, a thorough understanding of the 
risks at hand, and a willingness and ability 
to provide first class service. 

Lancashire strives to meet all of these 
requirements. More than ever we are 
placing greater emphasis on marketing, 
which we believe will continue to afford us 
access to virtually all major risks placed in 
the market in the classes underwritten  
by Lancashire.

eMpLoyees
Lancashire staff add tremendous value  
to the organisation and are encouraged  
to stretch themselves and strive for high 
performance standards. expectations are 
high and our people work efficiently and 
decisively in order to capitalise on 
changing conditions. 

staff are highly aligned to the Lancashire 
goals and this is reflected in the results  
of our 2008 employee opinion survey. 

  Over 90% of respondents’ understand 
how their job contributes to the overall 
success of the Group

  Over 80% of respondents believe that 
the majority of employees at Lancashire 
are committed to making it a successful 
business

  Almost 80% of respondents believe that 
“if the Group does well, i will do well”

101 employees 
At March 2010 Lancashire had  
101 employees; 53 in London,  
45 in bermuda and 3 in Dubai
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Corporate responsibility continued

regulation, may write insurance on a direct 
procurement basis or take advantage of 
available exemptions.

rAting Agencies
Lancashire enjoys a positive relationship 
with its rating agencies. The Group has  
a financial strength rating of A minus 
(excellent) with a stable outlook from A.M. 
best. This rating is sufficient to allow the 
Group to trade successfully in all the major 
global insurance markets. it is also in 
discussion with standard and Poor’s 
(“s&P”) and Moody’s with a view to 
obtaining ratings from them in due course.

investor reLAtions
Lancashire has a full-time head of investor 
relations and Marketing who focuses  
on developing our relationships with 
investors, potential investors and analysts. 
A significant number of investor meetings 
in the u.k., europe and the u.s., presenting 
to analysts, sales teams, investors and 
potential investors, have been held  
during 2009.

reguLAtors
we place high importance on our 
relationship with regulators and  
we monitor changes in regulatory 
requirements closely. both our bermuda 
insurance operations (regulated by the 
bermuda Monetary Authority (“bMA”))  
and our uk insurance operations (regulated 
by the Financial services Authority (“FsA”)) 
are subject to routine regulatory reviews, 
although no such reviews were conducted 
during 2009. Our marketing company in 
Dubai is regulated by the Dubai Financial 
services Authority (“DFsA”).

Lancashire has also obtained eligibility  
as an excess and surplus lines insurer in 
many u.s. states. As at March 2010, LiCL 
and Luk were eligible for surplus lines 
insurance and reinsurance in 45 and 44 
u.s. jurisdictions respectively, but are  
not licensed insurers in any u.s. state  
or territory. For those u.s. states where 
LiCL or Luk is not currently excess and 
surplus lines eligible, Lancashire, subject  
to compliance with applicable law and 

in return Lancashire staff are offered 
competitive compensation but, more 
importantly, they are exposed to a wide 
breadth of responsibility and the 
opportunity for continuous learning. 

The following are quotes from staff  
when asked “what do you like most  
about Lancashire?”

“when i first joined i felt it was an 
extremely close knit environment with  
a family feel, which makes the office an 
easy place to work in.” 

“1. The people. 2. The fact that hard work  
is recognised and rewarded. 3. variety in 
my work.”

“Good people, high standards, [all] trying 
to do the right thing.”

“The feeling that all staff are committed 
and pull together, especially within the 
team i work.”

“A lot of great people who want the  
best for each other and the company.” 

notable initiatives during 2009
During 2009, Lancashire:
•   reviewed the Group’s reward 

systems and their alignment with  
the Combined Code;

•   increased the number of flexible benefits 
offered to all employees at Lancashire;

•   Provided enhanced training to all 
staff resulting in numerous training 
sessions being held internally on  
a variety of topics;

•   undertook a review of the employee 
handbook ensuring that staff  
members, in each of the Group’s three 
offices, were subject to equivalent 
privileges, rules and obligations; and

•   Awarded shares under the restricted 
share scheme during May 2009  
so that all those employed at  
31 December 2008 now have  
a stake in the Company’s equity.
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“What do you like most about Lancashire?”

“ 1. The people.  
2.  The fact that hard  

work is recognised  
and rewarded.

 3. Variety in my work.”
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Through longer-term programs, MsF  
treats patients with infectious diseases 
such as tuberculosis, sleeping sickness  
and hiv/AiDs and provides medical and 
psychological care to marginalised groups, 
such as street children.

Founded by doctors and journalists in 
1971, MsF is now a worldwide movement 
with sections in 19 countries and an 
international coordination office in 
Geneva, switzerland.

‘you’re here and you give us help’
The above is not a direct quote but 
summarises what MsF hear over and over 
again on the ground. it demonstrates a few 
key things: MsF are often the only non 
Governmental Organisation (“nGO”) in 
the region; MsF deliver the medical care 
themselves rather than merely dropping 
off supplies; MsF offer impartial medical 
care responding to the real crisis not to the 
cry of the media or government.

emergency response – Zimbabwe
in all MsF projects, they are prepared for 
emergencies. For instance, the bulk of 
MsF’s work in Zimbabwe is hiv/AiDs 
programs. however, when in late 2008  
a cholera outbreak steadily broke out 
throughout the country, MsF teams were 
able to respond immediately. The outbreak 
lasted far longer than anyone anticipated 
– beyond April 2009 – and affected over 
100,000 people. MsF treated around 
60,000 of those people. emergency 
response such as this is, arguably, what 
they do best and what they are best 
equipped to do over any other medical 
nGO. it is their financial independence, 
which The Foundation contributes to,  
that makes this possible.

consisting of Lancashire employees and 
independent members. specific criteria 
have been set for the Lancashire 
Foundation’s charitable giving. These 
criteria include causes where Lancashire 
staff or independent Donations Committee 
members have a close relationship  
with those who operate the charity  
and therefore have the ability to monitor 
and influence outcomes. 

During 2009, The Foundation has 
continued to support charities in bermuda, 
the u.k. and worldwide with an emphasis 
on those that address young people with 
special needs or disadvantaged 
circumstances and crisis relief work. 

Médecins sAns Frontières
in light of the fact that a significant 
element of Lancashire’s business is 
connected to insuring against natural 
catastrophes, The Foundation decided  
to support Médecins sans Frontières 
(“MsF”), a charity that The Foundation 
views as well equipped to provide 
immediate and lasting humanitarian  
aid to people directly affected by  
such catastrophes, due to its  
international presence. 

introduction
MsF is an independent international 
medical humanitarian organisation that 
delivers emergency aid in more than 60 
countries to people affected by armed 
conflict, epidemics, natural or man-made 
disasters or exclusion from healthcare.

in emergencies and their aftermath,  
MsF rehabilitates and runs hospitals  
and clinics, performs surgery, battles 
epidemics, carries out vaccination 
campaigns, operates feeding centres  
for malnourished children and offers 
mental health care. when needed,  
MsF also constructs wells, dispenses  
clean drinking water, and provides shelter 
materials like blankets and plastic sheeting.

Lancashire’s shares were admitted  
to the Official List and to trading on  
the main market of the London stock 
exchange (the “Main Market”) under the 
ticker symbol Lre.L on 16 March 2009. 
with effect from 10 June 2009, Lancashire 
was included in the FTse 250 index.

environMent
The Group has a commitment to the 
environment and is pleased with its status 
as Carbon Positive. The Group’s office 
emissions have been calculated by Pure, 
the Clean Planet Trust, and the carbon 
emissions associated with the energy 
usage in Lancashire’s offices in bermuda, 
Dubai and London have been offset with 
Pure. in offsetting with Pure, the Group 
has made a charitable donation that will 
support emissions reduction projects 
around the world using standards that 
meet the u.k. Government’s Code of best 
Practice. in addition, all carbon emissions 
resulting from the Group’s business travel 
are offset with Climate Care.

Luk is a founding supporter of the  
London City Climate Pledge. The goal  
of the London City Climate Pledge is to 
develop projects that verifiably reduce 
carbon emissions and which demonstrably 
benefit local communities by increasing 
incomes and improving quality of life.  
The London City Climate Pledge is 
administered by Pure.

LiCL has endorsed the Association of 
bermuda insurers and reinsurers’ Policy 
statement on Climate Change.

in the coMMunity
Lancashire established The Lancashire 
Foundation, a bermuda charitable trust in 
2007 with the aim of creating a charitable 
trust for the benefit of charitable causes  
in bermuda, the u.k. and worldwide.  
The Foundation’s trustee is an independent 
third party professional trust company 
that makes donations following 
recommendations made by the 
Foundation’s Donations Committee 
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Corporate responsibility continued

60,000 people
Of the 100,000 treated for cholera in 
Zimbabwe between 2008-2009, MSF 
treated 60,000 of those people.

ZIMBABWE CHOLERA OUTBREAK
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For the Lancashire Group, support for charities means more 
than putting a cheque in the post. From our earliest days, 
we’ve made charitable giving a Group-wide activity, and our 
people have backed us enthusiastically. There’s usually a 
personal connection between our employees and the charities 
we support: they include charities that have helped family 
members with health conditions, and smaller, local charities 
that have to compete for donations with better-known 
national organisations. The Lancashire Foundation supports 
charities in Bermuda, the U.K. and worldwide. Its Donations 
Committee comprises members of staff at every level of 
seniority, including receptionists and Board Directors.  
All have equal standing and voice. 

In 2009 the Foundation made a substantial donation to 
Médecins Sans Frontières (“MSF”), the medical and 
humanitarian aid organization (www.msf.org.uk). Because our 
business is affected by natural disasters, we feel a strong 
connection to the work of MSF with some of the world’s 
poorest and most vulnerable people, especially those in 
catastrophe – torn zones. Our contribution has helped MSF 
provide medical aid to those regions around the world where 
it was most needed, including an additional donation we made 
specifically for use in Haiti after the earthquake. Lancashire 
also supported an employee-inspired fund-raising whereby  
the Foundation matched donations made by staff and their 
families to the Haiti earthquake. The initiative raised a 
substantial sum and gave all our staff an opportunity to  
get involved in this important work.

We’re personally involved with most of the charities we 
support. Our people contribute their time and expertise,  
as well as voting donations through the Foundation. Examples 
of the charities we supported in 2009 were Bermuda’s 
Sunshine League, and in the U.K., JusB and Vauxhall City Farm.

•  �The Sunshine League (www.sunshineleague.bm) is a 
residential care home for displaced Bermudian children 

Paula Porter

Paula Porter is Chief Executive Officer,  
Lancashire UK

5. Charitable giving:  
With us, it’s personal 

between the ages of 8 and 16 years. The Sunshine League 
provides high-quality, therapeutic care and promotes 
traditional family values. It aims to help children develop 
skills and values that they can draw on throughout their 
lives. One of our employees acted as a mentor to one of  
the children supported by The Sunshine League.

•  �JusB (www.jusb.org.uk), which is based in the London 
Borough of Bromley, offers a brighter future to the area’s 
young people, helping them to develop their identity and 
self-esteem, avoid involvement in crime and anti-social 
behaviour, discover new skills and talents, and live in 
harmony within their community.

•  �Vauxhall City Farm (www.vauxhallcityfarm.org) provides 
an opportunity for Londoners to encounter farm animals 
from around the world, face-to-face. It aims to provide  
an educational, recreational and therapeutic program  
for children and people of all ages, abilities and cultures,  
to contribute to community cohesion and regeneration,  
and to promote environmental awareness.

Other charities supported by the Lancashire Foundation in 
2009 included, in Bermuda: Coalition for the Protection of 
Children, Family Centre, and Tomorrow’s Voices; and in the  
UK: Family Health ISIS, L’Arche, Edward Lloyd Trust, CrossFlow, 
Operation Smile, and Lloyd’s Patriotic Fund.

The Foundation also matches funds raised by members of  
staff through sponsored activities. In order to receive support, 
employees must choose a charity which is approved by the 
Donations Committee and demonstrate a strong personal 
commitment, for example by training for, and taking part in,  
a marathon or long-distance cycle race.  

In 2010, we are investigating opportunities to send teams  
of volunteers from the Lancashire Group of companies to 
personally assist charities in a number of developing countries.   

2
 C

O
R

PO
R

A
T

E RES
PO

NSIBI


LIT
Y

Annual Report & Accounts 2009  |  45



Annual Report & Accounts 2009 | 46

Lancashire seeks to achieve 
the highest standards of 
corporate governance;  
the Company aims to 
comply with the UK 
Combined Code on 
Corporate Governance  
as revised in 2008. 

Directors & Governance
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Highlights

corPorate governancetotaL sHareHoLder retUrns

sHare oWnersHiP

3 48 ~ tHe board 

50 ~ directors’ rePort

54 ~ corPorate governance

59 ~ directors’ remUneration rePort

six out of the ten members of the board 
are independent non-executive directors 
and the board composition complies with 
the UK combined code.

the composition of the audit committee 
conforms to the UK combined code 
requirement that the audit committee 
should be comprised of independent 
non-executive directors.

Ftse 250 and aim all share indices

Lancashire shares traded above the Ftse 250 

and aim all share indices throughout 2009

8 out of 10

8 out of its 10 directors hold shares in  

the company

remUneration

•  Policy designed to attract, retain and 
motivate highest calibre of executive 
directors and senior management

•   Policy based on our core principles:

 –  Knowledge of how remuneration is 
determined; and

 –  bonuses based on clear split between 
company and personal performance
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The Board

NON-EXECUTIVE DIRECTORS

MaRTIN ThOMaS (age 46) 
Non-Executive Chairman
martin thomas is a partner and  
board member of altima Partners LLP,  
a UK-based hedge fund manager, and  
a director of spearhead international 
Limited. Prior to this, he was an official  
of the bank of england, most recently  
on secondment to the eU commission 
where he worked in the Financial services 
Policy and Financial markets directorate  
of the eU commission’s internal market  
and services directorate general.  
before mr thomas joined the commission, 
he established the Financial markets  
Law committee at the bank of england.  
Prior to that, he was deputy chief 
executive of the Financial Law Panel  
and prior to that, senior counsel to  
the european central bank in Frankfurt.  
He started his career in private practice, 
specialising in corporate and commercial 
litigation at travers smith and in the law 
and regulation of financial services at 
clifford chance.
● ● ●

JOhN BIShOp (age 65) 
Non-Executive Director 
John bishop is an actuary with broad 
experience in the insurance sector. He has 
served on the boards of a number of 
insurance companies, both in an executive 
capacity and as a non-executive director. 
He is currently a non-executive director  
of berkshire Hathaway international, 
motability Finance Ltd. and Houston 
capital corporation Underwriting agency. 
mr bishop has previously worked at the 
euler group on its managing board and as 
chairman and chief executive officer of 
eagle star insurance company Ltd where 
he was responsible for the worldwide 
general insurance operations and, before 
that, as managing director of sun alliance  
UK insurance company.
● ● ●

JENS JUUl (age 61) 
Non-Executive Director
Jens Juul, the Honorary consul of sweden 
for bermuda, has 31 years of international 
reinsurance experience. He founded and 
managed subsidiaries for the storebrand 
group in Latin america and canada and 
was also the cFo of their U.s. subsidiary, 
christiana general, prior to moving to 
bermuda, where he was the founding  
chief executive officer of scandinavian 
reinsurance company Limited until his 
retirement in 2002. He is an arias-U.s. 
certified arbitrator and umpire.
● ● ● ●

Ralf OElSSNER (age 65) 
Non-Executive Director and Senior 
Independent Non-Executive Director
ralf oelssner was vice president of 
corporate insurance for Lufthansa german 
airlines until 31 october 2007. in 1979,  
he was appointed director of corporate 
insurance, and in 1990 was appointed 
managing director of Lufthansa’s in-house 
broker. mr oelssner became a member  
of the executive board of the captive 
insurance and reinsurance companies  
of Lufthansa in 2000 and served as 
chairman of the international air transport 
association (“iata”) in 1982 and 1983  
and as chairman of the iata risk & 
insurance managers’ Panel in 2001 and 
2002. He was chairman and president of 
airline mutual insurance, bermuda from its 
foundation in may 1986 until dissolution 
of the company in march 2007. He is 
president of the german risk managers’ 
association. He holds an m.a. in economics 
from cologne University.
● ● ●

ROBERT SpaSS (age 54) 
Non-Executive Director
robert spass is a founding partner  
of capital Z Partners, an investment  
firm he joined on its formation in 1998.  
mr spass previously held similar positions 

at insurance Partners, L.P. and international 
insurance advisors L.P. He currently serves 
on the board of Universal american 
Financial corp., endurance specialty 
Holdings, Ltd. and other privately-held 
companies.
● ●

WIllIaM SpIEgEl (age 47) 
Non-Executive Director
William spiegel is a founding partner of 
Pine brook road Partners, LLc, a private 
equity firm specialising in energy and 
financial services investing. mr spiegel has 
worked in the private equity industry since 
1990 at Lehman brothers and the cypress 
group. mr spiegel has a b.sc. in economics 
from the London school of economics, an 
m.a. in economics from the University of 
Western ontario and an m.b.a. from the 
University of chicago. mr spiegel has 
served on the boards of catlin group 
Limited, Financial guaranty insurance co., 
medPointe, inc., montpelier re Holdings 
Ltd., and scottish re group Limited.
● ● ●

BaRRy VOlpERT (age 50) 
Non-Executive Director
barry volpert is co-founder, chairman  
and chief executive officer of crestview 
Partners, LP a private equity firm. Prior  
to founding crestview Partners, LP he  
was a partner at goldman, sachs & co., 
where he was most recently head of the 
merchant banking division in europe, 
co-chief operating officer of the principal 
investment area worldwide and a director 
of goldman sachs international. He has  
a J.d. and m.b.a. from Harvard and received 
an a.b. from amherst college. He has 
served on the boards of many public  
and private companies, including oxbow 
carbon LLc, FHc Health systems, inc.  
and Key safety systems inc.
● 
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EXECUTIVE DIRECTORS

RIChaRD BRINDlE (age 47)
Chief Executive Officer
richard brindle was the driving force 
behind the establishment of Lancashire  
in late 2005 and serves as a member  
of the board. mr brindle joined ascot 
Underwriting agency in 2001 as a 
non-executive member of the ascot board, 
which was a position he held until his 
resignation in september 2005. as part  
of his directorship duties at ascot,  
mr brindle was responsible for a number  
of independent underwriting reviews  
and was chair of the strategic business 
development committee. mr brindle 
started his career in 1984 working at 
Posgate and denby managing agency 
which was later taken over by charman 
Underwriting agencies. in 1989 mr brindle 
was appointed as deputy underwriter of 
syndicate 488. in 1991 he was appointed 
as a director of charman Underwriting 
agencies and acted as main underwriter 
until 1999. mr brindle left charman 
Underwriting agencies when it was sold to 
the ace group of companies in bermuda.
●

 
 
NEIl MCCONaChIE (age 37)
president & Chief financial Officer
neil mcconachie joined Lancashire in 
February 2006 and leads the finance 
functions of the group and serves as group 
President and a member of the board.  
mr mcconachie was previously treasurer 
and chief accounting officer of montpelier 
re Holdings Ltd. mr mcconachie has 
extensive experience in debt and equity 
capital markets transactions in the U.K.  
and the U.s. public markets, and has also 
previously held positions of chief risk 
officer and chief operating officer.  
mr mcconachie has a b.a. in accounting and 
Finance from Heriot-Watt University and  
an m.b.a. from edinburgh business school.
●

SIMON BURTON (age 39) 
Deputy Chief Executive Officer
simon burton joined Lancashire in  
march 2006, and serves as a member of 
the board. mr burton previously spent 10 
years at Financial solutions international 
(“Fsi”), an underwriting division of the  
ace group of companies that specialised  
in non-traditional products including 
insurance, reinsurance, retrocessional  
and retrospective risks. He has held various 
roles within Fsi, his most recent being 
President of the unit with responsibility  
for underwriting, operations and financial 
performance of Fsi’s offices in bermuda, 
London, dublin and sydney. Prior to joining 
ace, mr burton was a consulting actuary 
at towers Watson in London and bermuda.
●

COMpaNy SECRETaRy

gREg lUNN
group general Counsel
greg Lunn joined Lancashire in February 
2006. He is chief executive officer of 
Lancashire insurance company Limited in 
bermuda and he is also responsible for all 
legal affairs for the group. Prior to joining 
Lancashire, mr Lunn was employed with 
the ace group of companies, most 
recently at ace Limited in bermuda where 
he was compliance counsel. between 2000 
and 2003 mr Lunn was Legal counsel for 
ace european group in London. mr Lunn is 
a qualified solicitor in england and is also  
an attorney admitted to the bermuda bar. 
He obtained his law degree from the 
University of buckingham in england. Prior 
to becoming a lawyer mr Lunn spent a 
number of years as an investment manager 
with Hsbc in Hong Kong. He also served a 
short service commission in the british army.

Key

● Main board member
● Audit committee
●  Nomination and corporate governance 

committee
● Remuneration committee
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OVERVIEW Of ThE gROUp
Lancashire is a bermuda incorporated company with operating subsidiaries in bermuda, London and dubai. the company’s common 
shares were admitted to trading on aim in december 2005 and were subsequently moved to the official List and to trading on the main 
market of the London stock exchange on 16 march 2009.

pRINCIpal aCTIVITIES
the company’s principal activity, through its wholly owned subsidiaries, is the provision of global specialty insurance and reinsurance 
products. an analysis of the group’s business performance can be found in the business review on pages 20 to 37.

RESUlTS aND DIVIDENDS
For the year ended 31 december 2009, the following dividends were declared:
•  an interim dividend of $0.05 per common share and warrant was declared on 29 July 2009 and paid on 7 october 2009 in pounds 

sterling at the pound/U.s. dollar exchange rate of 1.6221 or £0.030824 per common share and warrant;
•  a special dividend of $1.25 per common share and warrant was declared on 5 november 2009 and paid on 6 January 2010 in pounds 

sterling at the pound/U.s. dollar exchange rate of 1.6529 or £0.75625 per common share and warrant; and
•  a final dividend of $0.10 per common share and warrant was declared on 26 February 2010 to be paid on 14 april 2010 in pounds 

sterling at the pound/U.s. dollar exchange rate on the record date of 19 march 2010 or approximately £0.064 per common share  
and warrant.

DIVIDEND pOlICy
Lancashire intends to maintain a strong balance sheet at all times, while generating an attractive risk adjusted total return for 
shareholders. We will actively manage capital to achieve those aims. capital management is expected to include the payment of  
a sustainable annual dividend, supplemented by special dividends from time to time. dividends will be linked to past performance and 
future prospects. Under most scenarios, the annual dividend is not expected to reduce from one year to the next. special dividends are 
expected to vary substantially in size and in timing.

DIRECTORS
John bishop (non-executive director)
richard brindle (chief executive officer)
simon burton (deputy chief executive officer)
Jens Juul (non-executive director)
neil mcconachie (President, chief Financial officer)
ralf oelssner (senior independent non-executive director)
robert spass (non-executive director)
William spiegel (non-executive director)
martin thomas (non-executive chairman)
barry volpert (non-executive director)

Directors’ report
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DIRECTORS’ INTERESTS
the directors’ beneficial interests in the company’s common shares as at 31 december 2009 and 2008 including interests held by 
family members were as follows:
 Common shares held at  Common shares held at
Director 31 December 2009 31 December 2008

John Bishop 4,807 4,807

Richard Brindle 657,191 430,065

Simon Burton 180,000 240,000

Jens Juul 10,000 10,000

Neil McConachie 239,270 47,500

Ralf Oelssner – –

Robert Spass 222,500 372,500

William Spiegel 70,240 70,240

Martin Thomas 6,950 6,950

Barry Volpert – –
 

there have been no changes in directors’ shareholdings between the end of the financial year and the date of this report.

certain of the directors hold warrants over the company’s shares which were awarded prior to the company’s admission to aim in  
december 2005 along with other warrants awarded to the company’s founders and employees as follows: richard brindle 8,367,181,  
neil mcconachie 956,359, simon burton 676,660 and William spiegel 481,182. in addition to the directors’ interests set out above, 
barry volpert is managing member, chairman and ceo of crestview Partners, LP which at 31 december 2009 had an interest in 
12,800,000 shares in the company and 1,183,180 warrants over the company’s shares. robert spass is the beneficial owner of 
1,549,135 warrants over the company’s shares.

Further details of the executive directors’ warrants are included in the directors’ remuneration report.

TRaNSaCTIONS IN OWN ShaRES
the company repurchased 2,406,674 of its own common shares from november 2009 through to 31 december 2009 for a total 
consideration of approximately $16.9 million as part of the $100.0 million share buyback program authorised by the board on  
30 april 2008. the repurchased shares are held in treasury.

DIRECTORS’ REMUNERaTION
details of the directors’ remuneration are set out in the directors’ remuneration report on pages 59 to 67.
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Directors’ report continued

SUBSTaNTIal ShaREhOlDERS
as at 5 march 2010 the company was aware of the following interests of 3% or more in the company’s issued share capital:

  Number of shares as at
Name 5 March 2010  % of shares in issue

Crestview Partners LP 12,800,000 7.5%

Legal & General Group Plc 10,192,432 6.0%

Wellington Management Company, LLP 9,382,650 5.5%

BlackRock Merrill Lynch Investment Managers 8,616,832 5.1%

Steadfast Capital LP 8,564,154 5.0%

Artisan Partners Limited Partnership 6,310,933 3.7%

Franklin Resources, Inc. 5,825,871 3.4%

RH Moore, LP 5,128,098 3.0%

CORpORaTE gOVERNaNCE
the company’s compliance with the combined code on corporate governance 2008 is set out in the corporate governance section  
of this report on pages 54 to 58.

DONaTIONS
on 14 may 2009 the board of directors approved a cash donation of $1.1 million (2008 – $1.0 million) to the Lancashire Foundation.
Lancashire established the Lancashire Foundation, a bermuda charitable trust in 2007 with the aim of creating a trust for the  
benefit of charitable causes in bermuda, the U.K. and worldwide (the “Foundation”). the Foundation’s trustee is an independent third 
party professional trust company that makes donations following recommendations made by the Foundation’s donations committee 
consisting of Lancashire employees and independent members. specific criteria have been set for the Foundation’s charitable giving.  
these criteria include causes where Lancashire staff or independent donations committee members have the ability to monitor  
and influence outcomes.

the Lancashire Foundation has continued to support charities in bermuda, the UK and worldwide with an emphasis on causes that 
address young people with special needs or disadvantaged circumstances and crisis relief work.

the group did not make any political donations or expenditure during 2009.

hEalTh aND SafETy
the group considers the health and safety of its employees to be a management responsibility equal to that of any other function.  
the group operates in compliance with health and safety legislative requirements in bermuda, the U.K. and dubai.

EMplOyEES
Lancashire is an equal opportunity employer, and does not tolerate unfair discrimination of any kind in any aspect of employment, 
including retirement, recruitment, training, promotion, compensation, benefits, advancement and career development. the group 
believes that education and training for employees is a continuous process and employees are encouraged to discuss training needs 
with their managers. the group’s health and safety, equal opportunities, training and other policies are available to all employees in  
the employee handbook which is available on the group’s intranet.

CREDITOR payMENT pOlICy
the group aims to pay all creditors promptly and in accordance with contractual and legal obligations.

fINaNCIal INSTRUMENTS aND RISk EXpOSURES
information regarding the group’s risk exposure is included in the risk disclosures in the consolidated financial statements.  
the group’s use of derivative financial instruments can be found at note 19 of the consolidated financial statements.
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aCCOUNTINg STaNDaRDS
the group’s consolidated financial statements are prepared in accordance with accounting principles generally accepted under 
international Financial reporting standards (“iFrs”) as adopted by the european Union. Where iFrs is silent, as it is in respect of the 
measurement of insurance products, the iFrs framework allows reference to another comprehensive body of accounting principles. in 
such instances, management determines appropriate measurement bases, to provide the most useful information to users of the 
consolidated financial statements, using their judgement and considering the accounting principles generally accepted in the United 
states (“U.s. gaaP”).

aNNUal gENERal MEETINg
the company’s annual general meeting is scheduled for 1.00pm on 4 may 2010. notice of the annual general meeting and the form  
of proxy accompany this annual report. at the special general meeting (“sgm”) held on 16 december 2009 the shareholders approved 
a repurchase program authority pursuant to which the company may repurchase its own shares by way of on market purchases  
up to an aggregate purchase price of $150.0 million, to expire 12 months following the sgm. the company will propose, at the annual 
general meeting, that the repurchase program authority be renewed. 

ElECTRONIC aND WEB COMMUNICaTIONS
Provisions of the companies act 1981 of bermuda enable companies to communicate with members by electronic and/or website 
communications. before the company can communicate with a member by means of website communication, the relevant member 
must be asked individually by the company to agree that the company may send or supply documents or information to him by means 
of a website and the company must have received a positive response. the company will notify the member (either in writing, or by 
other permitted means) when a relevant document or other information is placed on the website and a member can always request a 
hard copy version of the document or information.

gOINg CONCERN
the business review section on pages 20 to 37 sets out details of the group’s financial performance, capital management, business 
environment and outlook. in addition, starting on page 81 the risk disclosures section of the consolidated financial statements sets  
out the major risks the group is exposed to, including insurance, market, liquidity, credit, operational and strategic, together with  
the group’s policies for monitoring and controlling its exposures to these risks.

the directors believe that the group is well placed to manage its business risks successfully despite the current uncertain  
economic outlook.

after making enquiries, the directors have a reasonable expectation that the group has adequate resources to continue its operational 
existence for the foreseeable future. accordingly, they continue to adopt the going concern basis in preparing the annual report  
and accounts.

aUDITORS
resolutions will be proposed at the company’s annual general meeting to re-appoint ernst & Young as the company’s auditors and  
to authorise the directors to set the auditors’ remuneration. ernst & Young have served as the company’s auditors since 2005.

DISClOSURE Of INfORMaTION TO ThE aUDITORS
each of the persons who is a director at the date of approval of this annual report confirms that:

•  so far as the director is aware, there is no relevant audit information of which the company’s auditors are unaware; and

•  the director has taken all the steps that he ought to have taken as a director in order to make himself aware of any relevant audit 
information and to establish that the company’s auditors are aware of that information.

approved by the board of directors and signed on behalf of the board.

gREg lUNN, COMpaNy SECRETaRy
5 MaRCh 2010
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Lancashire seeks to achieve the highest standards of corporate governance. currently, the company complies with the UK combined 
code on corporate governance as revised in 2008 (the “combined code”) except as stated in this corporate governance section of this 
annual report. there are no bermudian corporate governance standards similar to the combined code that apply to Lancashire.

BOaRD aND COMMITTEE aDMINISTRaTION
the board has overall responsibility for the leadership and control of Lancashire’s business. the board has reserved a number of matters 
for its decision, including responsibility for the oversight of the management of the group and approval of the group’s long-term 
objectives and commercial strategy. the board has delegated certain matters to the committees described below. the committees 
report to the board.

the board has separate appointments for the roles of chairman and chief executive officer. the day to day management of the 
company and implementation of board decisions and strategy is carried out by the executive directors and senior management.  
the board and its committees meet on a quarterly basis and occasionally more frequently as circumstances dictate. at board meetings, 
the directors review all areas and developments of the group’s business and receive reports from management on underwriting,  
finance and any other key matters affecting the company. the directors are provided with information necessary for them to fulfill  
their responsibilities including quarterly reports and full board papers. additional information is provided to the directors as and  
when necessary and the directors have access to independent professional advice as required.

MEETINg aTTENDaNCE SChEDUlE
the board and committee attendance record during 2009 of the directors who held office at the end of the year is as follows:

    Nomination   
       and corporate   
   audit governance Remuneration Investment Underwriting
 Board committee committee committee committee committee

Non-executive directors

John Bishop 4/4 4/4  4/4 – – 4/4

Jens Juul 4/4 4/4 4/4  5/5 – 4/4

Ralf Oelssner 3/4 3/4 – 4/5 – 3/4

Robert Spass 4/4 4/4 – – 4/4 –

William Spiegel 4/4 4/4 – 5/5 – –

Martin Thomas – Chairman 4/4 – 4/4 4/5 – –

Barry Volpert 4/4 – – – 4/4 –

Executive directors

Richard Brindle – Chief Executive Officer 4/4 – – – 4/4 4/4

Neil McConachie 4/4 – – – 4/4 –

Simon Burton 4/4 – – – – 4/4

ThE DIRECTORS
John bishop, Jens Juul, ralf oelssner, William spiegel and martin thomas are independent under the combined code as each is 
independent in character and judgement and has no relationship or circumstance likely to affect his independence. ralf oelssner  
is the senior independent director. martin thomas was independent upon his appointment as chairman on 1 may 2007. the board 
determined, on 4 november 2009, that robert spass was independent following the termination, earlier in the year, of a monitoring 
agreement between Lancashire and capital Z, which agreement had been in existence since early in the group’s history. barry volpert  
is not independent under the combined code due to his appointment by and affiliation with specific shareholders.

accordingly, six out of the ten members of the board are independent non-executive directors and the board composition complies 
with the combined code requirement that independent non-executive directors, excluding the chairman, should make up at least half 
of the board.
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in accordance with the company’s bye-laws, one-third of the directors shall retire by rotation at each annual general meeting (“agm”). 
the directors eligible for re-election are those who have been longest in office since their appointment or last re-election. Jens Juul and 
John bishop were appointed by the board as directors on 16 november 2007 and 19 march 2008, respectively. martin thomas and neil 
mcconachie were re-appointed at the 2007 annual general meeting held on 1 may 2007 to hold office until 2010. accordingly Jens Juul, 
John bishop, martin thomas and neil mcconachie will stand for re-election, for a further three years, by the company’s shareholders at  
the annual general meeting scheduled to take place on 4 may 2010 as detailed in the notice of annual general meeting accompanying 
this report.

INfORMaTION aND TRaININg
on appointment the directors receive written information regarding their responsibilities as directors and information about the 
group. the new director induction process includes meeting with senior management, visiting the company’s operations and the 
provision of key information.

Prior to the company’s admission to the official List in 2009 and to trading on the main market of the London stock exchange the 
board was kept informed of the company’s aim and bermuda law requirements on a regular basis. Leading up to the company’s 
admission to the official List in march 2009 and to trading on the main market, information regarding the obligations of the company 
and the directors to comply with the Listing rules of the Financial services authority was provided in written form and by oral 
presentation to the directors. information regarding the company’s official List and bermuda law obligations and on the combined 
code continues to be provided on a regular basis. all the directors have access to the company secretary who is responsible for 
updating the board with any legal, regulatory or compliance developments affecting the company. the directors also have access  
to independent legal advice as required. regular sessions are held between the board and management during which in-depth 
presentations covering areas of the group’s business are made. the directors have the opportunity during these presentations  
to ask questions about the subject matter.

BOaRD pERfORMaNCE EValUaTION
Performance evaluation of the board, its committees and individual directors takes place on an annual basis and is conducted  
by the chairman under the direction of the nomination and corporate governance committee. the aim of this work is to  
assess the effectiveness of the board and its sub-committees in terms of performance, composition, supporting processes  
and management of the group. in 2009, as in prior years, external consultants were appointed to assist in the evaluation.
each board member and selected executives completed on-line questionnaires to assess individual and team styles.  
these questionnaires were followed by interviews with the external specialists to ascertain their views on the board’s  
effectiveness and the management of the company.

views were collated under six categories: Performance of the board, Processes, role of the chairman, non-executive directors, 
Leadership and the Performance of sub-committees. these views were incorporated into a summary report on an anonymous basis, 
under the sub headings strengths and areas for improvement. the report, including conclusions and recommendations, was reviewed 
and evaluated by the nomination and corporate governance committee, made available to the board, and discussed at the following 
board meeting.

in addition to the performance evaluation noted above: the chairman led an assessment of the chief executive officer, the chief 
executive officer undertook individual performance reviews for the executive directors, and the senior independent director conducted 
a review of the performance of the chairman by having a meeting with all the non-executive directors. copies of the executive director 
performance appraisals were supplied to the remuneration committee.

the evaluations undertaken in the 2009 financial year found that the board operates effectively and has a good blend of insurance, 
investment and regulatory expertise. all non-executive directors are committed to the continued success of the company and to 
making the board work effectively. attendance at and preparation in advance of board meetings is good; non-executive directors 
provide further support via membership of sub-committees and through informal, bi-lateral discussion and debate.
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infrastructure, processes and governance mechanisms are in place to support effective performance of the board. steps will be taken to 
build the board’s risk expertise and enhance further the effectiveness of risk management processes. the nomination and corporate 
governance committee will review top level organisation structure and reporting, leadership capability, succession and talent pipeline 
at executive and non-executive level. Work is under way beneath board level to strengthen the overall management of the business.

the board will continue to review its procedures, its effectiveness and development in the financial year ahead.

RElaTIONS WITh ShaREhOlDERS
throughout 2009, the Head of investor relations and marketing presented to several of the company’s major shareholders and the 
investor community. Feedback from analysts following presentations was reported to the board. conference calls with the investment 
community have been held following announcement of the company’s financial results. the company has also commissioned 
shareholder reports to review the make up of its beneficial shareholder base. the company’s chairman and the non-executive directors 
are also available to meet with major shareholders at the company’s annual general meeting and throughout the year. shareholders are 
encouraged to attend the company’s annual general meeting and to vote on shareholder resolutions.

COMMITTEES
the board has established audit, nomination and corporate governance, remuneration, investment and underwriting committees.  
each of the committees has detailed terms of reference, which can be viewed on the company’s website (www.lancashiregroup.com). 
the committees are generally scheduled to meet quarterly prior to the board meetings at which they report.

the composition of the committees as at 31 december 2009 was as follows:

    Nomination
    and corporate
   audit governance Remuneration Investment Underwriting
   committee committee committee committee committee

John Bishop  ✓ ✓   ✓

Jens Juul  ✓ ✓ ✓  ✓

Ralf Oelssner  ✓  ✓  ✓

Robert Spass  ✓ (chair)   ✓

William Spiegel  ✓  ✓(chair)

Martin Thomas   ✓ (chair) ✓

Barry Volpert     ✓(chair)

Richard Brindle     ✓ ✓ (chair)

Neil McConachie     ✓

Simon Burton      ✓

aUDIT COMMITTEE
the composition of the audit committee conforms to the combined code requirement that the audit committee should be comprised 
of independent non-executive directors. the audit committee is chaired by robert spass, who has recent and relevant financial 
experience. the audit committee is responsible for the effectiveness of the internal and external audit functions. the audit committee’s 
responsibilities are contained in their terms of reference. these include reviewing and reporting to the board on the preparation of the 
company’s financial information, announcements relating to the company’s financial results and monitoring the independence of the 
company’s auditors.

the audit committee has reviewed arrangements by which staff may, in confidence, raise concerns about improprieties in matters of 
financial reporting or other matters and such arrangements have been documented in a Whistle-blowing Policy. training on the 
Whistle-blowing Policy is provided to all staff members every year.
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NOMINaTION aND CORpORaTE gOVERNaNCE COMMITTEE
the nomination and corporate governance committee’s responsibilities are contained in their terms of reference. these include 
reviewing the structure, size and composition (including the skills, knowledge and experience) of the board and making 
recommendations regarding changes. much of the work of the nomination and corporate governance committee involved the 
performance evaluation of the board – see page 55.

REMUNERaTION COMMITTEE
the remuneration committee’s responsibilities are contained in their terms of reference. these include determining remuneration  
for the company’s executives, directors and senior management of the group, within a framework agreed with the board.

INVESTMENT COMMITTEE
the investment committee’s responsibilities are contained in their terms of reference. these include recommending and monitoring 
investment strategies, recommending appointments of fund managers for the group’s investments and monitoring the cash flow, 
liquidity and working capital of the group.

UNDERWRITINg COMMITTEE
additional members of the underwriting committee, who are not directors of the company, are bryan bumsted, alex maloney,  
charles mathias and Paula Porter. the positions and summaries of the experience of these non-director members of the underwriting 
committee can be found on the company’s website at www.lancashiregroup.com. the underwriting committee’s responsibilities are 
contained in its terms of reference. these include reviewing and monitoring compliance with the group’s underwriting guidelines  
and policies, formulating underwriting strategy, reviewing aggregate underwriting exposures and reviewing compliance with Probable 
maximum Loss tolerance limits.

INTERNal CONTROlS
the board is responsible for maintaining a robust framework of internal control and risk management and for overseeing and  
ensuring the effectiveness of the group’s risk and control processes. While retaining overall responsibility for risk management, 
including establishing the group’s overall risk profile and risk tolerances, the board has assigned responsibility to the audit committee 
for reviewing the group’s internal control and financial reporting systems (including financial, operational, compliance and risk 
management). these systems are designed to identify promptly significant risks facing the company so that such risks remain within 
the tolerance levels agreed by the board. the board acknowledges that the company cannot eliminate all risks, but believes that 
comprehensive assessment and management of the risks facing the company enables the business to operate within acceptable levels 
of risk. the audit committee reports, and makes recommendations, to the board regarding the effectiveness of internal controls and  
its risk management policies and procedures. during 2009, the audit committee reviewed the effectiveness of the company’s internal 
controls and risk management systems, reviewed the company’s financial reporting and held closed sessions with the company’s 
internal and external auditors and with management.

INTERNal aUDIT
the group internal audit department reports directly to the audit committee. each year it presents an audit plan to the audit 
committee for consideration and approval. the key objective of internal audit is to audit annually those areas of the group’s business 
that could present the highest risk to the achievements of the group’s business objectives, and to audit all other areas of the group’s 
operations at least once every three years.

the findings of each internal audit are reported to the audit committee which has a responsibility to ensure the timely implementation 
of agreed management actions and to review the status of these at each of its meetings.

the company continues to engage Pricewaterhousecoopers to carry out specialist internal audit work and to provide additional 
capacity on an as required basis.
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EXTERNal aUDIT aND pROVISION Of NON-aUDIT SERVICES
the audit committee is responsible for reviewing and monitoring the external auditors’ objectivity and reporting to the board to  
ensure that the auditors’ objectivity and independence is safeguarded. the board is responsible for reviewing the effectiveness of  
the external audit which is reported on by the audit committee. in 2009, ernst & Young performed certain non-audit services in relation 
to: the company’s application for admission on the official List of the London stock exchange; transfer pricing; solvency ii; individual 
capital assessment; and taxation advisory. during 2009, the audit committee monitored the provision of these services. the audit 
committee and the board are currently satisfied with the objectivity and independence of the auditors.

ENTERpRISE RISk MaNagEMENT
an integrated approach to governance, risk management and compliance is at the core of the group’s risk management strategy.  
this integrated approach helps to provide a more robust and sustainable approach to compliance management while meeting related 
risk and governance requirements.

the risk management department increased its focus on the application of its enterprise risk management principles in 2009  
while emphasising the need to continue to embed erm and integrate good governance, risk management and compliance into  
the organisation.

Further discussion of the risks affecting Lancashire and those policies in place to mitigate them can be found in the risk disclosures 
section on pages 81 to 100.
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Directors’ remuneration report

DIRECTORS’ REMUNERaTION REpORT
as a company incorporated in bermuda, the UK directors’ remuneration report regulations 2002 do not apply to Lancashire.  
However, the board is committed to providing information to shareholders and complying with corporate governance standards  
and best practices to the appropriate extent, taking into account the company’s size and the nature of its business.

all information shown below is unaudited.

REMUNERaTION COMMITTEE
the remuneration committee comprised the following members during the year and to the date of this report (all of whom are 
independent non-executive directors excluding martin thomas, the chairman of the board, who was independent on appointment):

Jens Juul
ralf oelssner
William spiegel (chair) 
martin thomas

the remuneration committee’s responsibilities are contained in their terms of reference, a copy of which is available on the company’s 
website. these responsibilities include determining remuneration for the company’s executive directors and senior management of the 
group within a framework agreed with the board. the committee’s remit includes determining the remuneration of the chief risk 
officer and Head of internal audit.

aDVICE TO ThE REMUNERaTION COMMITTEE
during 2009, as in 2008, Hewitt new bridge street (“Hnbs”) were appointed by the remuneration committee to give advice on market 
trends, practices and appropriate levels of remuneration for executive directors and members of senior management. Hnbs did not 
provide any other services to the company during 2009. greg Lunn, the company secretary, and dewey & Leboeuf LLP, the company’s 
legal counsel, provided the remuneration committee with advice in relation to remuneration matters including the operation of the 
company’s share schemes. dewey & Leboeuf LLP provided other legal services to the group during 2009.

meetings of the remuneration committee may also be attended by other directors including the chief executive officer and chief 
Financial officer, but such attendance is by invitation only and not by right. the chairman and the executive directors are not involved 
in determining their own remuneration.

REMUNERaTION pOlICy
the company’s remuneration policy is geared towards providing a level of remuneration which attracts, retains and motivates executive 
directors and senior management of the highest calibre to further the company’s interests and to optimise long-term shareholder 
value creation, within appropriate risk parameters. the remuneration policy also seeks to ensure that executive directors and senior 
management are provided with appropriate incentives to drive individual performance and to fairly reward them for their contribution 
to the successful performance of the company.

the remuneration committee has adopted the principle that base salary should be set broadly in line with the median of peer 
companies for executives in a role of comparable standing and that executive directors should be able to achieve total remuneration  
at the upper quartile level (compared to peer companies generating similar returns) when justified by superior performance.  
the remuneration committee also takes into account levels of pay elsewhere in the group, when determining the pay levels for 
executive directors and senior management.

the details of the component parts of the remuneration package for executive directors are set out below.

the executive directors’ remuneration is made up of the following elements:

• base salary

• annual bonus

• long-term share-based incentives (“restricted shares”)

• pension

•  other benefits, comprising medical, dental, vision and life insurance coverage, gym membership as well as a housing allowance 
for expatriates.
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BaSE SalaRy
salaries for executive directors are determined by the remuneration committee at the beginning of each year and when an individual 
changes responsibility or position.

From 1 January 2010, the salaries for executive directors have been increased as follows: richard brindle, chief executive officer – 
no increase; neil mcconachie, President and chief Financial officer – 25.6% increase; and simon burton, deputy chief executive officer 
– no increase. the increase to neil mcconachie’s salary reflects the market value of the individual and his new role as group President. 
this new role represents a significant increase in scope and complexity and the new salary level has been arrived at following a detailed 
market benchmarking exercise. the effect of this change is to move neil mcconachie’s salary and total compensation to a position 
broadly comparable to a median position of peers.

aNNUal BONUS
bonuses will be based on a clear split between company financial performance and personal performance on a 75:25 basis for the  
three executives.

Financial performance will have two components: 

(i)  absolute financial performance against the company’s board approved 2010 budget. this component will be measured by the 
achievement of a target growth in book value per share. growth in book value per share continues to be the most appropriate 
operational metric to measure the growth in value that the shareholders have received over the course of the financial year. 

(ii)  relative financial performance against a well defined peer group. this component will be measured by comparing Lancashire’s growth 
in book value per share against a peer group. the 2010 defined peer group consists of: amlin plc, axis capital Holdings Limited, 
beazley plc, brit insurance Holdings n.v., catlin group Ltd., endurance specialty Holdings Ltd., Flagstone reinsurance Holdings 
Limited, Hiscox Ltd., montpelier re Holdings Ltd., renaissancere Holdings Ltd. and validus Holdings Ltd. should one of these 
companies undergo extensive change in capital size or market focus the remuneration committee will consider whether they should 
still remain in the peer group. if the company loses any money in a year, the relative performance component will not be used as  
an input for financial performance.

Personal performance will be based upon individual achievement of clearly articulated goals created at the beginning of each fiscal year 
and agreed to by the group ceo.

as in 2009, the level of bonus for 2010 will be capped at 400%, 350% and 350% of salary for the executive directors – the chief 
executive officer, President and chief Financial officer and deputy chief executive officer respectively. the target level of bonus is  
half of the maximum. bonus payments will be made when all information necessary to compute the bonuses has been obtained. 

a portion of each executive director’s bonus may be paid in stock that cliff vests in two years from 1 January of the year in which the 
stock is awarded. For the 2009 bonus, cash awards were made up to 100% of bonus target and any excess beyond that was paid in stock 
that cliff vests on 1 January 2012.

lONg-TERM INCENTIVES
in 2008, the company introduced a restricted share scheme (“rss”). Under the rss, executives may be granted a conditional award  
of shares which are released to the executive after three years, subject to the achievement of performance conditions and continued 
employment. the purpose of awards under the rss is to motivate and retain certain individuals who are responsible for the attainment 
of the primary long-term performance goals of the company and its subsidiaries. the executive directors are eligible to receive share 
awards under the rss at the discretion of the remuneration committee. awards are made each year following the announcement of the 
company’s results.

the remuneration committee has considered carefully the grant levels and performance conditions for awards in 2010. restricted award 
levels will be 375,000 for the chief executive officer, 152,500 for the President and chief Financial officer and 81,250 for the deputy 
chief executive officer with the actual number of shares received subject to satisfaction of time and performance conditions as set  
out below.
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For half of each award the performance condition will be based on the company’s total shareholder return (“tsr”) performance against  
a pre-defined comparator group of international insurance companies over the three year performance period. 25% of this part of the 
award will vest if the company’s tsr is equal to the company whose tsr is ranked at the median. all of this part of the award will vest  
if the company’s tsr is equal to the company whose tsr is ranked at the upper quartile or above. vesting will take place on a straight-
line between 25% and 100% for tsr performance between median and upper quartile.

For the remaining half of each award the performance condition is based on roe over 3 financial years in the performance period.  
25% of this award will only vest if average annual roe over the performance period exceeds the 13 week treasury rate (the average 
taken quarterly over the performance period) plus 8%. all of this part of the award will vest if the company’s average roe is equal to 
the 13 week treasury rate (the average taken quarterly over the performance period) plus 18%. vesting will take place on a straight- 
line basis between 25% and 100% for roe performance.

tsr and roe were chosen as performance criteria on the basis that tsr provides an objective reward for stock market out-performance 
of the company’s peers and roe provides a focus on underlying financial performance.

pENSION
executive directors receive pension contributions from the company under defined contribution pension plans. For the bermuda based 
plan executive directors receive a company contribution of 10% of base salary. the group ceo receives a 10% base salary contribution 
to a UK defined contribution pension plan in respect of his salary and employment with the company’s UK operations. details of the 
pension contributions made to executive directors are set out on page 63.

OThER BENEfITS
other benefits for executive directors comprise medical, dental, vision and life insurance coverage, gym membership, as well as a 
housing allowance for expatriates.

SERVICE CONTRaCTS
the executive directors of the company are richard brindle, neil mcconachie and simon burton. richard brindle was appointed as 
chief executive officer of the company under an original service contract dated 9 december 2005. neil mcconachie was appointed as 
chief Financial officer under an original service contract dated 1 February 2006. simon burton was appointed deputy chief executive 
officer under an original service contract dated 1 January 2007.

richard brindle’s, neil mcconachie’s and simon burton’s original service contracts with the company were replaced with service 
contracts entered into with effect from 1 January 2009.

in the event of early termination, the executive directors’ contracts provide for compensation up to a maximum of base annual salary 
plus the fair value of benefits to which the executive directors are contractually entitled for the unexpired portion of the notice period. 
the company seeks to apply the principle of mitigation in the payment of compensation on the termination of the service contract of 
any executive director. there are no special provisions in the service contracts for payments to executive directors on a change of 
control of the company.

the board may allow executive directors to accept external appointments. in accordance with the combined code, the board will not 
agree to a full-time executive taking on more than one non-executive directorship, or the chairmanship of any company.

NON-EXECUTIVE DIRECTORS

Remuneration policy
the company’s policy for the non-executive directors’ and chairman’s remuneration is to set fees at an appropriate level so as to 
attract individuals with the range of skills and experience suitable for an international insurance group of the company’s size and 
complexity. the chairman and the non-executive directors receive no benefits in addition to their fees and do not participate in  
any incentive or performance plans or pension arrangements. the company encourages share ownership by the chairman and  
non-executive directors. non-executive directors who do not own shares are encouraged to use a proportion of their fees  
to buy shares in the company and retain such shareholdings for their remaining periods of office.
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Terms of appointment
the non-executive directors serve subject to the company’s bye-laws and under letters of appointment and are appointed for varying 
terms which are terminable by either party on six months’ notice in the absence of earlier termination in accordance with the bye-laws. 
the non-executive directors are typically expected to serve two three year terms although the board may invite a non-executive 
director to serve for an additional period. their letters of appointment are available for inspection at annual general meetings.

     Date of letter Date of next
Name  position of appointment re-appointment

John Bishop non-executive director 19 March 2008 2010 AGM

Jens Juul non-executive director 16 November 2007 2010 AGM

Ralf Oelssner non-executive director, senior independent director 31 July 2007 2012 AGM

Robert Spass non-executive director, chairman of audit committee 9 December 2005 2012 AGM

William Spiegel non-executive director, chairman of remuneration committee 9 December 2005 2012 AGM

Martin Thomas non-executive chairman 16 April 2007 2010 AGM

Barry Volpert non-executive director, chairman of investment committee 12 December 2005 2011 AGM

RElaTIVE pERfORMaNCE
the following graph shows the company’s performance, measured by total shareholder returns (“tsr”), compared with the 
performance of the Ftse aim index and the Ftse 250 index. these indices have been chosen because the company’s common shares 
were listed on aim until 16 march 2009 when its common shares commenced trading on the main market of the London stock 
exchange. the company joined the Ftse 250 index on 10 June 2009 and this index best reflects its nature and size now.
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DIRECTORS’ EMOlUMENTS
directors’ emoluments for the year ended 31 december 2009:

     annual annual
 Base    bonus bonus Total 2009 Total 2008
Director salary/fees Other(i) (ii) Benefits(i)(iv) pension(i) cash(v) RSS emoluments emoluments

Non-executive Directors

John Bishop 140,000 56,000 – – – – 196,000 152,067

Jens Juul 140,000 35,000 – – – – 175,000 140,000

Ralf Oelssner 175,000 46,000 – – – – 221,000 223,000

Robert Spass 302,500 – – – – – 302,500 175,000

William Spiegel 175,000 – – – – – 175,000 175,000

Martin Thomas 275,000 100,000 – – – – 375,000 375,000

Barry Volpert 166,250 – – – – – 166,250 140,000

Executive Directors

Richard Brindle  675,000 405,000 213,460 108,890(iii) 2,160,000 758,527 4,320,877 3,078,041

Neil McConachie 398,000  – 189,593 39,800 696,500 251,501 1,575,394 1,110,584

Simon Burton  358,200(vi) – 186,555 35,820 626,850 94,761 1,302,186 1,100,679
  

(i)  some amounts were paid in pounds sterling and converted at prevailing exchange rates.
(ii)   martin thomas receives a fee of $100,000 per annum for his appointment as non-executive chairman of LUK. John bishop and ralf oelssner are also non-executive 

directors of LUK and receive fees of $35,000 and $30,000 per annum respectively and $2,000 for each LUK board or committee meeting that they attend in respect  
of their appointments. in addition, John bishop receives a fee of $5,000 per annum in respect of his chairmanship of the LUK audit committee. Jens Juul is also a 
non-executive director of LicL and receives a fee of $35,000 per annum in respect of his appointment. richard brindle receives an annual salary of $405,000 from LUK  
in respect his employment, paid in sterling.

(iii)   including a contribution of £25,985 (2008 – £23,547) to a UK defined contribution pension plan in respect of richard brindle’s salary and employment with LUK.
(iv)   benefits include UK national insurance contributions, payroll taxes, medical, dental, vision coverage, air travel and housing and other allowances paid by the company  

for expatriates.
(v)   bonus targets were set at the beginning of 2009 and based on a clear split between company financial performance and personal performance on a 75:25 basis. company 

financial performance had two components, absolute financial performance and relative financial performance weighted 60:40 respectively. the absolute component paid 
out maximum and the relative component paid out at threshold. cash awards were made up of 100% of target and any excess beyond that will be deferred into stock 
that cliff vests on 1 January 2012.

(vi) this salary reflects simon burton moving to a 4-day week during 2009.



Annual Report & Accounts 2009 | 64

Directors’ remuneration report continued

DIRECTORS’ WaRRaNTS, OpTIONS aND RSS aWaRDS

(i) Time vesting ordinary warrants

 Warrants Warrants Warrants Warrants Warrants   
 held at granted exercised lapsed held at  Date from 
 1 January during during during 31 December Exercise which first Expiry
Name 2009 the year the year the year 2009 price(iii) exercisable(i) date

Richard Brindle

16/12/2005 5,718,913 – – – 5,718,913  $5.00 16/12/2005 16/12/2015

16/12/2005 1,906,304 – – – 1,906,304  $3.90 16/12/2008 16/12/2015

Neil McConachie

16/12/2005 294,293 – – – 294,293  $5.00 16/12/2005 16/12/2015

16/12/2005 158,859 – – – 158,859  $3.90 16/12/2008 16/12/2015

09/03/2006 158,859 – – – 158,859  $5.00 09/03/2006 16/12/2015

09/03/2006 158,858 – – – 158,858  $3.90 16/12/2008 16/12/2015

Simon Burton

09/03/2006 333,603  – – – 333,603  $5.00 09/03/2006 16/12/2015

09/03/2006 111,201 – – – 111,201  $3.90 16/12/2008 16/12/2015

21/09/2006 86,083 – – – 86,083  $5.00 21/09/2006 16/12/2015

21/09/2006 28,295 – – – 28,295  $3.90 16/12/2008 16/12/2015
  

(ii) performance vesting ordinary warrants

 Warrants Warrants Warrants Warrants Warrants   
 held at granted exercised lapsed held at  Date from 
 1 January during during during 31 December Exercise which first Expiry
Name 2009 the year the year the year(ii) 2009 price(iii) exercisable(ii) date

Richard Brindle

16/12/2005 288,843 – – – 288,843 $5.00 31/12/2007 16/12/2015

16/12/2005 47,154 – – – 47,154 $3.90 31/12/2008 16/12/2015

16/12/2005 1,220,035 – – 814,068 405,967 $2.60 31/12/2009 16/12/2015

Neil McConachie

16/12/2005 36,105  – – – 36,105 $5.00 31/12/2007 16/12/2015

16/12/2005 5,894 – – – 5,894  $3.90 31/12/2008 16/12/2015

16/12/2005 152,505 – – 101,759 50,746 $2.60 31/12/2009 16/12/2015

09/03/2006 36,105 – – – 36,105 $5.00 31/12/2007 16/12/2015

09/03/2006 5,894 – – – 5,894  $3.90 31/12/2008 16/12/2015

09/03/2006 152,505 – – 101,759 50,746 $2.60 31/12/2009 16/12/2015

Simon Burton

09/03/2006 25,274 – – – 25,274 $5.00 31/12/2007 16/12/2015

09/03/2006 4,126 – – – 4,126 $3.90 31/12/2008 16/12/2015

09/03/2006 106,754 – – 71,232 35,522 $2.60 31/12/2009 16/12/2015

21/09/2006 20,460 – – – 20,460 $5.00 31/12/2007 16/12/2015

21/09/2006 3,340 – – – 3,340 $3.90 31/12/2008 16/12/2015

21/09/2006 86,419 – – 57,663 28,756 $2.60 31/12/2009 16/12/2015
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(i)  the time-vesting ordinary warrants vested 25% on issuance on the admission of the company’s shares to trading on aim on 16 december 2005. 25% of each warrant 
then vested on each of the first, second and third anniversaries of the admission of the company’s shares to trading on aim. 

(ii)  the performance warrants were scheduled to vest in three tranches: 20% on 31 december 2007, 40% on 31 december 2008 and 40% on 31 december 2009.  
the performance conditions were based on a combination (50:50) of compound return and fully converted book value targets. as a result of some of the performance 
conditions not being met in 2007, 2008 and 2009 a number of performance warrants lapsed. 

(iii)  on 10 december 2007, the company declared a special dividend of $1.10 per common share payable to shareholders of record, 11 January 2008. the declaration of  
the dividend triggered a contractual obligation, pursuant to the terms of all warrants, for the company to pay an amount per warrant equivalent to the dividend for each 
vested warrant; and to adjust automatically the exercise price for each unvested warrant by an amount equivalent to the dividend. consequently on 25 January 2008,  
the company paid a dividend of £0.5622 per warrant on all of the vested ordinary warrants and the vested performance warrants, reflecting the dividend paid to 
shareholders. the payments on the performance warrants were made once the exact number of vested performance warrants was confirmed following completion of  
a review of the application of the performance conditions by ernst & Young as required by the terms of the performance warrants.the exercise price for the unvested 
ordinary and performance warrants was adjusted downwards by $1.10 to $3.90 per warrant. the contractual obligation to pay a dividend equivalent on each vested 
warrant, and to adjust the exercise price for all unvested warrants, applies to all past present and future dividends declared by the company.

  on 29 July 2009, the company declared an interim dividend of $0.05 per common share payable to shareholders of record, 28 august 2009. on 7 october 2009,  
the company paid a dividend of £0.0308 per warrant on all of the vested ordinary warrants and the vested performance warrants, reflecting the dividend paid  
to shareholders.

  on 5 november 2009, the company declared a special dividend of $1.25 per common share payable to shareholders of record, 20 november 2009. on 6 January 2010, 
the company paid a dividend of £0.7562 per warrant on all of the vested ordinary warrants and the vested performance warrants, reflecting the dividend paid to shareholders.

the market value of the common shares on each date of grant was as follows: 
16 december 2005 – £3.21 
9 march 2006 – £3.27  
21 september 2006 – £3.44
 
Dividends paid on ordinary warrants      Time performance
      vesting vesting
      ordinary ordinary 
      warrants warrants Total
      £ £ £

Richard Brindle

Special dividend of $1.10 (£0.5622) paid 25 January 2008    3,215,172 162,388 3,377,560

Interim dividend of $0.05 (£0.0308) paid 7 october 2009       235,042 10,357 245,399

Special dividend of $1.25 (£0.7562) paid 6 January 2010       5,766,544 254,097 6,020,641

Neil McConachie

Special dividend of $1.10 (£0.5622) paid 25 January 2008        254,761 40,597 295,358

Interim dividend of $0.05 (£0.0308) paid 7 october 2009        23,761 2,589 26,350

Special dividend of $1.25 (£0.7562) paid 6 January 2010        582,966 63,523 646,489

Simon Burton

Special dividend of $1.10 (£0.5622) paid 25 January 2008        235,779 25,711 261,490

Interim dividend of $0.05 (£0.0308) paid 7 october 2009        17,236 1,640 18,876

Special dividend of $1.25 (£0.7562) paid 6 January 2010        422,879 40,232 463,111
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Directors’ remuneration report continued

(iii) Share options under the 2005 lTIp

 Options Options Options Options Options
 held at granted exercised lapsed held at  Date from
 1 January during during during 31 December Exercise which first Expiry
Name 2009 the year the year the year 2009 price(iii) exercisable(ii) date

Richard Brindle

09/03/2006 762,522 – 571,892 – 190,630 £1.90 09/03/2007 08/03/2016

29/06/2007 150,000 – – – 150,000 $4.47 29/06/2008 28/06/2017

Neil McConachie

09/03/2006 508,348 – 375,000 – 133,348 £1.90 09/03/2007 08/03/2016

29/06/2007 200,000 – – – 200,000 $4.47 29/06/2008 28/06/2017

Simon Burton

09/05/2007 300,000 – – – 300,000 $4.71 09/05/2008 08/05/2017

29/06/2007 500,000 – – – 500,000 $4.47 29/06/2008 28/06/2017
  

(i) the share options under the 2005 LtiP were not subject to any performance conditions.
(ii)  the options vest as to 25% on each of the first, second, third and fourth anniversaries of the date of grant provided that the option holder remains in the employment of 

the group at the relevant anniversary.
(iii)  Following an amendment to the 2005 LtiP, approved by the company’s shareholders at the special general meeting of shareholders held on 4 January 2008,  

the remuneration committee exercised its discretion to reduce the exercise price for all outstanding vested and unvested options by $1.10 or £0.5622 effective 9 January 
2008. the adjustment was made to reflect the special dividend paid by the company in January 2008, and the consequent reduction in shareholders’ equity.  
similarly the remuneration committee exercised its discretion to reduce the exercise prices for all outstanding vested and unvested options by $0.05 or £0.0308 effective 
7 october 2009. the adjustment was made to reflect the interim dividend paid by the company on 7 october 2009, and the consequent reduction in shareholders’ 
equity. the remuneration committee also exercised its discretion to reduce the exercise prices for all outstanding vested and unvested options by $1.25 or £0.7562 
effective 6 January 2010. the adjustment was made to reflect the special dividend paid by the company on 6 January 2010, and the consequent reduction in 
shareholders’ equity.

the market value of the common shares on each date of grant was as follows: 
9 march 2006 – £3.27 
9 may 2007 – £3.57  
29 June 2007 – £3.42
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(iv) awards under the Restricted Share Scheme

  awards awards awards awards  awards
  held at granted exercised lapsed  held at
  1 January during during during 31 December Vesting
Name  2009 the year the year the year 2009 date

Richard Brindle

2008 performance award(ii)  360,001 – – – 360,001 28/03/2011

2008 exceptional award(iii)  33,381 – – – 33,381 28/03/2011

2009 performance award(iv)   – 318,750 – – 318,750 19/05/2012

2009 erss performance award(v)  – 31,875 – – 31,875 05/11/2012

Neil McConachie

2008 performance award(ii)  101,032 – – – 101,032 28/03/2011

2008 exceptional award(iii)  22,254 – – – 22,254 28/03/2011

2009 performance award(iv)   – 99,375 – – 99,375 19/05/2012

2009 erss performance award(v)  – 9,938 – – 9,938 05/11/2012

Simon Burton

2008 performance award(ii)  109,378 – – – 109,378 28/03/2011

2008 exceptional award(iii)  22,254 – – – 22,254 28/03/2011

2009 performance award(iv)    93,125 – – 93,125 19/05/2012

2009 erss performance award(v)   9,313 – – 9,313 05/11/2012
  

(i) the market value of the common shares on the date of grant (28 march 2008) was £2.86.
(ii)  the vesting of 2008 rss awards is subject to two performance conditions. Half of each award is subject to a performance condition measuring the total shareholder 

return (“tsr”) performance of the company against the tsr performance of a select group of comparator companies, over a three-year performance period. 25% of this 
half of an award vests for median performance by the company, rising to 100% vesting of this half of the award for upper quartile performance by the company or better 
(with straight-line vesting between these two points). the comparator group of companies comprises amlin, arch capital, axis capital, endurance, Flagstone, Hiscox, 
montpelier, Partner re, Platinum, renaissancere and validus. the other half of each award is subject to a performance condition based on average annual return on equity 
(“roe”) over a three-year performance period. if average annual roe is between the three-month U.s. dollar Libor calculated on a daily basis plus 8% and the 
three-month U.s. dollar Libor calculated on a daily basis plus 13% , between 0% and 50% of this half of the award will vest, on a straight-line basis. if average annual 
roe is between the three-month U.s. dollar Libor calculated on a daily basis plus 13% and the three-month U.s. dollar Libor calculated on a daily basis plus 18% or 
more, between 50% and 100% of this half of the award will vest, on a straight-line basis.

(iii)  the exceptional rss awards were made in 2008 to assist in the continuing incentivisation of executives between the closure in January 2008 of the LtiP to further awards 
and the future vesting of the rss awards made subject to performance conditions.

(iv)  the vesting of 2009 rss awards is subject to two performance conditions. Half of each award is subject to a performance condition measuring the total shareholder 
return (“tsr”) performance of the company against the tsr performance of a select group of comparator companies, over a three-year performance period. 25% of  
this half of an award vests for median performance by the company, rising to 100% vesting of this half of the award for upper quartile performance by the company or 
better (with straight-line vesting between these two points). the comparator group of companies comprises amlin, arch capital, aspen, axis capital, endurance, Flagstone, 
Hiscox, montpelier, Partner re, Platinum, renaissancere and validus. the other half of each award is subject to a performance condition based on average annual return on 
equity (“roe” over a three-year performance period. 25% of this part of the award will only vest if average annual roe over the performance period exceeds the 13 week 
treasury rate (the average taken quarterly over the performance period) plus 8%. all of this part of the award will vest if the company’s average roe is equal to the  
13 week treasury rate (the average taken quarterly over the performance period) plus 18%. vesting will take place on a straight-line basis between 25% and 100% for 
roe performance.

(v)  the remuneration committee reviewed the rss awards and decided to make a modest increase to the grant levels, recognising that Lancashire is bermudian based and 
‘Us facing’, where long term incentive grant levels tend to be higher. For these awards there is a toughening of the performance conditions compared with the 
mainstream awards, total shareholder return (“tsr”) is the sole performance measure. these awards vest on a straight-line basis with reference to a sliding scale range 
between the 60th percentile to the 85th percentile for 25% to 100%.

the market value of the common shares at 31 december 2009 was £4.45 and the range during the year was £4.11 to £5.40.

approved by the board of directors and signed on behalf of the board

gREg lUNN, COMpaNy SECRETaRy
5 MaRCh 2010
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We are proud to present 
the financial results for 
Lancashire for the year ended 
31 December 2009.

Lancashire is a global provider 
of specialty insurance products 
operating in Bermuda, London 
and Dubai. We focus on short-
tail, specialty insurance risks, 
mostly on a direct basis, under 
four main classes: property, 
energy, marine and aviation.

Financials
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the Group’s consolidated financial statements, in accordance with applicable laws  
and regulations, which give a true and fair view of the state of affairs of the Group and the results of the Group for that period.  
The consolidated financial statements have been prepared in accordance with international financial Reporting standards as adopted 
by the European union (“ifRs”). where ifRs is silent, as it is in respect of the measurement of insurance products, u.s. generally 
accepted accounting principles are considered. further detail on the basis of preparation is described in the consolidated financial 
statements. in preparing the consolidated financial statements, the Directors are required to:

• select suitable accounting policies and apply them consistently;

• Make judgements and estimates that are reasonable and prudent;

• state whether they have been prepared in accordance with ifRs;

•  state whether applicable accounting standards have been followed, subject to any material departures disclosed and explained 
in the consolidated financial statements; and

•  Prepare the consolidated financial statements on the going concern basis unless it is inappropriate to presume that the company 
and the Group will continue in business.

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial 
position of the company and the Group, and to enable them to ensure that the consolidated financial statements comply with 
applicable laws and regulations. They are also responsible for safeguarding the assets of the Group and for taking reasonable steps  
for the prevention and detection of fraud and other irregularities. 

The Directors have elected to include the corporate governance and remuneration information contained in this annual report, although 
the company is not required to include these corporate governance and remuneration disclosures.

legislation in Bermuda governing the preparation and dissemination of the consolidated financial statements may differ from 
legislation in other jurisdictions. in addition, the rights of shareholders under Bermuda law may differ from those for shareholders  
of companies incorporated in other jurisdictions.
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Independent auditors’ report to the shareholders of Lancashire Holdings Limited

we have audited the accompanying consolidated financial statements of lancashire Holdings limited and its subsidiaries (collectively 
the “Group”), which comprise the consolidated balance sheet as at 31 December 2009 and the consolidated income statement, 
consolidated statement of changes in shareholders’ equity and statement of consolidated cash flows for the year then ended, and  
a summary of significant accounting policies and other explanatory notes.

ManageMent’s Responsibility foR the Consolidated finanCial stateMents
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with 
international financial Reporting standards as adopted by the European union. This responsibility includes: designing, implementing  
and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates 
that are reasonable in the circumstances.

auditoR’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. we conducted our audit in 
accordance with international standards on auditing. Those standards require that we comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance whether the consolidated financial statements are free from material misstatement.

we read other information contained in the annual Report and consider whether it is consistent with the audited consolidated financial 
statements. This other information comprises the introduction, lancashire at a Glance, chairman’s statement, Business Overview, 
Business Review, Directors’ Report, corporate Governance, Directors’ Remuneration Report and statement of Directors’ Responsibilities. 
we consider the implications of our report if we become aware of any apparent misstatements or material inconsistencies with the 
consolidated financial statements. Our responsibilities do not extend to any other information.

an audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.  
The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material misstatement of the 
financial statements, whether due to fraud or error. in making those risk assessments, the auditor considers internal control relevant  
to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate  
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. an audit  
also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made  
by management, as well as evaluating the overall presentation of the financial statements.

we believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

opinion
in our opinion, the consolidated financial statements give a true and fair view of the financial position of the Group as at 31 December 2009, 
and of its financial performance and its cash flows for the year then ended in accordance with international financial Reporting standards 
as adopted by the European union.

Ernst & Young ltd. 
5 March 2010 
3 Reid street 
Hamilton, Bermuda
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Consolidated statement of comprehensive income for the year ended 31 December 2009

        2009 2008
      Notes $m $m

Gross premiums written      2 627.8 638.1

Outwards reinsurance premiums      2 (50.7) (63.4)

net premiums written       577.1 574.7

Change in unearned premiums       2 22.0 42.2

Change in unearned premiums on premiums ceded       2 (4.4) (9.6)

net premiums earned       594.7 607.3

Net investment income      3 56.0 59.5

Net other investment income (losses)       3, 19 0.3 (0.7)

Net realised gains (losses) and impairments      3, 19 23.8 (11.0)

Net foreign exchange gains (losses)       3.4 (8.5)

total net revenue       678.2 646.6

Insurance losses and loss adjustment expenses      2 104.4 418.8

Insurance losses and loss adjustment expenses recoverable     2 (5.7) (43.3)

net insurance losses       98.7 375.5

Insurance acquisition expenses      2, 4 112.6 106.9

Insurance acquisition expenses ceded      2, 4 (6.6) (7.3)

Other operating expenses      5, 6, 7, 22 76.9 59.9

total expenses       281.6 535.0

Results of operating activities       396.6 111.6

Financing costs      18, 19 8.1 14.0

profit before tax       388.5 97.6

Tax      8, 9 3.1 0.1

profit for the year attributable to equity shareholders      385.4 97.5

Net change in unrealised gains (losses) on investments      3 2.7 7.1

Tax benefit (expense) on net change in unrealised gains (losses) on investments    8  0.1  (0.2)

other comprehensive income       2.8 6.9

total comprehensive income attributable to equity shareholders      388.2 104.4

earnings per share

Basic      23 $2.23 $0.55

Diluted      23 $2.05 $0.53
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Consolidated balance sheet as at 31 December 2009

        2009 2008
      Notes $m $m

assets

Cash and cash equivalents      10, 18 440.0 413.6

Accrued interest receivable       13, 18 12.0 10.1

Investments

– Fixed income securities

 – Available for sale      11, 18 1,892.5 1,595.4

 – At fair value through profit and loss      11, 18 – 4.0

– Equity securities – available for sale      11, 18 – 5.8

Reinsurance assets

– Unearned premiums on premiums ceded      12 5.6 10.0

– Reinsurance recoveries      12, 13 35.8 42.1

– Other receivables      12, 13 4.3 3.2

Deferred acquisition costs       14  52.9 60.9

Other receivables       13 4.3 154.0

Inwards premiums receivable from insureds and cedants      13 178.2 187.3

Deferred tax asset      9 3.3 1.2

Property, plant and equipment      17 8.2 1.4

total assets       2,637.1 2,489.0

liabilities

Insurance contracts

– Losses and loss adjustment expenses      12 488.9 528.8

– Unearned premiums      12 317.6 339.6

– Other payables      12, 15 15.8 17.6

Amounts payable to reinsurers      12, 15 4.2 2.0

Deferred acquisition costs ceded       16 2.7 1.9

Other payables      15 291.4 190.3

Corporation tax payable      8 2.4 –

Interest rate swap      19 3.6 4.9

Accrued interest payable      18 0.2 0.4

Long-term debt      18 131.4 130.8

total liabilities       1,258.2 1,216.3

shareholders’ equity

Share capital      20 91.2 91.1

Own shares      20 (76.4) (58.0)

Share premium       2.4 2.4

Contributed surplus       757.0 758.2

Accumulated other comprehensive income      11 30.4 27.6

Other reserves      21 65.3 54.3

Retained earnings       509.0 397.1

total shareholders’ equity attributable to equity shareholders       1,378.9  1,272.7

total liabilities and shareholders’ equity       2,637.1 2,489.0
 

The consolidated financial statements were approved by the Board of Directors on 5 March 2010 and signed on its behalf by:

Martin Thomas 

 

Neil McConachie 
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Consolidated statement of changes in shareholders’ equity for the year ended 31 December 2009

     accumu-
     lated
     other
    Contri- compre-
 share own share buted hensive other Retained
 capital shares premium surplus income reserves earnings total
 Notes $m $m $m $m $m $m $m $m

balance as at 31 december 2007  91.1 – 2.4 758.2 20.7 43.7 299.5 1,215.6

Total comprehensive income for the year 3, 8 – – – – 6.9 – 97.5 104.4

Shares repurchased and held in treasury 20 – (58.0) – – – – – (58.0)

Dividends on common shares  – – – – – – 0.1 0.1

Warrant issues – management  

and performance 6 – – – – – 2.4 – 2.4

Option issues  6 – – – – – 6.7 – 6.7

Restricted stock issues – ordinary  

and exceptional 6 – – – – – 1.5 – 1.5

balance as at 31 december 2008   91.1 (58.0) 2.4 758.2  27.6  54.3  397.1 1,272.7

Total comprehensive income for the year 3, 8 – – – – 2.8 – 385.4 388.2

Shares repurchased and held in treasury 20 – (16.9) –  –  – – – (16.9)

Shares repurchased by trust 20 – (8.0) – – – – – (8.0)

Shares distributed by trust 20 – 6.5 – (6.5) – – – –

Dividends on common shares 15, 20 – – – – – – (225.0) (225.0)

Dividends on warrants 15, 20 – – – – – – (48.5) (48.5)

Warrant exercises – founders 20 0.1 – – (0.1) – – – –

Option exercises  – – – 5.4 – (5.4) – –

Warrant issues – performance 6 – – – – – 3.4 – 3.4

Option issues  6 – – – – – 5.7 – 5.7

Restricted stock issues 6 – – – – – 7.3 – 7.3

balance as at 31 december 2009  91.2 (76.4) 2.4 757.0 30.4 65.3 509.0 1,378.9
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Statement of consolidated cash flows for the year ended 31 December 2009

        2009 2008
      Notes $m $m

Cash flows from operating activities

Profit before tax       388.5 97.6

Tax paid       (2.7) (0.9)

Depreciation      7 0.8 1.1

Interest expense      18 6.4 9.8

Interest and dividend income       (64.7) (59.6)

Accretion of fixed income securities       5.3 –

Equity based compensation      5, 6 16.4 10.6

Foreign exchange (gains) losses       (2.3) 9.4

Net other investment (income) losses      3, 19 (0.3) 0.7

Net realised (gains) losses and impairments       3 (23.8) 11.0

Unrealised (gain) loss on interest rate swaps      19 (1.3) 2.7

Changes in operational assets and liabilities

  – Insurance and reinsurance contracts       (32.6) 285.9

  – Other assets and liabilities       (11.3) (7.6)

net cash flows from operating activities       278.4 360.7

Cash flows used in investing activities

Interest and dividends received       62.8 59.4

Net purchase of property, plant and equipment       (7.6) (0.2)

Dividends received from associate       – 22.7

Purchase of fixed income securities      25 (2,711.6) (3,882.4)

Purchase of equity securities       – (31.9)

Proceeds on maturity and disposal of fixed income securities     25 2,440.8 3,402.6

Proceeds on disposal of equity securities       4.8 66.7

Net proceeds on other investments       0.1 4.5

net cash flows used in investing activities       (210.7) (358.6)

Cash flows used in financing activities

Interest paid       (6.4) (10.0)

Dividends paid      25 (10.5) (238.2)

Shares repurchased      25 (24.9) (68.3)

net cash flows used in financing activities       (41.8) (316.5)

net increase (decrease) in cash and cash equivalents       25.9 (314.4)

Cash and cash equivalents at beginning of year       413.6 737.3

Effect of exchange rate fluctuations on cash and cash equivalents      0.5 (9.3)

Cash and cash equivalents at end of year      10 440.0 413.6
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suMMaRy of signifiCant aCCounting poliCies
The basis of preparation, consolidation principles and significant accounting policies adopted in the preparation of lancashire Holdings 
limited (“lHl”) and its subsidiaries’ (collectively “the Group”) consolidated financial statements are set out below.

basis of pRepaRation
The Group’s consolidated financial statements are prepared in accordance with accounting principles generally accepted under 
international financial Reporting standards (“ifRs”) as adopted by the European union.

where ifRs is silent, as it is in respect of the measurement of insurance products, the ifRs framework allows reference to another 
comprehensive body of accounting principles. in such instances, the Group determines appropriate measurement bases, to provide  
the most useful information to users of the consolidated financial statements, using their judgement and considering the accounting 
principles generally accepted in the united states (“u.s. GaaP”).

all amounts, excluding share data or where otherwise stated, are in millions of united states (“u.s.”) dollars.

while a number of new or amended ifRs and international financial Reporting interpretations committee standards have been issued 
there are no standards that have had a material impact. The following standards have been adopted by the Group:

•  ifRs 8, Operating segments, which replaces ias 14, segment Reporting has been adopted with no significant changes to the Group’s disclosures;
•  ias 1, Presentation of financial statements (Revised), has been adopted resulting in minor changes to presentation in the primary 

statements, most notably within the consolidated statement of changes in shareholders’ equity; and
•  ifRs 7, financial instruments: Disclosures, has been adopted with the additional disclosures required in respect of valuation categories 

for fixed income securities, included in notes 11 and 19 to the Group’s consolidated financial statements. under the standard’s 
transitional rules prior year comparative disclosure is not required in the year of adoption and has not been presented.

 ifRs 9, financial instruments: classification and Measurement, which has been issued but is not yet effective, has not been early 
adopted by the Group. The Group continues to apply ias 39, financial instruments: Recognition and Measurement and classifies most  
of it its fixed income securities as available for sale. The new standard is not expected to have a material impact on the results and 
disclosures reported in the consolidated financial statements, but would result in a re-classification of fixed income securities from 
available for sale to fair value through profit or loss and a re-classification of the net change in unrealised gains and losses on 
investments from other comprehensive income to income.

The consolidated balance sheet of the Group is presented in order of decreasing liquidity.

use of estiMates
The preparation of financial statements in conformity with ifRs requires the Group to make estimates and assumptions that affect the 
reported and disclosed amounts at the balance sheet date and the reported and disclosed amounts of revenues and expenses during the 
reporting period. actual results may differ materially from the estimates made.

The most significant estimate made by management is in relation to losses and loss adjustment expenses. This is discussed on page 78 
and also in the risk disclosures section from page 87. Estimates in relation to losses and loss adjustment expenses recoverable are 
discussed on page 78.

Estimates may also be made in determining the estimated fair value of certain financial instruments. These are discussed on page 79 
and in note 11. Management judgement is applied in determining impairment charges.

basis of Consolidation
i. subsidiaries
The Group’s consolidated financial statements include the assets, liabilities, shareholders’ equity, revenues, expenses and cash flows of 
lHl and its subsidiaries. a subsidiary is an entity in which the Group owns, directly or indirectly, more than 50% of the voting power of 
the entity or otherwise has the power to govern its operating and financial policies. The results of subsidiaries acquired are included in 
the consolidated financial statements from the date on which control is transferred to the Group. intercompany balances, profits and 
transactions are eliminated.

subsidiaries’ accounting policies are consistent with the Group’s accounting policies.
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Accounting policies for the year ended 31 December 2009

ii. associates
investments, in which the Group has significant influence over the operational and financial policies of the investee, are initially 
recognised at cost and thereafter accounted for using the equity method. under this method, the Group records its proportionate share 
of income or loss from such investments in its results of operations for the period. adjustments are made to associates’ accounting 
policies, where necessary, in order to be consistent with the Group’s accounting policies.

foReign CuRRenCy tRanslation
The functional currency, which is the currency of the primary economic environment in which operations are conducted, for all Group 
entities is u.s. dollars. items included in the financial statements of each of the Group’s entities are measured using the functional 
currency. The consolidated financial statements are also presented in u.s. dollars.

foreign currency transactions are recorded in the functional currency for each entity using the exchange rates prevailing at the dates  
of the transactions, or at the average rate for the period when this is a reasonable approximation. Monetary assets and liabilities 
denominated in foreign currencies are translated at period end exchange rates. The resulting exchange differences on translation are 
recorded in the consolidated statement of comprehensive income. non-monetary assets and liabilities carried at historical cost 
denominated in a foreign currency are translated at historic rates. non-monetary assets and liabilities carried at fair value denominated 
in a foreign currency are translated at the exchange rate at the date the fair value was determined, with resulting exchange differences 
recorded in accumulated other comprehensive income in shareholders’ equity.

insuRanCe ContRaCts
i. Classification
insurance contracts are those contracts that transfer significant insurance risk at the inception of the contract. contracts that do not 
transfer significant insurance risk are accounted for as investment contracts. insurance risk is transferred when an insurer agrees to 
compensate a policyholder if a specified uncertain future event adversely affects the policyholder.

ii. premiums and acquisition costs
Premiums are first recognised as written at the date that the contract is bound. The Group writes both excess of loss and pro-rata 
(proportional) contracts. for the majority of excess of loss contracts, written premium is recorded based on the minimum and deposit 
or flat premium, as defined in the contract. subsequent adjustments to the minimum and deposit premium are recognised in the period 
in which they are determined. for pro-rata contracts and excess of loss contracts where no deposit is specified in the contract, written 
premium is recognised based on estimates of ultimate premiums provided by the insureds or ceding companies. initial estimates of 
written premium are recognised in the period in which the contract is bound. subsequent adjustments, based on reports of actual 
premium by the insureds or ceding companies, or revisions in estimates, are recorded in the period in which they are determined.

Premiums are earned rateably over the term of the underlying risk period of the insurance contract, except where the period of risk 
differs significantly from the contract period. in these circumstances, premiums are recognised over the period of risk in proportion to 
the amount of insurance protection provided. The portion of the premium related to the unexpired portion of the risk period is reflected 
in unearned premiums.

where contract terms require the reinstatement of coverage after an insured’s or ceding company’s loss, the estimated mandatory 
reinstatement premiums are recorded as written premiums when a specific loss event occurs. Reinstatement premiums are not recorded 
for losses included within the provision for losses incurred but not reported (“iBnR”) which do not relate to a specific loss event.

inwards premiums receivable from insureds and cedants are recorded net of commissions, brokerage, premium taxes and other levies on 
premiums, unless the contract specifies otherwise. These balances are reviewed for impairment, with any impairment loss recognised as 
an expense in the period in which it is determined.

acquisition costs represent commissions, brokerage, profit commissions and other variable costs that relate directly to the securing of 
new contracts and the renewing of existing contracts. They are generally deferred over the period in which the related premiums are 
earned to the extent they are recoverable out of expected future revenue margins. all other acquisition costs are recognised as an 
expense when incurred.
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iii. outwards reinsurance
Outwards reinsurance premiums comprise the cost of reinsurance contracts entered into. Outwards reinsurance premiums are 
accounted for in the period in which the contract is bound. The provision for reinsurers’ share of unearned premiums represents that 
part of reinsurance premiums ceded which are estimated to be earned in future financial periods. unearned reinsurance commissions 
are recognised as a liability using the same principles. any amounts recoverable from reinsurers are estimated using the same 
methodology as the underlying losses.

The Group monitors the credit-worthiness of its reinsurers on an ongoing basis and assesses any reinsurance assets for impairment, 
with any impairment loss recognised as an expense in the period in which it is determined.

iv. losses
losses comprise losses and loss adjustment expenses paid in the period and changes in the provision for outstanding losses, including 
the provision for iBnR and related expenses. losses and loss adjustment expenses are charged to income as they are incurred.

a significant portion of the Group’s business is in classes with high attachment points of coverage, including property catastrophe. 
Reserving for losses in such programs is inherently complicated in that losses in excess of the attachment level of the Group’s policies 
are characterised by high severity and low frequency and other factors which could vary significantly as losses are settled. This limits 
the volume of industry loss experience available from which to reliably predict ultimate losses following a loss event. in addition, the 
Group has limited past loss experience, which increases the inherent uncertainty in estimating ultimate loss levels.

losses and loss adjustment expenses represent the estimated ultimate cost of settling all losses and loss adjustment expenses arising 
from events which have occurred up to the balance sheet date, including a provision for iBnR. The Group does not discount its liabilities 
for unpaid losses. Outstanding losses are initially set on the basis of reports of losses received from third parties. additional case reserves 
(“acRs”) are determined where the Group’s estimate of the reported loss is greater than that reported. Estimated iBnR reserves may 
also consist of a provision for additional development in excess of losses reported by insureds or ceding companies, as well as a provision 
for losses which have occurred but which have not yet been reported by insureds or ceding companies. iBnR reserves are estimated by 
management using various actuarial methods as well as a combination of own loss experience, historical insurance industry loss 
experience, underwriters’ experience, estimates of pricing adequacy trends, and management’s professional judgement.

The estimation of the ultimate liability arising is a complex process which incorporates a significant amount of judgement. it is 
reasonably possible that uncertainties inherent in the reserving process, delays in insureds or ceding companies reporting losses to  
the Group, together with the potential for unforeseen adverse developments, could lead to a material change in losses and loss 
adjustment expenses.

v. liability adequacy tests
at each balance sheet date, the Group performs a liability adequacy test using current best estimates of future cash outflows generated 
by its insurance contracts, plus any investment income thereon. if, as a result of these tests, the carrying amount of the Group’s 
insurance liabilities is found to be inadequate, the deficiency is charged to income for the period, initially by writing off deferred 
acquisition costs and subsequently by establishing a provision.

finanCial instRuMents
i. Cash and cash equivalents
cash and cash equivalents are carried in the consolidated balance sheet at amortised cost and includes cash in hand, deposits held  
on call with banks and other short-term highly liquid investments with a maturity of three months or less at the date of purchase. 
carrying amounts approximate fair value due to the short-term nature and high liquidity of the instruments.

interest income earned on cash and cash equivalents is recognised on the effective interest rate method. The carrying value of accrued 
interest income approximates fair value due to its short-term nature and high liquidity.

ii. investments
The Group’s fixed income and equity securities are quoted investments that are classified as available for sale or fair value through 
profit and loss and are carried at estimated fair value. The classification is determined at the time of initial purchase and depends on  
the category of investment. investments with an embedded conversion option purchased since 1 January 2007 are designated as at  
fair value through profit and loss. Movements in estimated fair value relate primarily to the option component.
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Accounting policies for the year ended 31 December 2009

Regular way purchases and sales of investments are recognised at estimated fair value less transaction costs on the trade date and  
are subsequently carried at estimated fair value. Estimated fair value of quoted investments is determined based on bid prices from 
recognised exchanges, broker-dealers, recognised indices or pricing vendors. investments are derecognised when the Group has 
transferred substantially all of the risks and rewards of ownership. Realised gains and losses are included in income in the period in 
which they arise. unrealised gains and losses from changes in estimated fair value of available for sale investments are included in 
accumulated other comprehensive income in shareholders’ equity.

On derecognition of an investment, previously recorded unrealised gains and losses are removed from accumulated other comprehensive 
income in shareholders’ equity and included in current period income. changes in estimated fair value of investments classified as at 
fair value through profit and loss are recognised in current period income.

accretion and amortisation of premiums and discounts on available for sale fixed income securities are calculated using the effective 
interest rate method and are recognised in current period net investment income. interest income is recognised on the effective interest 
rate method. The carrying value of accrued interest income approximates fair value due to its short-term nature and high liquidity. 
Dividends on equity securities are recorded as revenue on the date the dividends become payable to the holders of record.

The Group reviews the carrying value of its available for sale investments for evidence of impairment. an investment is impaired if its 
carrying value exceeds the estimated fair value and there is objective evidence of impairment to the asset. such evidence would include 
a prolonged decline in estimated fair value below cost or amortised cost, where other factors, such as expected cash flows, do not 
support a recovery in value. if an impairment is deemed appropriate, the difference between cost or amortised cost and estimated  
fair value is removed from accumulated other comprehensive income in shareholders’ equity and charged to current period income.

impairment losses on equity securities are not subsequently reversed through income. impairment losses on fixed income securities 
may be subsequently reversed through income.

iii. derivative financial instruments
Derivatives are recognised at estimated fair value on the date a contract is entered into, the trade date, and are subsequently carried  
at estimated fair value. Derivative instruments with a positive fair value are recorded as derivative financial assets and those with a 
negative fair value are recorded as derivative financial liabilities. Embedded derivatives that are not closely related to their host contract 
are bifurcated and changes in estimated fair value are recorded through income.

Derivative and embedded derivative financial instruments include option, swap, forward and future exchange-traded contracts. They 
derive their value from the underlying instrument and are subject to the same risks as that underlying instrument, including liquidity, 
credit and market risk. Estimated fair values are based on exchange or broker-dealer quotations, where available, or discounted cash flow 
models, which incorporate the pricing of the underlying instrument, yield curves and other factors, with changes in the estimated fair 
value of instruments that do not qualify for hedge accounting recognised in current period income. for discounted cash flow techniques, 
estimated future cash flows are based on management’s best estimates and the discount rate used is an appropriate market rate.

Derivative financial assets and liabilities are offset and the net amount is reported in the consolidated balance sheet only to the extent 
there is a legally enforceable right of offset and there is an intention to settle on a net basis, or to realise the assets and liabilities 
simultaneously. Derivative financial assets and liabilities are derecognised when the Group has transferred substantially all of the risks 
and rewards of ownership or the liability is discharged, cancelled or expired.

iv. long-term debt
long-term debt is recognised initially at fair value, net of transaction costs incurred. Thereafter it is held at amortised cost, with the 
amortisation calculated using the effective interest rate method. Derecognition occurs when the obligation has been extinguished.

pRopeRty, plant and equipMent
Property, plant and equipment is carried at historical cost, less accumulated depreciation and any impairment in value. Depreciation  
is calculated to write-off the cost over the estimated useful economic life on a straight-line basis as follows:

iT equipment 33% per annum
Office furniture and equipment 33% per annum
leasehold improvements 20% per annum
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The assets’ residual values, useful lives and depreciation methods are reviewed, and adjusted if appropriate, at each balance sheet date.

an item of property, plant or equipment is derecognised on disposal or when no future economic benefits are expected to arise from 
the continued use of the asset.

Gains and losses on the disposal of property, plant and equipment are determined by comparing proceeds with the carrying amount  
of the asset, and are included in the consolidated statement of comprehensive income. costs for repairs and maintenance are charged 
to income as incurred.

leases
Rentals payable under operating leases are charged to income on a straight-line basis over the lease term.

eMployee benefits
i. equity compensation plans
The Group operates a restricted share scheme. The Group has also operated a management warrant plan and an option plan in the  
past. The fair value of the equity instruments granted is estimated on the date of grant. The estimated fair value is recognised  
as an expense pro-rata over the vesting period of the instrument, adjusted for the impact of any non-market vesting conditions.  
no adjustment to the estimated fair value is made in respect of market vesting conditions.

at each balance sheet date, the Group revises its estimate of the number of restricted shares, warrants and options that are  
expected to become exercisable. it recognises the impact of the revision of original estimates, if any, in the consolidated statement  
of comprehensive income, and a corresponding adjustment is made to other reserves in shareholders’ equity over the remaining  
vesting period.

On exercise, the differences between the expense charged to the consolidated statement of comprehensive income and the actual cost 
to the Group is transferred to retained earnings. where new shares are issued, the proceeds received are credited to share capital and 
share premium.

ii. pensions
The Group operates a defined contribution plan. On payment of contributions to the plan there is no further obligation to the Group. 
contributions are recognised as employee benefits in the consolidated statement of comprehensive income in the period to which  
they relate.

tax
income tax represents the sum of the tax currently payable and any deferred tax. The tax payable is calculated based on taxable profit 
for the period. Taxable profit for the period can differ from that reported in the consolidated statement of comprehensive income due 
to certain items which are not tax deductible or which are deferred to subsequent periods.

Deferred tax is recognised on temporary differences between the assets and liabilities in the consolidated balance sheet and their  
tax base. Deferred tax assets or liabilities are accounted for using the balance sheet liability method. Deferred tax assets are  
recognised to the extent that realising the related tax benefit through future taxable profits is likely.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against current  
tax liabilities and when the deferred income taxes relate to the same fiscal authority.

own shaRes
Our shares include shares repurchased under shares repurchase authorisations and held in treasury plus shares repurchased and held  
in trust for the purposes of employee equity-based compensation schemes. Own shares are deducted from shareholders’ equity. no gain  
or loss is recognised on the purchase, sale, cancellation or issue of own shares and any consideration paid or received is recognised directly 
in equity.
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Risk disClosuRes: intRoduCtion
The Group is exposed to risks from several areas including insurance risk, market risk, liquidity risk, credit risk, operational risk and 
strategic risk. The primary risk to the Group is insurance risk. 

The Group has a comprehensive Enterprise Risk Management (“ERM”) program. ERM is co-ordinated by the chief Risk Officer (“cRO”) 
who reports to the Board of Directors on matters related to risk. The Board of Directors sets the overall risk profile and risk appetite for 
the Group, while the Group’s senior management team is actively involved in all aspects of risk and capital management. Risk committees 
are in place at the operating entity level. The committees provide reports and updates to the operating entity and Group Boards of 
Directors. The Risk committees operate within the framework of agreed Terms of Reference and help to define and monitor risk 
tolerance levels over all categories of risk for the operating entities. This includes the level of capital the operating entities are willing to 
expose to certain risks. The committees meet formally at least quarterly to review, amongst other things, established tolerance levels, 
actual risk levels versus tolerances, emerging risks and material risk failures or losses. The cRO is responsible for monitoring the 
adherence to the tolerance levels. any risk tolerance breaches are reported to the Risk committees, and thus to the Boards of Directors.

identification of emerging risks, and monitoring of already recognised risks, is the responsibility of individual risk owners but the process 
is facilitated by the cRO. Risk owners periodically perform an exercise to identify the Group’s most significant risks. Risk reports are 
provided to the management team on a regular basis to assist in monitoring risk levels, threats and opportunities. The Group’s risk 
register is a fundamental tool for integrating risk and capital management into the day to day operations of the Group, and is a point  
of reference for decision making and change management. Risk registers also assist in embedding ERM through the Group and 
strengthen the risk assessment, risk identification, risk monitoring and risk mitigation process. Risk registers are formally reviewed at 
least quarterly by each risk owner and the cRO.

The Group’s ERM framework has four primary drivers:

a. strategy;
b. culture;
c. process; and
d. infrastructure.

a. strategy
strategy is the core of the Group’s ERM framework and includes risk appetite and performance targets.

b. Culture
The risk management tone is set by the Group Board of Directors and communicated throughout the organisation by the management 
team. The management team ensures consistent communication of risks across the Group and has established an environment that 
provides continuous training and development of employees, and a structured method of performance measurement and remuneration.

c. process
Process incorporates five elements:

• Risk identification;
• Risk assessment;
• Risk mitigation and management;
• Risk measurement and reporting; and
• Roles and responsibilities.

an important component of the ERM process is the quarterly affirmation certification where each risk owner is required to affirm their 
key risks and the performance of control activities under their remit. Risk owners are also required to comment on control failures or 
instances of fraud, if they occur, and the status of policies and procedures as part of their affirmations.

d. infrastructure
setting and monitoring of risk tolerance limits and design and monitoring of controls is supported by the Group’s infrastructure, which 
includes iT systems and processes and regular management and executive meetings.



Annual Report & Accounts 2009 | 82

Risk disclosures for the year ended 31 December 2009

inteRnal audit
internal audit plays a key role by providing an independent opinion regarding the accuracy and completeness of risks, in addition to 
verification of the effectiveness of key and compensating controls. internal audit’s roles and responsibilities are clearly defined through 
the internal audit charter. The head of internal audit reports directly to the Group audit committee. The cRO also receives a copy  
of each audit report and considers the findings and agreed actions in the context of the risk policies and risk management strategy  
of each area.

The integration of internal audit and ERM into the business helps facilitate the Group’s management and the protection of its assets 
and reputation.

eConoMiC Capital Model
The foundation of the Group’s risk based capital approach to decision making is its economic capital model (“BlasT”), which is based 
on the widely accepted economic capital modeling tool, ReMetrica. Management uses BlasT primarily for monitoring its insurance risks. 
However, BlasT is also used to monitor the entire spectrum of risks including market, credit and operational risks.

BlasT produces data in the form of a stochastic distribution for all classes, including non-elemental classes. The distribution includes 
the mean outcome and the result at various return periods, including very remote events. BlasT includes the calculation of present  
and projected financial outcomes for each insurance class, and also recognises diversification credit. This arises as individual risks are 
generally not strongly correlated and are unlikely to all produce profits or losses at the same time. Diversification credit is calculated 
within categories or across a range of risk categories, with the most significant impact resulting from insurance risks. 

BlasT also measures the Group’s aggregate insurance exposures. it therefore helps senior management and the Board of Directors 
determine the level of capital required to meet the combined risk from a wide range of categories. assisted by BlasT, the Group seeks 
to achieve an improved risk-adjusted return over time.

BlasT is used in strategic underwriting decisions as part of the Group’s annual planning process. Management utilises BlasT in 
assessing the impact of strategic decisions on individual classes of business that the Group writes, or is considering writing, as well as 
the overall resulting financial impact to the Group. BlasT output is reviewed, including the anticipated loss curves and combined ratios, 
to determine profitability and risk tolerance headroom by class. The output from BlasT assists in portfolio optimisation decisions.

in addition, usually on a fortnightly basis, management reviews BlasT output to monitor its expected losses against its risk tolerances 
for each class of business. should a tolerance breach occur, action is taken to mitigate the breach and the risk owner is required to 
produce a breach mitigation plan. a breach form is required which is approved by the cRO and the operating entity cEO. Breaches may  
be reported to members of management, the Risk Management forum, the Risk committee and the Board of Directors, depending  
on the circumstances.

a. insuRanCe Risk
The Group underwrites worldwide short-tail insurance and reinsurance contracts that transfer insurance risk, including risks exposed to 
both natural and man-made catastrophes. The Group’s exposure in connection with insurance contracts is, in the event of insured losses, 
whether premiums will be sufficient to cover the loss payments and expenses. insurance and reinsurance markets are cyclical and 
premium rates and terms and conditions vary by line of business depending on market conditions and the stage of the cycle. Market 
conditions are impacted by capacity and recent loss events, amongst other factors. The Group’s underwriters assess likely losses using 
their experience and knowledge of past loss experience, industry trends and current circumstances. This allows them to estimate the 
premiums sufficient to meet likely losses and expenses. 

The Group considers insurance risk at an individual contract level, at a sector level, a geographic level, and at an aggregate portfolio level  
to ensure careful risk selection, limits on concentration and appropriate portfolio diversification are accomplished. The Group’s four 
principal classes, or lines, are property, energy, marine and aviation. These classes are deemed to be the Group’s operating segments.  
The level of insurance risk tolerance per class per occurrence and in aggregate is set by the Risk committees and ultimately approved  
by the Board of Directors.
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a number of controls are deployed to control the amount of insurance exposure assumed:

•  The Group has a rolling three year strategic plan that helps establish the over-riding business goals that the Board of Directors aims  
to achieve;

•   a detailed business plan is produced annually which includes expected premiums and combined ratios by class and considers capital 
usage and requirements. The plan is approved by the Board of Directors and is monitored and reviewed on an on-going basis;

• BlasT is used to measure occurrence risks, aggregate risks and correlations between classes;
• Each authorised class has a pre-determined normal maximum line structure;
•  The Group has pre-determined tolerances on probabilistic and deterministic losses of capital for certain single events and aggregate 
losses over a period of time;

• Risk levels versus tolerances are communicated broadly on a regular basis;
• a daily underwriting meeting is held to peer review insurance proposals, opportunities and emerging risks;
• sophisticated pricing models are utilised in certain areas of the underwriting process, and are updated frequently;
•  BlasT and other computer modeling tools are deployed to simulate catastrophes and resultant losses to the portfolio and the Group; and
• Reinsurance may be purchased to mitigate both frequency and severity of losses.

The Group also maintains targets for the maximum proportion of capital, including long-term debt, that can be lost in a single extreme 
event or a combination of events.

some of the Group’s business provides coverage for natural catastrophes (i.e. hurricanes, earthquakes and floods) and is subject to potential 
seasonal variation. a proportion of the Group’s business is exposed to large catastrophe losses in north america, Europe and Japan as a 
result of windstorms. The level of windstorm activity, and landfall thereof, during the north american, European and Japanese wind seasons 
may materially impact the Group’s loss experience. The north american and Japanese wind seasons are typically June to november and 
the European wind season november to March. The Group also bears exposure to large losses arising from other non-seasonal natural 
catastrophes, such as earthquakes, from risk losses throughout the year and from war, terrorism and political risk and other events.

The Group’s exposure to certain events, as a percentage of capital, including long-term debt, are shown below. net loss estimates are 
before income tax and net of reinstatement premiums and outward reinsurance.

as at 31 december 2009  
  $m % of capital $m % of capital

  100 year return period  250 year return period
Zones perils  estimated net loss  estimated net loss

Gulf of Mexico(1) Hurricane 278.5 18.4 391.2 25.9

California Earthquake 190.1 12.6 292.6 19.4

Pan-European Windstorm 163.2 10.8 261.7 17.3

Japan Earthquake 138.2 9.2 236.1 15.6

Japan Typhoon 86.3 5.7 170.8 11.3

(1) landing hurricane from florida to Texas

 
as at 31 december 2008  
  $m % of capital $m % of capital

   100 year return period  250 year return period
Zones perils  estimated net loss  estimated net loss

Gulf of Mexico(1) Hurricane 250.2 17.8 357.1 25.4

California Earthquake 177.1 12.6 255.6 18.2

Pan-European Windstorm 143.7 10.2 203.0 14.5

Japan Earthquake 213.3 15.2 244.2 17.4

Japan Typhoon 110.3 7.9 170.4 12.1

(1) landing hurricane from florida to Texas

There can be no guarantee that the modeled assumptions and techniques deployed in calculating these figures are accurate. There could 
also be an unmodeled loss which exceeds these figures. in addition, any modeled loss scenario could cause a larger loss to capital than 
the modeled expectation.
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Details of annual gross premiums written by line of business are provided below:

      2009  2008

     $m % $m %

Property     317.3 50.5 302.7 47.5

Energy     175.5 28.0 185.2 29.0

Marine     73.7 11.7 78.6 12.3

Aviation     61.3 9.8 71.6 11.2

total     627.8 100.0 638.1 100.0
 

Details of annual gross premiums written by geographic area of risks insured are provided below:

      2009  2008
     $m % $m %

Worldwide offshore     227.3 36.2 232.6 36.5

U.S. and Canada     158.3 25.2 112.8 17.7

Worldwide, including the U.S. and Canada(1)     119.2 19.0 124.2 19.4

Europe     36.2 5.8 42.0 6.6

Worldwide, excluding the U.S. and Canada(2)     35.6 5.7 48.5 7.6

Far East     13.2 2.1 17.3 2.7

Middle East     11.9 1.9 12.4 1.9

Rest of World     26.1 4.1 48.3 7.6

total     627.8 100.0 638.1 100.0
 

(1) worldwide, including the u.s. and canada, comprises insurance and reinsurance contracts that insure or reinsure risks in more than one geographic area

(2)  worldwide, excluding the u.s. and canada, comprises insurance and reinsurance contracts that insure or reinsure risks in more than one geographic area, but that 
specifically exclude the u.s. and canada

sections a to d below describe the risks in each of the four principal lines of business written by the Group.

a. property
Gross premiums written, for the year:
       2009 2008
       $m $m

Property direct and facultative       88.6 93.8

Property catastrophe excess of loss       76.3 23.4

Terrorism       69.1 75.5

Property retrocession       61.2 76.4

Property political risk       15.5 28.1

Other property       6.6 5.5

total       317.3 302.7
 

Property direct and facultative business is typically written on a first loss basis, i.e. for a limit smaller than the total insured values, on 
an excess of loss basis where the exposure is excess of a deductible retained by the insured, plus lower layers of coverage provided by 
other (re)insurers. cover is generally provided to medium to large commercial and industrial enterprises with high value locations for 
non-elemental perils, including fire and explosion, and elemental (natural catastrophe) perils including flood, windstorm, earthquake 
and tornado. not all risks include both elemental and non-elemental coverage. coverage usually includes indemnification for both 
property damage and business interruption.
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Property catastrophe excess of loss covers elemental risks and is written on an excess of loss treaty basis. The property catastrophe 
excess of loss portfolio is written within the u.s. and also internationally. cover is offered for specific perils and regions or countries.

Terrorism business is written on an excess of loss basis and can be written either ground up (i.e. the insured does not retain a 
deductible) or for primary or excess layers, with cover provided for u.s. and worldwide property risks, but excluding nuclear, chemical 
and biological coverage in most territories. cover is, as for direct and facultative business, generally provided to medium to large 
commercial and industrial enterprises. Policies are typically written for scheduled locations and exposure is controlled by setting limits 
on aggregate exposure within a “blast zone” radius. some national pools are also written, which may include nuclear, chemical and 
biological coverage.

Property retrocession is written on an excess of loss basis through treaty arrangements and covers elemental perils. Programs are often 
written on a pillared basis, with separate geographic zonal limits for risks in the u.s. and canada and for risks outside the u.s. and canada.

Political risk cover is generally written on a ground up excess of loss basis, on an individual case by case basis and coverage can vary 
significantly between policies. within its political risk class the Group also offers cover for sovereign and quasi-sovereign credit risk.  
The Group does not currently write private obligor trade credit.

The Group is exposed to large natural catastrophic losses, such as windstorm and earthquake loss, from assuming property catastrophe 
excess of loss and property retrocession portfolio risks and also from its property direct and facultative portfolio. Exposure to such 
events is controlled and measured by setting limits on aggregate exposures in certain classes per geographic zone and through loss 
modeling. The accuracy of the latter exposure analysis is limited by the quality of data and effectiveness of the modeling. it is possible 
that a catastrophic event significantly exceeds the expected modeled event loss. The Group’s appetite and exposure guidelines to large 
losses are set out on page 83.

Reinsurance may be purchased to mitigate exposures to large natural catastrophe losses in the u.s. and canada. Reinsurance may also 
be purchased to reduce the Group’s worldwide exposure to large risk losses.

b. energy
Gross premiums written, for the year:
       2009 2008

       $m $m

Worldwide offshore energy       100.5 76.3

Gulf of Mexico offshore energy       53.8 74.3

Construction energy       10.7 21.5

Onshore energy       7.8 10.0

Other energy       2.7 3.1

total       175.5 185.2
 

Energy risks are written mostly on a direct excess of loss basis and may be ground up or on primary or high excess of loss basis. 
worldwide offshore energy policies are typically “package” policies which may include physical damage, business interruption and third 
party liability sections. coverage can include fire and explosion and occasionally elemental perils. individual assets covered can be high 
value and therefore most are written on a subscription basis.

Gulf of Mexico offshore energy programs cover elemental and non-elemental risks. The largest exposure is from hurricanes in the  
Gulf of Mexico. Exposure to such events is controlled and measured through loss modeling. The accuracy of this exposure analysis is 
limited by the quality of data and effectiveness of the modeling. it is possible that a catastrophic event exceeds the expected event loss. 
The Group’s appetite and exposure guidelines to large losses are set out on page 83. Most policies have sub-limits on coverage for 
elemental losses.

construction energy contracts generally cover all risks of platform and drilling units under construction. Onshore energy risks can 
include onshore Gulf of Mexico and worldwide energy installations and are largely subject to the same loss events as described above.

Reinsurance protection may be purchased to protect a portion of loss from elemental and non-elemental energy claims, and from the 
accumulation of smaller, attritional losses.
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c. Marine
Gross premiums written, for the year:
       2009 2008

       $m $m

Marine hull and total loss       25.6 30.6

Marine hull war       20.0 11.3

Marine builders risk       16.7 26.3

Marine P&I clubs       10.0 9.2

Other marine       1.4 1.2

total       73.7 78.6
 

Marine business is predominantly written on an excess of loss basis.with the exception of the marine P&i clubs where high excess 
layers are written, most policies are written on a ground up basis. Marine hull and total loss is generally written on a direct basis and 
covers marine risks on a worldwide basis, primarily for physical damage. Marine hull war is direct insurance of loss of vessels from war, 
piracy or terrorist attack. Marine builders risk covers the building of ocean going vessels in specialised yards worldwide. Marine P&i is 
mostly the reinsurance of The international Group of Protection and indemnity clubs. Marine cargo programs are not normally written.

The largest expected exposure in the marine class is from physical loss rather than from elemental loss events.

Reinsurance may be purchased to reduce the Group’s exposure to both large risk losses and an accumulation of smaller, attritional losses.

d. aviation
Gross premiums written, for the year:
       2009 2008

       $m $m

AV52       52.9 51.2

Aviation reinsurance       – 13.7

Other aviation       8.4 6.7

total       61.3 71.6
 

av52 is written on a risk attaching excess of loss basis and provides coverage for third party liability, excluding own passenger liability, 
resulting from acts of war or hijack of aircraft, excluding u.s. commercial airlines and certain other countries whose governments 
provide a backstop coverage. Other aviation business includes aviation hull war risks and contingent hull, which the Group writes  
from time to time. The Group does not presently write general aviation business, including hull and liabilities.

Reinsurance may be purchased to mitigate exposures to an av52 event loss.

ReinsuRanCe
The Group, in the normal course of business and in accordance with its risk management practices, seeks to reduce certain types of loss 
that may arise from events that could cause unfavourable underwriting results by entering into reinsurance arrangements. Reinsurance 
does not relieve the Group of its obligations to policyholders. under the Group’s reinsurance security policy, reinsurers are assessed and 
approved as appropriate security based on their financial strength ratings, amongst other factors. The Group Reinsurance security 
committee (“GRsc”) has defined limits by reinsurer by rating and an aggregate exposure to a rating band. The GRsc considers 
reinsurers that are not rated or do not fall within the pre-defined rating categories on a case by case basis, and would usually require 
collateral to be posted to support such obligations. The GRsc monitors the credit-worthiness of its reinsurers on an ongoing basis  
and meets formally at least quarterly.

Reinsurance protection is typically purchased on an excess of loss basis and occasionally includes industry loss warranty covers. The mix 
of reinsurance cover is dependent on the specific loss mitigation requirements, market conditions and available capacity. The structure 
varies between types of peril and subclass. The Group regularly reviews its catastrophe exposures and may purchase reinsurance in order 
to reduce the Group’s net exposure to a large natural catastrophe loss and/or to reduce net exposures to other large losses. There is no 
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guarantee that reinsurance coverage will be available to meet all potential loss circumstances, as it is possible that the cover purchased 
is not sufficient. any loss amount which exceeds the program would be retained by the Group. some parts of the reinsurance program 
have limited reinstatements therefore the number of claims which may be recovered from second or subsequent losses in those 
particular circumstances is limited.

insuRanCe liabilities
for most insurance and reinsurance companies, the most significant judgement made by management is the estimation of loss and  
loss adjustment expense reserves. The estimation of the ultimate liability arising from claims made under insurance and reinsurance 
contracts is a critical estimate for the Group.

under generally accepted accounting principles, loss reserves are not permitted until the occurrence of an event which may give rise to 
a claim. as a result, only loss reserves applicable to losses incurred up to the reporting date are established, with no allowance for the 
provision of a contingency reserve to account for expected future losses or for the emergence of new types of latent claims. claims 
arising from future events can be expected to require the establishment of substantial reserves from time to time. all reserves are 
reported on an undiscounted basis.

loss and loss adjustment expense reserves are maintained to cover the Group’s estimated liability for both reported and unreported 
claims. Reserving methodologies that calculate a point estimate for the ultimate losses are utilised, and then a range is developed 
around these point estimates. The point estimate represents management’s best estimate of ultimate loss and loss adjustment 
expenses. The Group’s internal actuaries review the reserving assumptions and methodologies on a quarterly basis with loss estimates 
being subject to a quarterly corroborative review by independent actuaries, using u.s. generally accepted actuarial principles. This 
independent review is presented to the Group’s audit committee. The Group has also established large loss and Reserve committees  
at the operating entity level, which have responsibility for the review of large claims, their development and any changes in reserving 
methodology and assumptions on a quarterly basis.

The extent of reliance on management’s judgement in the reserving process differs as to whether the business is insurance or 
reinsurance, whether it is short-tail or long-tail and whether the business is written on an excess of loss or on a pro-rata basis.  
Over a typical annual period, the Group expects to write the large majority of programs on a direct excess of loss basis. The Group  
does not currently write a significant amount of long-tail business.

a. insurance versus reinsurance
loss reserve calculations for direct insurance business are not precise in that they deal with the inherent uncertainty of future 
contingent events. Estimating loss reserves requires management to make assumptions regarding future reporting and development 
patterns, frequency and severity trends, claims settlement practices, potential changes in the legal environment and other factors, such 
as inflation. These estimates and judgements are based on numerous factors, and may be revised as additional experience or other data 
becomes available or reviewed as new or improved methodologies are developed or as current laws change.

furthermore, as a broker market reinsurer, management must rely on loss information reported to brokers by other insurers who must 
estimate their own losses at the policy level, often based on incomplete and changing information. The information management 
receives varies by cedant and may include paid losses, estimated case reserves, and an estimated provision for iBnR reserves. 
additionally, reserving practices and the quality of data reporting may vary among ceding companies which adds further uncertainty  
to the estimation of the ultimate losses.

b. short-tail versus long-tail
in general, claims relating to short-tail property risks, such as the majority of risks underwritten by the Group, are reported more 
promptly by third parties than those relating to long-tail risks, including the majority of casualty risks. However, the timeliness of 
reporting can be affected by such factors as the nature of the event causing the loss, the location of the loss, and whether the losses  
are from policies in force with insureds, primary insurers or with reinsurers.

c. excess of loss versus proportional
for excess of loss business, management are aided by the fact that each policy has a defined limit of liability arising from one event. 
Once that limit has been reached, there is no further exposure to additional losses from that policy for the same event. for proportional 
business, generally an initial estimated loss and loss expense ratio (the ratio of losses and loss adjustment expenses incurred to 
premiums earned) is used, based upon information provided by the insured or ceding company and/or their broker and management’s 
historical experience of that treaty, if any, and the estimate is adjusted as actual experience becomes known.
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d. time lags
There is a time lag inherent in reporting from the original claimant to the primary insurer to the broker and then to the reinsurer. also, 
the combination of low claims frequency and high severity makes the available data more volatile and less useful for predicting ultimate 
losses. in the case of proportional contracts, reliance is placed on an analysis of a contract’s historical experience, industry information, 
and the professional judgement of underwriters in estimating reserves for these contracts. in addition, if available, reliance is placed 
partially on ultimate loss ratio forecasts as reported by insureds or cedants, which are normally subject to a quarterly or six month lag.

e. uncertainty
as a result of the time lag described above, an estimation must be made of iBnR reserves, which consist of a provision for additional 
development in excess of the case reserves reported by insureds or ceding companies, as well as a provision for claims which have 
occurred but which have not yet been reported by insureds or ceding companies. Because of the degree of reliance that is necessarily 
placed on insureds or ceding companies for claims reporting, the associated time lag, the low frequency/high severity nature of much  
of the business that the Group underwrites, and the varying reserving practices among ceding companies, reserve estimates are highly 
dependent on management judgement and therefore uncertain. During the loss settlement period, which may be years in duration, 
additional facts regarding individual claims and trends often will become known, and current laws and case law may change, with a 
consequent impact on reserving. The claims count on the types of insurance and reinsurance that the Group writes, which are low 
frequency and high severity in nature, is generally low.

for certain catastrophic events there is greater uncertainty underlying the assumptions and associated estimated reserves for losses 
and loss adjustment expenses. complexity resulting from problems such as policy coverage issues, multiple events affecting one 
geographic area and the resulting impact on claims adjusting (including the allocation of claims to the specific event and the effect  
of demand surge on the cost of building materials and labour) by, and communications from, insureds or ceding companies, can cause 
delays to the timing with which the Group is notified of changes to loss estimates.

at 31 December 2009 management’s estimates for iBnR represented 43.8% of total net loss reserves (2008 – 32.6%). The majority  
of the estimate relates to potential claims on non-elemental risks where timing delays in insured or cedant reporting may mean losses 
could have occurred which the Group were not made aware of by the balance sheet date.

b. MaRket Risk
The Group is at risk of loss due to movements in market factors. These include investment, insurance, debt and currency risks.  
These risks, and the management thereof, are described below.

a. investment risk
Movements in investments resulting from changes in interest and inflation rates, amongst other factors, may lead to an adverse impact 
on the value of the Group’s investment portfolio. investment guidelines are established by the investment committee of the Board  
of Directors to manage this risk. investment guidelines set parameters within which the Group’s external investment managers must 
operate. important parameters include guidelines on permissible assets, duration ranges, credit quality and maturity. investment 
guidelines exist at the individual portfolio level and for the Group’s consolidated portfolio. compliance with guidelines is monitored on 
a monthly basis. any adjustments to the investment guidelines are approved by the investment committee and the Board of Directors.

within the Group guidelines is a sub-set of guidelines for the portion of funds required to meet near term obligations and cash flow 
needs following an extreme event. The funds to cover this potential liability are designated as the “core” portfolio and the portfolio 
duration is matched to the duration of the insurance liabilities within an agreed range. The core portfolio is invested in fixed income 
securities and cash and cash equivalents. The core portfolio may, at times, contain assets significantly in excess of those required to 
meet insurance liabilities or other defined funding needs. The sub-set of guidelines adds a further degree of requirements, including 
fewer allowable asset classes, higher credit quality, shorter duration and higher liquidity. The primary objectives of this portion of assets 
are capital preservation and providing liquidity to meet insurance and other near term obligations.

assets in excess of those required to be held in the core portfolio, are typically held in the “core plus” or “surplus” portfolios. The core 
plus portfolio is invested in fixed income securities and cash and cash equivalents. The surplus portfolio is invested in fixed income 
securities, cash and cash equivalents and can also be invested in equity securities and derivative instruments. The assets in the core plus 
and surplus portfolios are not matched to specific insurance liabilities. in general, the duration of the surplus portfolio may be slightly 
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longer than the core or core plus portfolio, while maintaining a focus on high quality assets. currently, the Group does not hold any 
equity securities or any alternative investments, such as hedge funds.

The Group reviews the composition, duration and asset allocation of its investment portfolio on a regular basis in order to respond  
to changes in interest rates and other market conditions. if certain asset classes are anticipated to produce a higher return within 
management’s risk tolerance an adjustment in asset allocation may be made. conversely, if the risk profile is expected to move outside 
of tolerance levels, adjustments may be made to reduce the risks in the portfolio.

The Group’s fixed income portfolios are managed by three external investment managers. The equity portfolio was managed by  
one investment manager and was fully liquidated in the first half of 2009. The performance of the managers is monitored on an 
on-going basis.

The investment mix of the fixed income portfolios is as follows:

as at 31 december 2009 $m % $m % $m % $m %

  Core Core plus surplus total

available for sale – external

– Short-term investments  164.3 8.7 3.5 0.2 14.5 0.8 182.3 9.7

– U.S. treasuries 49.8 2.6 8.4 0.4 196.6 10.4 254.8 13.4

– Other government bonds 14.0 0.7 – – 62.3 3.3 76.3 4.0

– U.S. government agency debt 35.1 1.9 10.7 0.6 69.2 3.7 115.0 6.2

– U.S. government agency  

 mortgage backed securities 64.0 3.4 16.4 0.9 404.0 21.3 484.4 25.6

– Corporate bonds 151.0 8.0 11.8 0.6 317.0 16.8 479.8 25.4

– Corporate bonds – FDIC guaranteed(1) 124.3 6.5 5.0 0.3 64.1 3.4 193.4 10.2

total available for sale – external 602.5 31.8 55.8 3.0 1,127.7 59.7 1,786.0 94.5

available for sale – internal

– Short-term investments 106.5 5.5 – – – – 106.5 5.5

total fixed income securities 709.0 37.3 55.8 3.0 1,127.7 59.7 1,892.5 100.0

(1) fDic guaranteed corporate bonds are protected by the federal Deposit insurance corporation, an independent agency of the u.s. government

as at 31 december 2008 $m % $m % $m % $m %

  Core Core plus surplus total

available for sale – external

– Short-term investments  101.5 6.4 9.9 0.6 52.2 3.3 163.6 10.3

– U.S. treasuries 148.3 9.3 15.8 1.0 27.6 1.7 191.7 12.0

– Other government bonds 27.7 1.7 11.4 0.7 15.0 0.9 54.1 3.3

– U.S. government agency debt 39.5 2.5 15.5 1.0 59.5 3.7 114.5 7.2

– U.S. government agency  

 mortgage backed securities 180.9 11.3 82.2 5.1 351.3 22.0 614.4 38.4

– Corporate bonds 138.3 8.6 52.0 3.2 113.2 7.1 303.5 18.9

– Corporate bonds – FDIC guaranteed(1) 108.8 6.8 14.6 0.9 30.0 1.9 153.4 9.6

– Convertible debt securities – – – – 0.2 – 0.2 –

available for sale – external 745.0 46.6 201.4 12.5 649.0 40.6 1,595.4 99.7

at fair value through profit and loss – external

– Convertible debt securities – – – – 4.0 0.3 4.0 0.3

total fixed income securities 745.0 46.6 201.4 12.5 653.0 40.9 1,599.4 100.0

(1) fDic guaranteed corporate bonds are protected by the federal Deposit insurance corporation, an independent agency of the u.s. government
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The sector allocation of the corporate bonds and convertible debt securities is as follows:

    2009 2008
as at 31 december     $m % $m %

sector 

Financial     344.1 51.1 254.6 55.2

Industrial     262.9 39.1 172.7 37.5

Utility     52.7 7.8 15.7 3.4

Other     13.5 2.0 18.1 3.9

total     673.2 100.0 461.1 100.0
 

The financial sector allocation includes $193.4 million (2008 – $153.4 million) of fDic guaranteed bonds.

The Group’s net asset value is directly impacted by movements in the value of investments held. values can be impacted by movements 
in interest rates, credit ratings, economic environment and outlook, and exchange rates.

following the liquidation of its equity portfolio in the first half of 2009, the Group has no exposure to valuation risk from equity 
securities. The impact on net unrealised gains and losses of a 10% fall in the value of the Group’s equity portfolio at 31 December 2008 
would have been $0.6 million. valuation risk in the equity portfolio was mitigated by diversifying the portfolio across sectors.

The Group’s investment portfolio is comprised mainly of fixed income securities. The fair value of the Group’s fixed income portfolio is 
generally inversely correlated to movements in market interest rates. if market interest rates fall, the fair value of the Group’s fixed 
income securities would tend to rise and vice versa.

The sensitivity of the price of fixed income securities and certain derivatives to movements in interest rates is indicated by their 
duration(1). The greater a security’s duration, the greater its price volatility to movements in interest rates. The sensitivity of the Group’s 
fixed income and derivative investment portfolio to interest rate movements is detailed below, assuming linear movements  
in interest rates:

    2009 2008
as at 31 december     $m % $m %

immediate shift in yield (basis points)

100     (56.7) (3.0) (43.1) (2.7)

75     (42.5) (2.2) (32.3) (2.0)

50     (28.3) (1.5) (21.6) (1.4)

25     (14.2) (0.7) (10.8) (0.7)

(25)     10.0 0.5 6.6 0.4

(50)     20.0 1.1 13.1 0.8

(75)     29.9 1.6 19.7 1.2

(100)     39.9 2.1 26.2 1.6
 

(1)  Duration is the weighted average maturity of a security’s cash flows, where the present values of the cash flows serve as the weights. The effect of convexity on the 
portfolio’s response to changes in interest rates has been factored into the data above

The Group mitigates interest rate risk on the investment portfolio by establishing and monitoring duration ranges in its investment 
guidelines. The duration of the core portfolio is matched to the modeled duration of the insurance reserves, within a permitted range. 
The permitted duration range for the core plus portfolio is between one and four years and the surplus portfolio is between one and  
five years.
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The duration of the externally managed portfolios, expressed in years, is as follows:

as at 31 december     2009  2008

Core portfolio      1.6  1.7

Core plus portfolio       1.9  1.4

Surplus portfolio      3.2  2.6
 

in addition to duration management, the Group uses value at Risk (“vaR”) on a monthly basis to measure potential losses in the 
estimated fair values of its cash and invested assets and to understand and monitor risk.

The vaR calculation is performed using variance/covariance risk modeling to capture the cash flows and embedded optionality of the 
portfolio. securities are valued individually using market standard pricing models. These security valuations serve as the input to many 
risk analytics, including full valuation risk analyses, as well as parametric methods that rely on option adjusted risk sensitivities to 
approximate the risk and return profiles of the portfolio.

The principal measure that is produced is a ninety day vaR at the 95th percentile confidence level. Management also monitors the 99th 
percentile confidence level. The ninety day vaR, at the 95th percentile confidence level, measures the minimum amount the assets 
should be expected to lose in a ninety day time horizon, under normal conditions, 5% of the time. The current vaR tolerance is 4.0%  
of shareholders’ equity, using the ninety day vaR at the 95th percentile confidence level.

The Group’s vaR calculations are as follows:
    2009 2008
as at 31 december     $m % $m %

95th percentile confidence level     40.4 2.9 43.1 3.4

99th percentile confidence level     57.0 4.1 60.9 4.8
 

deRivative finanCial instRuMents
The Group may utilise derivative instruments for yield enhancement, duration management, interest rate and foreign currency exposure 
management, or to obtain an exposure to a specific financial market, currency or product. The Group currently invests in the following 
derivative financial instruments:

MoRtgage baCked “to be announCed” seCuRities (“tbas”)
The TBa market is essentially a forward or delayed delivery market for mortgage-backed securities issued by u.s. government agencies, 
where securities of a specific term and interest rate are bought or sold for future settlement on a “to be announced” basis. TBas are 
generally physically settled and classified as available for sale fixed income securities. Occasionally TBas may be traded for net 
settlement. such instruments are deemed to be derivative instruments. all TBas classified as derivatives are held on a non-leveraged 
basis. The credit exposure is restricted to the differential between the settlement value of the forward purchase and the forward sale. 
The credit-worthiness of the counter-party is monitored and collateral may be required on open positions.

The estimated fair value of TBa positions is an asset and corresponding liability of $nil (2008 – $116.4 million).

futuRes
The Group’s investment guidelines only permit the use of futures that are exchange-traded. such futures provide the Group with 
participation in market movements, determined by the underlying instrument on which the futures contract is based, without holding 
the instrument itself or the individual securities. This approach allows the Group more efficient and less costly access to the exposure 
than would be available by the exclusive use of individual fixed income and money market securities. Exchange-traded futures contracts 
may also be used as substitutes for ownership of the physical securities.
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all futures contracts are held on a non-leveraged basis. an initial margin is provided, which is a deposit of cash and/or securities in  
an amount equal to a prescribed percentage of the contract value. The fair value of futures contracts is estimated daily and the margin 
is adjusted accordingly with unrealised gains and/or losses settled daily in cash and/or securities. a realised gain or loss is recognised 
when the contract is closed.

futures contracts expose the Group to market risk to the extent that adverse changes occur in the estimated fair values of the 
underlying securities. Exchange-traded futures are, however, subject to a number of safeguards to ensure that obligations are met, 
including: the use of clearing houses (thus reducing counter-party credit risk); the posting of margins; and the daily settlement of 
unrealised gains and losses. The amount of credit risk is therefore considered low.

The notional value of open futures contracts as at 31 December 2009 is as follows:

        $m  $m

        long short

Eurodollar futures contracts       570.0 –
 

a Eurodollar futures contract is an exposure to 3 month liBOR, based on a commitment to a $1.0 million deposit. The estimated fair 
value based on expectations of 3 month liBOR, is determined using exchange-traded prices, and is negligible as at 31 December 2009. 
The contracts currently held by the Group expire in December 2010. There were no Eurodollar futures contracts in place during 2008.

The sensitivity of the Group’s Eurodollar futures position to interest rate movements as at 31 December 2009 is detailed below:

(basis points)         $m

immediate shift in 3 month liboR

100        (1.4)

75        (1.1)

50        (0.7)

25        (0.4)

(25)        0.4

(50)        0.7

(75)        1.1

(100)        1.4
 

options
The Group’s investment guidelines only permit the use of options which are exchange-traded. Options are held on a similar basis to 
futures and are subject to similar safeguards. Options are contractual arrangements that give the purchaser the right, but not the 
requirement, to either buy or sell an instrument at a specific set price at a future date, which may or may not be pre-determined.  
There were no open option contracts in place as at 31 December 2009 and there were no options contracts in place during 2008.

The net gains or losses recognised in the consolidated statement of comprehensive income on exchange-traded derivatives in 2009 
were as follows:

        $m

Eurodollar futures contracts        1.6

Treasury futures contracts        (1.7)

Options on treasury futures contracts        0.2

total        0.1
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b. insurance risk
The Group is exposed to insurance market risk from several sources, including the following:

•  The advent of a soft insurance market, which may result in a stabilisation or decline in premium rates and/or terms and conditions for 
certain lines, or across all lines;

•  The actions and reactions of key competitors, which may directly result in volatility in premium volumes and rates, fee levels and other 
input costs; and

•  Market events which may cause a limit in the availability of cover, including unusual inflation in rates, causing political intervention  
or national remedies.

The most important method to mitigate insurance market risk is to maintain strict underwriting standards. The Group manages 
insurance market risk in numerous ways, including the following:

• Reviews and amends underwriting plans and budgets as necessary;
• Reduces exposure to market sectors where conditions have reached unattractive levels;
• Purchases appropriate cost effective reinsurance cover to mitigate exposure;
• closely monitors changes in rates and terms and conditions; and
•  Regularly reviews output from the Group’s economic capital model, BlasT, to assess up-to-date profitability of classes and sectors.

insurance contract liabilities are not directly sensitive to the level of market interest rates, as they are undiscounted and contractually 
non-interest bearing.

c. debt risk
The Group has issued long-term debt as described in note 18. The loan notes bear interest at a floating rate that is re-set on a quarterly 
basis, plus a fixed margin of 3.70%. The Group is subject to interest rate risk on the coupon payments of the long-term debt. The Group 
has mitigated the interest rate risk by entering into interest rate swap contracts as follows:

    Maturity date prepayment date interest hedged

Subordinated loan notes $97.0 million    15 December 2035 15 March 2011 50%

Subordinated loan notes €24.0 million    15 June 2035 15 March 2011 50%

The swaps expire on 15 March 2011.

in certain circumstances the subordinated loan notes can be prepaid from 16 December 2005, with a sliding scale redemption price 
penalty which reduces to zero by 15 March 2011. Refer to note 18 for further details.

The current Euribor interest rate on 50% of the Euro subordinated loan notes has been set at 0.71% (2008 – 3.33%). The current liBOR 
interest rate on 50% of the us dollar subordinated loan notes has been set at 0.25% (2008 – 2.00%). The Group has no interest rate 
risk on the remaining portion of the notes.

d. Currency risk
The Group currently underwrites from two locations, Bermuda and london, although risks are assumed on a worldwide basis. Risks 
assumed are predominantly denominated in u.s. dollars.

The Group is exposed to currency risk to the extent its assets are denominated in different currencies to its liabilities. The Group is also 
exposed to non-retranslation risk on non-monetary assets such as unearned premiums and deferred acquisition costs. Exchange gains 
and losses can impact income.

The Group hedges non-u.s. dollar liabilities primarily with non-u.s. dollar assets. The Group’s main foreign currency exposure relates to 
its insurance obligations, cash holdings, premiums receivable, dividends due and the €24.0 million subordinated loan notes long-term 
debt liability.
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The Group’s assets and liabilities, categorised by currency at their translated carrying amount were as follows:

assets    $m $m  $m  $m  $m

     u.s. $ sterling euro other total

Cash and cash equivalents     124.9 271.1 37.8 6.2 440.0

Accrued interest receivable     12.0 – – – 12.0

Fixed income securities – available for sale    1,892.5 – – – 1,892.5

Reinsurance assets    45.7 – – – 45.7

Deferred acquisition costs    43.4 1.0 4.6 3.9 52.9

Other receivables     4.0 0.3 – – 4.3

Inwards premiums receivable from insureds and cedants    143.6 4.8 19.1 10.7 178.2

Deferred tax asset     – 3.3 – – 3.3

Property, plant and equipment     6.9 1.3 – – 8.2

total assets as at 31 december 2009    2,273.0 281.8 61.5 20.8 2,637.1

liabilities     $m $m  $m  $m  $m

     u.s. $ sterling euro other total

Losses and loss adjustment expenses     445.0 3.6 21.4 18.9 488.9

Unearned premiums     265.8 8.4 22.7 20.7 317.6

Insurance contracts – other payables    12.4 0.2 2.1 1.1 15.8

Amounts payable to reinsurers    4.2 – – – 4.2

Deferred acquisition costs ceded    2.7 – – – 2.7

Other payables    18.9 274.6 0.3 – 293.8

Interest rate swap    3.0 – 0.6 – 3.6

Accrued interest payable    0.1 – 0.1 – 0.2

Long-term debt    97.0 – 34.4 – 131.4

total liabilities as at 31 december 2009    849.1 286.8 81.6 40.7 1,258.2

assets    $m $m  $m  $m  $m

     u.s. $ sterling euro other total

Cash and cash equivalents     368.8 7.6 33.9 3.3 413.6

Accrued interest receivable     10.1 – – – 10.1

Investments

– Fixed income securities

 – Available for sale    1,595.4 – – – 1,595.4

 – At fair value through profit and loss    4.0 – – – 4.0

– Equity securities – available for sale    5.8 – – – 5.8

Reinsurance assets    55.3 – – – 55.3

Deferred acquisition costs    48.8 1.7 5.5 4.9 60.9

Other receivables     152.2 1.7 – 0.1 154.0

Inwards premiums receivable from insureds and cedants    143.9 7.8 25.0 10.6 187.3

Deferred tax asset     – 1.2 – – 1.2

Property, plant and equipment     0.1 1.2 – 0.1 1.4

total assets as at 31 december 2008    2,384.4 21.2 64.4 19.0 2,489.0
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liabilities     $m $m  $m  $m  $m

     u.s. $ sterling euro other total

Losses and loss adjustment expenses     488.2 3.1 20.0 17.5 528.8

Unearned premiums     274.2 14.0 26.6 24.8 339.6

Insurance contracts – other payables    13.3 0.2 3.2 0.9 17.6

Amounts payable to reinsurers    1.9 0.1 – – 2.0

Deferred acquisition costs ceded    1.9 – – – 1.9

Other payables    184.3 5.8 0.2 – 190.3

Interest rate swap    4.4 – 0.5 – 4.9

Accrued interest payable    0.2 – 0.2 – 0.4

Long-term debt    97.0 – 33.8 – 130.8

total liabilities as at 31 december 2008    1,065.4 23.2 84.5 43.2 1,216.3

The impact on net income of a proportional foreign exchange movement of 10% up and 10% down against the u.s. dollar at the year 
end spot rates would be an increase or decrease of $0.7 million (2008 – $0.4 million).

C. liquidity Risk
liquidity risk is the risk that cash may not be available to pay obligations when they are due without incurring an unreasonable cost. 
The Group’s main exposures to liquidity risk are with respect to its insurance and investment activities. The Group is exposed if 
proceeds from financial assets are not sufficient to fund obligations arising from its insurance contracts. The Group can be exposed  
to daily calls on its available investment assets, principally from insurance claims. 

Exposures in relation to insurance activities are as follows:
•  large catastrophic events, or multiple medium-sized events in quick succession, resulting in a requirement to pay a large amount  

of claims within a relatively short time-frame;
• failure of insureds or cedants to meet their contractual obligations with respect to the payment of premiums in a timely manner; and
• failure of reinsurers to meet their contractual obligations with respect to the payment of claims in a timely manner.

Exposures in relation to investment activities are as follows:
•  adverse market movements and/or a duration mismatch to obligations, resulting in investments being disposed of at a significant 
realised loss; and

• an inability to liquidate investments due to market conditions.

The maturity dates of the Group’s fixed income portfolio are as follows:

as at 31 december 2009     $m $m $m $m

      Core Core plus surplus total

fixed income securities – external

Less than one year     180.4 4.8 29.1 214.3

Between one and two years     120.1 3.5 131.2 254.8

Between two and three years     156.2 15.3 152.0 323.5

Between three and four years     39.8 14.3 70.1 124.2

Between four and five years     38.6 1.5 193.0 233.1

Over five years     3.4 – 148.3 151.7

Mortgage backed securities     64.0 16.4 404.0 484.4

total fixed income securities – external     602.5 55.8 1,127.7 1,786.0

fixed income securities – internal

Less than one year     106.5 – – 106.5

total     709.0 55.8 1,127.7 1,892.5
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as at 31 december 2008     $m $m $m $m

      Core Core plus surplus total

fixed income securities – external

Less than one year     184.4 22.2 69.8 276.4

Between one and two years     128.8 30.8 39.9 199.5

Between two and three years     157.7 48.7 63.7 270.1

Between three and four years     61.7 8.9 20.8 91.4

Between four and five years     18.4 6.8 27.0 52.2

Over five years     13.1 1.8 80.5 95.4

Mortgage backed securities     180.9 82.2 351.3 614.4

total fixed income securities – external     745.0 201.4 653.0 1,599.4

The maturity profile of the financial liabilities of the Group is as follows:

as at 31 december 2009   $m $m $m $m $m $m

     years until liability becomes due – undiscounted values

    balance less one three over

    sheet than one to three to five five total

Losses and loss adjustment expenses   488.9 183.5 181.7 67.0 56.7 488.9

Insurance contracts – other payables   15.8 12.7 2.4 0.7 – 15.8

Amounts payable to reinsurers   4.2 4.2 – – – 4.2

Other payables   291.4 291.4 – – – 291.4

Corporation tax payable   2.4 2.4 – – – 2.4

Interest rate swap   3.6 2.9 0.7 – – 3.6

Accrued interest payable   0.2 0.2 – – – 0.2

Long-term debt   131.4 5.2 10.7 10.7 243.1 269.7

total    937.9 502.5 195.5 78.4 299.8 1,076.2

as at 31 december 2008   $m $m $m $m $m $m

     years until liability becomes due – undiscounted values

    balance less one three over

    sheet than one to three to five five total

Losses and loss adjustment expenses   528.8 188.5 211.0 72.2 57.1 528.8

Insurance contracts – other payables   17.6 14.0 3.2 0.4 – 17.6

Amounts payable to reinsurers   2.0 2.0 – – – 2.0

Other payables   190.3 190.3 – – – 190.3

Interest rate swap   4.9 2.1 2.8 – – 4.9

Accrued interest payable   0.4 0.4 – – – 0.4

Long-term debt   130.8 7.9 15.8 15.8 303.4 342.9

total    874.8 405.2 232.8 88.4 360.5 1,086.9

actual maturities of the above may differ from contractual maturities because certain borrowers have the right to call or pre-pay 
certain obligations with or without call or prepayment penalties. The prepayment options for the Group’s long-term debt are discussed 
in note 18. while the estimation of the ultimate liability for losses and loss adjustment expenses is complex and incorporates a 
significant amount of judgement, the timing of payment of losses and loss adjustment expenses is also uncertain and cannot be 
predicted as simply as for other financial liabilities. actuarial and statistical techniques, past experience and management’s judgement 
have been used to determine a likely settlement pattern.
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The Group manages its liquidity risks via its investment strategy to hold high quality, highly liquid securities, sufficient to meet its 
insurance liabilities and other near-term liquidity requirements. The creation of the core portfolio with its subset of guidelines ensures 
funds are readily available to meet potential insurance liabilities in an extreme event plus other near-term liquidity requirements.

in addition, the Group has established asset allocation and maturity parameters within the investment guidelines such that  
the majority of the investments are in high quality assets which could be converted into cash promptly and at minimal expense.  
The Group monitors market changes and outlooks and re-allocates assets as deemed necessary.

d. CRedit Risk
credit risk is the risk that a counter-party may fail to pay, or repay, a debt or obligation. The Group is exposed to credit risk on its fixed 
income investment portfolio and derivative instruments, its inwards premiums receivable from insureds and cedants, and on any 
amounts recoverable from reinsurers.

credit risk on the fixed income portfolio is mitigated through the Group’s policy to invest in instruments of high credit quality issuers 
and to limit the amounts of credit exposure with respect to particular ratings categories and any one issuer. securities rated below 
BBB- / Baa3 may comprise no more than 5% of shareholders’ equity, with the exception of u.s. government and agency securities.  
in addition, no one issuer, with the exception of u.s government and agency securities, should exceed 5% of shareholders’ equity.  
The Group is therefore not exposed to any significant credit concentration risk on its investment portfolio, except for fixed income 
securities issued by the u.s. government and government agencies.

credit risk on derivative instruments is mitigated by the use of exchange-traded instruments which use clearing houses to reduce 
counter-party credit risk, require the posting of margins and settle unrealised gains and losses daily.

credit risk on inwards premiums receivable from insureds and cedants is managed by conducting business with reputable broking 
organisations with whom the Group has established relationships and by rigorous cash collection procedures. The Group also has  
a broker approval process in place. credit risk from reinsurance recoverables is primarily managed by review and approval of reinsurer 
security by the GRsc as discussed on page 86.

The table below presents an analysis of the Group’s major exposures to counter-party credit risk, based on their standard & Poor’s or 
equivalent rating. The table includes amounts due from policyholders and unsettled investment trades. The quality of these receivables 
is not graded, but based on management’s historical experience there is limited default risk associated with these amounts.

as at 31 december 2009     $m $m $m $m

        inwards

      equity Cash and premiums

      securities fixed receivable

      and other income and other Reinsurance

      investments securities receivables recoveries

AAA     – 1,830.6 – –

AA+, AA, AA-     – 110.8 – –

A+, A, A-     – 295.9 4.3 35.8

BBB+, BBB, BBB-     – 95.0 – –

Other     – 0.2 182.5 –

total     – 2,332.5 186.8 35.8
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as at 31 december 2008     $m $m $m $m

        inwards

      equity Cash and premiums

      securities fixed receivable

      and other income and other Reinsurance

      investments securities receivables recoveries

AAA     – 1,572.6 – –

AA+, AA, AA-     – 207.9 – –

A+, A, A-     – 190.8 3.2 42.1

BBB+, BBB, BBB-     – 38.9 – –

Other     5.8 2.8 341.3 –

total     5.8 2,013.0 344.5 42.1

The counter-party to the Group’s interest rate swap is currently rated aa by standard & Poor’s.

The following table shows inwards premiums receivables that are past due but not impaired:

      2009  2008
as at 31 december      $m  $m

Less than 90 days past due      8.6  8.1

Between 91 and 180 days past due      0.4  1.4

Over 180 days past due      0.3  0.5

total      9.3  10.0
 

Provisions of $1.4 million (2008 – $1.5 million) have been made for impaired or irrecoverable balances and $0.2 million (2008 – $1.4 
million) was charged to the consolidated statement of comprehensive income in respect of bad debts. no provisions have been made 
against balances recoverable from reinsurers.

e. opeRational Risk
Operational risk is the risk of loss resulting from inadequate or failed internal processes or systems including the risk of fraud, 
inadequate health and safety for employees, damage to physical assets, business disruption, system failure and transaction processing 
failure. The Group’s main operational risks are as follows:

• underwriters may operate outside of approved authority levels;
• Employees may fail to comply with the Group’s operating guidelines;
• iT systems may fail to meet business needs;
• key processes may fail, leading to delays and/or inaccurate or untimely management information;
• Effective and comprehensive enterprise risk management practices and philosophies may not be embedded throughout the Group;
• unintended insurance coverage may be provided or received due to the misinterpretation of insurance contract policy wording;
• Management may fail to address or identify an unforeseen or unexpected risk;
• compliance and regulatory failures; and
• loss of key personnel.

The Group has a robust self governance framework. Policies and procedures are documented, reviewed and updated when necessary and 
affirmed by management on a quarterly basis. The Group’s internal audit function considers the accuracy and completeness of key risks 
and controls, and independently verifies the effective operation of these through substantive testing. all higher risk areas are subject to 
annual audit, with all other areas audited, on a rotational basis, at least once every three years.
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information technology risk tolerances have been defined and system performance is monitored continuously. The Group’s disaster 
recovery plan is re-assessed and updated on a regular basis.

f. stRategiC Risk
The Group has identified several strategic risks. These include the risks that either the poor execution of the business plan or poor 
business planning in itself results in a strategy that fails to adequately reflect the trading environment, resulting in an inability to 
optimise performance. The Group has also identified risks from the failure to maintain adequate capital, accessing capital at an inflated 
cost or the inability to access capital. This includes unanticipated changes in regulatory and/or rating agency models that could result  
in an increase in capital requirements or a change in the type of capital required. lastly, the Group has identified succession planning, 
staff retention and key man risk as strategic risks.

The Group addresses the risks associated with planning and execution of the business plan through a combination of the following:

• an iterative annual budget process with cross departmental involvement;
• approval of the annual budget by the Board of Directors;
• Regular monitoring of actual versus budgeted results; and
• Periodic review and re-forecasting as market conditions change.

Risks associated with the effectiveness of the Group’s capital management are mitigated as follows:

• Regular monitoring of current regulatory and rating agency capital requirements;
• Oversight of capital requirements by the Board of Directors; and
•  Maintaining contact with regulators and rating agencies in order to stay abreast of upcoming developments.

Risks associated with succession planning, staff retention and key man risks are mitigated through a combination of resource planning 
processes and controls, including:

• The identification of key personnel with appropriate succession plans;
• Documented recruitment procedures, position descriptions and employment contracts; and
• Resource monitoring and the provision of appropriate compensation and training schemes.

a. Capital risk management
The total capital of the Group as at 31 December 2009 is determined as $1,510.3 million (2008 – $1,403.5 million) comprising 
$1,378.9 million of shareholders’ equity (2008 – $1,272.7 million) and $131.4 million of long-term debt (2008 – $130.8 million).  
The Group’s capital requirements vary with the insurance cycle.

The Group reviews the level and composition of capital on an ongoing basis with a view to:

• Maintaining sufficient capital for underwriting opportunities and to meet obligations to policyholders;
• Maximising the return to shareholders within pre-determined risk tolerances;
• Maintaining adequate financial strength ratings; and
• Meeting internal and regulatory capital requirements.

capital is increased or returned as appropriate. The retention of earnings generated leads to an increase in capital. capital raising  
can include debt or equity and returns of capital may be made through dividends, share repurchases, a redemption of debt or any 
combination thereof. Other capital management tools and products available to the Group may also be utilised. all capital actions 
require approval by the Board of Directors.

internal methods have been developed to review the profitability of classes of business and their estimated capital requirements, and 
the capital requirements of the combination of a wide range of other risk categories. Management increasingly uses these approaches 
in decision making. The operating entities also conduct capital requirement assessments under internal measures and local regulatory 
requirements. Refer to note 26 for a discussion of the regulatory capital requirements of the Group’s operating entities.
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b. Risk adjusted return
The Group’s aim is to provide its shareholders with a return on equity of 13% in excess of a risk-free rate over the insurance cycle. The 
return is generated within a broad framework of risk parameters. The return is measured by management in terms of the internal rate  
of return (“iRR”) of the increase in fully converted book value per share (“fcBvs”) in the period plus dividends accrued. This aim is a 
long-term goal, acknowledging that management expect both higher and lower results in the shorter term. The cyclicality and volatility 
of the insurance market is expected to be the largest driver of this pattern. Management monitors these peaks and troughs – adjusting 
the Group’s portfolio to make the most effective use of available capital and seeking to maximise the risk adjusted return.

iRR achieved is as follows:
       Compound inception
      annual annual to date
      return return return

31 December 2005(1)      (3.2%) n/a (3.2%)

31 December 2006      17.8% 14.0% 14.0%

31 December 2007      31.4% 22.4% 50.3%

31 December 2008      7.8% 17.9% 63.7%

31 December 2009      26.5% 19.8% 105.8%

(1) The returns shown are for the period from the date of incorporation, 12 October 2005 to 31 December 2005

iRR achieved in excess of the three month treasury yield is as follows:
       Compound inception
      annual annual to date
      return return return

31 December 2005(1)      (3.4%) n/a (3.4%)

31 December 2006      13.0% 9.2% 9.2%

31 December 2007      26.9% 17.8% 40.8%

31 December 2008      6.4% 14.3% 52.7%

31 December 2009      26.4% 17.1%  94.6%

(1) The returns shown are for the period from the date of incorporation, 12 October 2005 to 31 December 2005
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1. general information
The Group is a provider of global property insurance and reinsurance products. lHl was incorporated under the laws of Bermuda on  
12 October 2005. On 16 March 2009 lHl was listed on the main market of the london stock Exchange (“lsE”); previously lHl was 
listed on aiM, a subsidiary market of the lsE. a secondary listing on the Bermuda stock Exchange (“BsX”) was approved on 21 May 
2007. The registered office of lHl is clarendon House, 2 church street, Hamilton HM 11, Bermuda. The registered office from 1 March 
2010 will be Power House, 7 Par-la-ville Road, Hamilton HM 11, Bermuda. 

lHl has five subsidiaries, all wholly owned: lancashire insurance company limited (“licl”), lancashire insurance Holdings (uk) limited 
(“liHl”), lancashire insurance Marketing services limited (“liMsl”), lancashire insurance services limited (“lisl”) and lancashire 
Marketing services (Middle East) limited (“lMEl”). liHl is a holding company for a wholly owned operating subsidiary, lancashire 
insurance company (uk) limited (“luk”).

The subsidiaries were incorporated and licensed as insurance companies or intermediaries as follows:
   liCl lihl luk liMsl lisl lMel

Date of incorporation   28 October 11 April 17 March 7 October 17 March 11 March

    2005 2006 2006 2005 2006 2007

Licensing body   BMA(1) none FSA(2) FSA(2) none DFSA(3)

Nature of business   General   General Insurance  Insurance

    insurance Holding insurance mediation Support mediation 

    business company business activities services activities

(1) Bermuda Monetary authority (“BMa”)

(2) united kingdom, financial services authority (“fsa”)

(3) Dubai financial services authority (“Dfsa”)

2. segmental reporting
Management and the Board of Directors review the Group’s business primarily by its four principal classes: property, energy, marine  
and aviation. These classes are therefore deemed to be the Group’s operating segments for the purposes of segment reporting. further 
sub-classes of business are underwritten within each operating segment. The nature of these individual sub-classes is discussed further 
in the risk disclosures section on pages 84 to 86. Operating segment performance is measured by the net underwriting profit or loss  
and the combined ratio.

all amounts reported are transactions with external parties. There are no inter-segmental transactions and there are no insurance  
or reinsurance contracts that insure or reinsure risks in Bermuda, the Group’s country of domicile.
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2. segmental reporting continued

 
Revenue and expense by operating segment – for the year ended 31 december 2009

gross premiums written    $m $m $m $m $m

     property  energy Marine aviation total

Analysed by geographical zone:

Worldwide offshore    1.0 154.9 71.4 – 227.3

U.S. and Canada    156.0 2.2 0.1 – 158.3

Worldwide, including the U.S. and Canada(1)    51.5 7.4 (0.6) 60.9 119.2

Europe     30.3 3.5 2.1 0.3 36.2

Worldwide, excluding the U.S. and Canada(2)    35.1 – 0.4 0.1 35.6

Far East    10.9 2.1 0.2 – 13.2

Middle East    8.6 3.3 – – 11.9

Rest of World    23.9 2.1 0.1 – 26.1

total    317.3 175.5 73.7 61.3 627.8

Outwards reinsurance premiums     (17.2) (13.5) (9.3) (10.7) (50.7)

Change in unearned premiums    (14.8) 14.9 9.8 12.1 22.0

Change in unearned premiums ceded    (1.8) (4.3) 1.7 – (4.4)

net premiums earned    283.5 172.6 75.9 62.7 594.7

Insurance losses and loss adjustment expenses    8.9 (82.6) (29.4) (1.3) (104.4)

Insurance losses recoverable     – 5.7 – – 5.7

Insurance acquisition expenses    (37.8) (37.8) (23.1) (13.9) (112.6)

Insurance acquisition expenses ceded    2.0 2.9 0.7 1.0 6.6

net underwriting profit     256.6 60.8 24.1 48.5 390.0

Net unallocated income and expenses         (1.5)

profit before tax        388.5

Loss ratio    (3.1%) 44.6% 38.7% 2.1% 16.6%

Acquisition cost ratio    12.6% 20.2% 29.5% 20.6% 17.8%

Expense ratio    – – – – 10.2%

Combined ratio    9.5% 64.8% 68.2% 22.7% 44.6%

(1) worldwide, including the u.s. and canada, comprises insurance and reinsurance contracts that insure or reinsure risks in more than one geographic area

(2)  worldwide, excluding the u.s. and canada, comprises insurance and reinsurance contracts that insure or reinsure risks in more than one geographic area, but that 
specifically exclude the u.s. and canada
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2. segmental reporting continued

 
Revenue and expense by operating segment – for the year ended 31 december 2008

gross premiums written    $m $m $m $m $m

     property  energy Marine aviation total

Analysed by geographical zone:

Worldwide offshore    0.9 159.1 72.6 – 232.6

U.S. and Canada    108.5 4.2 0.1 – 112.8

Worldwide, including the U.S. and Canada(1)    44.5 7.2 2.1 70.4 124.2

Europe    34.1 4.6 2.9 0.4 42.0

Worldwide, excluding the U.S. and Canada(2)    47.5 0.5 0.2 0.3 48.5

Far East    14.1 2.1 0.7 0.4 17.3

Middle East    8.9 3.5 – – 12.4

Rest of world    44.2 4.0 – 0.1 48.3

total    302.7 185.2 78.6 71.6 638.1

Outwards reinsurance premiums     (23.1) (25.6) (7.6) (7.1) (63.4)

Change in unearned premiums    (2.3) 36.9 (0.5) 8.1 42.2

Change in unearned premiums ceded    (5.1) (5.3) 0.1 0.7 (9.6)

net premiums earned    272.2 191.2 70.6 73.3 607.3

Insurance losses and loss adjustment expenses    (100.9) (271.8) (38.1) (8.0) (418.8)

Insurance losses recoverable     – 43.3 – – 43.3

Insurance acquisition expenses    (35.3) (36.7) (19.8) (15.1) (106.9)

Insurance acquisition expenses ceded    1.2 5.4 0.4 0.3 7.3

net underwriting profit     137.2 (68.6) 13.1 50.5 132.2

Net unallocated income and expenses         (34.6)

profit before tax        97.6

Loss ratio    37.1% 119.5% 54.0% 10.9% 61.8%

Acquisition cost ratio    12.5% 16.4% 27.5% 20.2% 16.4%

Expense ratio    – – – – 8.1%

Combined ratio    49.6% 135.9% 81.5% 31.1% 86.3%

(1) worldwide, including the u.s. and canada, comprises insurance and reinsurance contracts that insure or reinsure risks in more than one geographic area

(2)  worldwide, excluding the u.s. and canada, comprises insurance and reinsurance contracts that insure or reinsure risks in more than one geographic area, but that 
specifically exclude the u.s. and canada
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3. investment return

The total investment return for the Group is as follows:
       2009 2008
       $m $m

Net investment income

– Interest on fixed income securities       62.6 46.5

– Net (accretion) amortisation       (5.2) 3.5

– Interest income on cash and cash equivalents        2.1 12.2

– Dividends from equity securities       – 0.9

– Investment management and custodian fees       (3.5) (3.6)

net investment income       56.0 59.5

net other investment income (loss)(1)       0.3  (0.7)

Net realised gains (losses) and impairments

– Fixed income securities        24.7 10.6

– Equity securities       (1.0) (21.6)

– Derivative financial instruments       0.1 –

net realised gains (losses) and impairments       23.8 (11.0)

Net change in unrealised gains recognised in other comprehensive income

– Fixed income securities        2.7 16.5

– Equity securities       – (9.4)

net change in unrealised gains (losses)        2.7 7.1

total investment return        82.8 54.9

(1) a share of loss of associate of $0.2 million is included in the year ended 31 December 2008

net realised gains (losses) and impairments includes an impairment loss of $0.4 million (2008 – $21.6 million) recognised on fixed 
income and equity securities held by the Group.

Movements within unrealised gains and losses within accumulated other comprehensive income are as follows:
       2009 2008
       $m $m

fixed income securities

– Net unrealised gains released        (21.8) (3.7)

– Net unrealised gains recorded       24.1 17.6

– Net unrealised losses released for impairments        0.4 2.6

equity securities

– Net unrealised losses (gains) released        1.1 (1.0)

– Net unrealised losses recorded        (1.1) (20.6)

– Net unrealised losses released for impairments        – 12.2

net change in unrealised gains (losses) on investments      2.7 7.1
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4. net insurance acquisition expenses
       2009 2008
       $m $m

Insurance acquisition expenses        104.6 110.0

Changes in deferred insurance acquisition expenses        8.0 (3.1)

Insurance acquisition expenses ceded       (5.2) (6.1)

Changes in deferred insurance acquisition expenses ceded      (1.4) (1.2)

total       106.0 99.6
 

5. other operating expenses
       2009 2008
       $m $m

Operating expenses unrelated to underwriting        60.5 49.3

Equity based compensation        16.4 10.6

total       76.9 59.9
 

6. employee benefits
       2009 2008
       $m $m

Wages and salaries        15.7 14.2

Pension costs       1.5 1.2

Bonus and other benefits        18.4 9.6

Equity based compensation        16.4 10.6

total       52.0 35.6
 

equity based compensation
The Group’s primary equity based compensation scheme is its restricted stock scheme (“Rss”). Previously the Group also administered  
a warrant plan and a long term incentive plan (“lTiP”).

The following charges are included in other operating expenses in the consolidated statement of comprehensive income:

       2009 2008

       $m $m

RSS – ordinary       6.8 1.1

RSS – exceptional       0.5 0.4

LTIP        5.7 6.7

Warrants – ordinary       – 3.3

Warrants – performance       3.4 (0.9)

total       16.4 10.6
 

Rss – ordinary
On 4 January 2008 the lTiP was closed and replaced with an Rss. Rss are subject to time and, normally, performance conditions.  
The ordinary restricted share awards vest after a three year period and are dependent on certain performance criteria. a maximum  
of 50% of ordinary restricted share awards will vest only on the achievement of a total shareholder return in excess of the 75th 
percentile of the total shareholder return of a pre-defined comparator group. a maximum of 50% of ordinary restricted share awards 
will vest only on the achievement of a return on equity by lHl in excess of a required amount.
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6. employee benefits continued

        weighted
        average 
ordinary restricted shares       number fair value

Granted during the year        1,851,701 $5.75

Forfeited during the year       (18,914) $5.73

outstanding as at 31 december 2008       1,832,787 $5.75

Granted during the year        2,480,125 $7.79

Forfeited during the year       (20,029) $5.73

outstanding as at 31 december 2009       4,292,883 $6.93

issuable as at 31 december 2009       – –

The fair value of each restricted share granted pursuant to an ordinary restricted share award is equal to the share price of lHl on the 
date of grant. The fair value of ordinary restricted share awards granted ranges between $5.73 and $8.58.

Rss – exceptional
The exceptional restricted shares vest after a two year period and do not have associated performance criteria for vesting.

        weighted  
        average
exceptional restricted shares       number fair value

Granted during the year ending 31 December 2008       166,904 $5.73

outstanding as at 31 december 2008 and 2009       166,904 $5.73

issuable as at 31 december 2009       – –

The fair value of each restricted share granted pursuant to an exceptional restricted share award is equal to the share price of lHl on 
the date of grant.

ltip
no further options have been granted since the close of the lTiP plan. all lTiP options issued will expire ten years from the date of issue. 
The exercise price for lTiP options issued prior to 2007 is equal to or greater than the average closing price of the shares on the twenty 
previous trading days prior to grant. The exercise price for options awarded in 2007 is equal to the closing price of the shares by reference 
to a single valuation date occurring five days after the end of the close period (“close period” as defined in the Glossary to the aiM Rules 
for companies – february 2007) most recently concluded prior to grant or five days after the decision to make the award if such decision 
was made outside a close period. 25% of lTiP options vest on each of the first, second, third and fourth anniversary of the grant date. 
There are no associated performance criteria. settlement is at the discretion of the Group and may be in cash or shares.

        weighted average

options      number  exercise price

outstanding as at 31 december 2007      6,979,339  $6.42(1)

Forfeited during the year      (86,039)  $6.11(1)

outstanding as at 31 december 2008      6,893,300  $5.38(1)

Exercised during the year      (2,220,059)  $4.39

Forfeited during the year      (56,489)  $5.57

outstanding as at 31 december 2009      4,616,752  $4.34

exercisable as at 31 december 2009      1,798,832  $4.40

(1) adjusted for revaluation at the exchange rate as at 31 December 2009
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6. employee benefits continued

On the dates listed below the Remuneration committee exercised their discretionary power to adjust option exercise prices to 
neutralise the devaluing impact of dividend payments. The resulting charge to equity based compensation in the consolidated 
statement of comprehensive income is also shown. in all cases there is a net $nil impact to shareholders’ equity.

      adjustment to   Charge
      exercise price 2009 2008
date     $ £ $m $m

14 February 2008     1.10 0.56 0.7 1.2

4 November 2009     1.30 0.79 2.0 –

total     2.40 1.35 2.7 1.2

Management team ordinary warrants (“ordinary warrants”)
Ordinary warrants were all fully vested by 31 December 2008. The fair value of ordinary warrants granted for all periods was $2.62 per 
share. Ordinary warrants granted and outstanding are:
        weighted average
ordinary warrants      number  exercise price

outstanding as at 31 december 2008 and 2009      11,433,465  $4.71

exercisable as at 31 december 2009      11,433,465  $4.71

Management team performance warrants (“performance warrants”)
Performance warrants were all fully vested by 31 December 2009, vesting was dependent on achieving certain performance criteria.  
The fair value of warrants granted for all periods was $2.62 per share. Performance warrants granted and outstanding are:

        weighted average
performance warrants      number  exercise price

outstanding as at 31 december 2007      6,474,346  $5.00

Lapsed during the year      (2,782,659)  $3.90

outstanding as at 31 december 2008       3,691,687  $4.10

Lapsed during the year      (1,931,377)  $2.60

outstanding as at 31 december 2009      1,760,310  $3.62

exercisable as at 31 december 2009      1,760,310  $3.62

Refer to note 21 for further disclosure on the total management warrants outstanding.

7. Results of operating activities
Results of operating activities are stated after charging the following amounts:
       2009 2008
       $m $m

Depreciation on owned assets        0.8 1.1

Operating lease charges        1.6 1.8

Auditors’ remuneration

– Group audit fees       1.2 1.2

– Other services        0.6 0.2

total       4.2 4.3
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7. Results of operating activities continued

fees paid to the Group’s auditors for other services are approved by the Group’s audit committee. such fees comprise the following 
amounts:
       2009 2008
       $m $m

Tax advice        0.1 0.1

Other        0.5 0.1

total       0.6 0.2

8. tax

bermuda
lHl, licl and luk have received an undertaking from the Bermuda government exempting them from all Bermuda local income, 
withholding and capital gains taxes until 28 March 2016. at the present time no such taxes are levied in Bermuda.

united states
The Group does not consider itself to be engaged in trade or business in the u.s. and, accordingly, does not expect  
to be subject to u.s. taxation on its income or capital gains.

united kingdom
The uk subsidiaries are subject to normal uk corporation tax on all their profits.

       2009 2008

Tax charge       $m $m

Corporation tax charge (credit) for the year       4.8 (0.3)

Adjustments in respect of prior year corporation tax       0.4 (0.4)

Deferred tax (credit) charge for the year        (1.5) 0.3

Adjustments in respect of prior year deferred tax       (0.6) 0.5

total       3.1 0.1
 

       2009 2008
tax reconciliation        $m $m

Profit before tax       388.5 97.6

Less profit not subject to tax       (372.9) (101.9)

Profits (losses) subject to tax       15.6 (4.3)

UK corporation tax        4.4 (1.2)

Adjustments in respect of prior period       (0.2) 0.1

Other expense temporary differences       (1.2) 1.2

Other expense permanent differences       0.1 –

total       3.1 0.1
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8. tax continued

On 1 april 2008 the standard rate of corporation tax in the uk decreased from 30% to 28%. The standard rate of tax for 2009 is 28% 
(2008 – weighted average rate of 28.5%). The current tax charge as a percentage of the Group’s profit before tax is 0.8% (2008 – 0.1%) 
due to the different tax paying jurisdictions throughout the Group.

a current corporation tax expense of $0.1 million was credited to other comprehensive income during the year (2008 – $0.2 million charge), 
which relates to unrealised investment gains and losses included in accumulated other comprehensive income within shareholders’ equity.

        2009 2008
taxation        $m $m

UK corporation tax payable       2.4 –
 

9. deferred tax
       2009 2008

       $m $m

Deferred tax assets       3.9 2.4

Deferred tax liabilities       (0.6) (1.2)

net deferred tax asset        3.3 1.2
 

Deferred tax assets are recognised to the extent that realising the related tax benefit through future taxable profits is likely. it is 
anticipated that the lancashire uk group of companies will be profitable in 2010, thus the entire deferred tax asset is recognised.

The deferred tax asset relates to the Rss, warrants and options employee benefit schemes. The deferred tax liability relates to claims 
equalisation reserves. all deferred tax assets and liabilities are classified as non-current.

The movement on the total net deferred tax asset is as follows:
       2009 2008

       $m $m

As at 1 January        1.2 2.0

Statement of comprehensive income credit (charge)       2.1 (0.8)

as at 31 december       3.3 1.2
 

10. Cash and cash equivalents
       2009 2008

       $m $m

Cash at bank and in hand        288.9 7.9

Cash equivalents        151.1 405.7

total       440.0 413.6
 

cash equivalents have an original maturity of three months or less. The carrying amount of these assets approximates their fair value.

included in cash at bank and in hand is $232.5 million (2008 – $nil) of cash held on deposit by the lHl’s share registrar to fund the 
special dividend payment disclosed in note 20.

Refer to note 18 for the cash and cash equivalent balances on deposit as collateral.
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11. investments

as at 31 december 2009     $m $m $m $m

     Cost or gross gross estimated
     amortised unrealised unrealised fair
     cost gain loss value

fixed income securities

– Short-term investments     288.8 – – 288.8

– U.S. treasuries      251.9 4.1 (1.2) 254.8

– Other government bonds     75.0 1.5 (0.2) 76.3

– U.S. government agency debt     114.1 1.0 (0.1) 115.0

– U.S. government agency mortgage backed securities     473.7 11.6 (0.9) 484.4

– Corporate bonds      467.1 13.3 (0.6) 479.8

– Corporate bonds – FDIC guaranteed(1)     191.0 2.6 (0.2) 193.4

total investments     1,861.6 34.1 (3.2) 1,892.5

(1) fDic guaranteed corporate bonds are protected by the federal Deposit insurance corporation, an independent agency of the u.s. government

as at 31 december 2008     $m $m $m $m

     Cost or gross gross estimated
     amortised unrealised unrealised fair
     cost gain loss value

fixed income securities

– Short-term investments     163.6 – – 163.6

– U.S. treasuries      186.8 6.5 (1.6) 191.7

– Other government bonds     52.5 1.6 – 54.1

– U.S. government agency debt     109.1 5.4 – 114.5

– U.S. government agency mortgage backed securities     600.0 15.3 (0.9) 614.4

– Corporate bonds      306.6 3.8 (6.9) 303.5

– Corporate bonds – FDIC guaranteed(1)     148.4 5.0 – 153.4

– Convertible debt securities     0.2 – – 0.2

total fixed income securities – available for sale     1,567.2 37.6 (9.4) 1,595.4

Equity securities – available for sale     5.8 – – 5.8

total available for sale securities     1,573.0 37.6 (9.4) 1,601.2

Fixed income securities – at fair value through profit and loss    4.3 – (0.3) 4.0

total investments     1,577.3 37.6 (9.7) 1,605.2

(1) fDic guaranteed corporate bonds are protected by the federal Deposit insurance corporation, an independent agency of the u.s. government

Equity securities and other investments held as at 31 December 2008 are deemed non-current. fixed income maturities are presented 
in the risk disclosures section on page 95. Refer to note 18 for the investment balances in trusts in favour of ceding companies and on 
deposit as collateral.

The fair value of securities in the Group’s investment portfolio is estimated using the following techniques:

(i) Quoted prices in active markets for the same instrument; or
(ii)  Quoted prices on active markets for similar assets or liabilities or other valuation techniques for which all significant inputs are 

based on observable market data; or
(iii) valuation techniques for which any significant input is not based on observable market data.

securities that have quoted prices in active markets include publicly traded equity securities, u.s. treasuries and certain derivative 
financial instruments.
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11. investments continued

securities that have their fair value estimated based on observable market data include:

• u.s. government agency debt;
• u.s. government agency mortgage backed securities;
• non-agency mortgage backed securities;
• corporate bonds;
• convertible debt securities; and
• certain derivative financial instruments.

a financial instrument is regarded as quoted in an active market, and included in category (i), if quoted prices are readily available  
from an exchange, dealer, broker, industry group, pricing service or regulatory agency and those prices represent actual and regularly 
occurring market transactions on an arm’s length basis. instruments included in category (ii) are valued via independent external 
sources using modeled or other valuation methods. such methods are typically industry accepted standard and consider the following: 
broker-dealer quotes; present value; future cash flows; yield curves; interest rates; prepayment speeds; default rates; and similar quoted 
instruments and/or market transactions.

The fair value hierarchy of the Group’s investment holdings is as follows:

as at 31 december 2009      $m  $m  $m

       (i)  (ii)  total

fixed income securities

– Short-term investments      175.1 113.7 288.8

– U.S. treasuries       254.8 – 254.8

– Other government bonds      – 76.3 76.3

– U.S. government agency debt      – 115.0 115.0

– U.S. government agency mortgage backed securities      – 484.4 484.4

– Corporate bonds       – 479.8 479.8

– Corporate bonds – FDIC guaranteed(1)      – 193.4 193.4

total fixed income securities – available for sale      429.9 1,462.6 1,892.5

(1) fDic guaranteed corporate bonds are protected by the federal Deposit insurance corporation, an independent agency of the u.s. government

Prior year comparative disclosure is not required in the year of adoption and has not been presented. There were no category  
(iii) investments as at 31 December 2009 or 2008 therefore a reconciliation of movements within that category has not been 
presented. There are no realised or unrealised gains or losses recorded on category (iii) investments in the consolidated statement  
of comprehensive income or accumulated other comprehensive income. There have been no transfers between categories (i) and  
(ii) during the year.

Prices for the Group’s investment portfolio are provided by a third party investment accounting firm whose pricing processes, and the 
controls thereon, are subject to an annual audit on both the operation and the effectiveness of those controls – a “sas 70” audit. sas 
70 audit reports are available to clients of the firm and the report is reviewed annually by management. in accordance with their pricing 
policy, various recognised reputable pricing sources are used including index providers, broker-dealers and pricing vendors. The pricing 
sources use bid prices where available, otherwise indicative prices are quoted based on observable market trade data. The prices 
provided are compared to the investment managers’ and custodian’s pricing.
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12. insurance and reinsurance contracts

insurance liabilities        $m $m  $m

      unearned other

      premiums payables total

as at 31 december 2007      381.8 16.5 398.3

Net deferral for:

Prior years      (317.5) – (317.5)

Current year      275.3 – 275.3

Other      – 1.1 1.1

as at 31 december 2008       339.6 17.6 357.2

Net deferral for:

Prior years      (274.8) – (274.8)

Current year      252.8 – 252.8

Other      – (1.8) (1.8)

as at 31 december 2009      317.6 15.8 333.4

losses and loss adjustment expenses      $m  $m $m

      losses  net losses

      and loss  and loss

      adjustment Reinsurance adjustment

      expenses recoveries expenses

as at 31 december 2007      179.6 (3.6) 176.0

Net incurred losses for:

Prior years      (26.0) (2.6) (28.6)

Current year      444.8 (40.7) 404.1

Exchange adjustments       (0.5) – (0.5)

incurred losses and loss adjustment expenses      418.3 (43.3) 375.0

Net paid losses for:

Prior years      34.6 (0.4) 34.2

Current year      34.5 (4.4) 30.1

paid losses and loss adjustment expenses      69.1 (4.8) 64.3

as at 31 december 2008       528.8 (42.1) 486.7

Net incurred losses for:

Prior years      (59.5) (4.0) (63.5)

Current year      163.9 (1.7) 162.2

Exchange adjustments       (0.4) (0.1) (0.5)

incurred losses and loss adjustment expenses      104.0 (5.8) 98.2

Net paid losses for:

Prior years      137.8 (12.1) 125.7

Current year      6.1 – 6.1

paid losses and loss adjustment expenses      143.9 (12.1) 131.8

as at 31 december 2009      488.9 (35.8) 453.1
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12. insurance and reinsurance contracts continued

 
Reinsurance assets and liabilities      $m $m $m $m

      unearned   

      premiums amounts  

      on premiums payable to other 

      ceded reinsurers receivables total

as at 31 december 2007     19.6 (5.7) 8.2 22.1

Net deferral for:

Prior years     (18.6) – – (18.6)

Current year     9.0 – – 9.0

Other     – 3.7 (5.0) (1.3)

as at 31 december 2008      10.0 (2.0) 3.2 11.2

Net deferral for:

Prior years     (9.7) – – (9.7)

Current year     5.3 – – 5.3

Other     – (2.2) 1.1 (1.1)

as at 31 december 2009      5.6 (4.2) 4.3 5.7

further information on the calculation of loss reserves and the risks associated with them is provided in the risk disclosures section, 
from page 87. The risks associated with general insurance contracts are complex and do not readily lend themselves to meaningful 
sensitivity analysis. The impact of an unreported event could lead to a significant increase in our loss reserves. The Group believes  
that the loss reserves established are adequate, however a 20% increase in estimated losses would lead to a $97.8 million (2008 – 
$105.8 million) increase in loss reserves. There was no change to the Group’s reserving methodology during the year.

The split of losses and loss adjustment expenses between notified outstanding losses, acRs assessed by management and iBnR is 
shown below:
 
      2009  2008
     $m % $m %

Outstanding losses     258.6 52.9 303.4 57.4

Additional case reserves     22.9 4.7 63.8 12.1

Losses incurred but not reported     207.4 42.4 161.6 30.5

losses and loss adjustment expenses     488.9 100.0 528.8 100.0
 

it is estimated that the Group’s reserve for unpaid losses and loss adjustment expenses has an estimated duration of approximately  
two years.
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12. insurance and reinsurance contracts continued

Claims development
The development of insurance liabilities is indicative of the Group’s ability to estimate the ultimate value of its insurance liabilities.  
The Group began writing insurance and reinsurance business in December 2005. Due to the minimal number of underlying risks and 
lack of known loss events occurring during the period to 31 December 2005, the Group does not expect to incur any losses from 
coverage provided in 2005. accordingly, the loss development tables do not include that year. 

    2006 2007 2008  2009 total
accident year    $m $m $m $m $m

gross losses

Estimate of ultimate liability(1)

 At end of accident year    39.1 154.8 444.6 163.3 

 One year later    34.7 131.2 417.4

 Two years later    32.0 103.5

 Three years later    27.6

Current estimate of cumulative liability    27.6 103.5 417.4 163.3 711.8

payments made    (20.5) (55.1) (141.2) (6.1) (222.9)

total gross liability    7.1 48.4 276.2 157.2 488.9
 

    2006 2007 2008  2009 total
accident year    $m $m $m $m $m

Reinsurance

Estimate of ultimate recovery(1)

 At end of accident year    – 3.6 40.7 1.6

 One year later    – 6.2 47.1

 Two years later    – 4.0

 Three years later    –

Current estimate of cumulative recovery    – 4.0 47.1 1.6 52.7

payments received    – (2.5) (14.4) – (16.9)

total gross recovery    – 1.5 32.7 1.6 35.8
 

    2006 2007 2008  2009 total
accident year    $m $m $m $m $m

net losses

Estimate of net ultimate liability(1)

 At end of accident year    39.1 151.2 403.9 161.7

 One year later    34.7 125.0 370.3

 Two years later    32.0 99.5

 Three years later    27.6

Current estimate of net cumulative liability    27.6 99.5 370.3 161.7 659.1

payments made    (20.5) (52.6) (126.8) (6.1) (206.0)

total net liability    7.1 46.9 243.5 155.6 453.1
 
(1) adjusted for revaluation of foreign currencies at the exchange rate as at 31 December 2009
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12. insurance and reinsurance contracts continued

The inherent uncertainty in reserving gives rise to favourable or adverse development on the established reserves. The total favourable 
development on net losses and loss adjustment expenses, excluding the impact of foreign exchange revaluations, was as follows: 

        2009 2008
       $m $m

2006 accident year       4.4 2.6

2007 accident year       25.2 26.0

2008 accident year       33.9 –

total favourable development       63.5 28.6
 

During the year ending 31 December 2009 there were no major loss events that impacted the Group. in september 2008, Hurricane ike 
passed through the Gulf of Mexico oil fields, making landfall in the u.s.. Hurricane ike was a very destructive storm, causing damage to 
and destruction of a significant number of oil platforms. The net ultimate financial impact of Hurricane ike is as follows: 

          $m

Insurance losses and loss adjustment expenses        204.1

Insurance losses and loss adjustment expenses recoverable       (33.5)

Reinstatement premium        (8.9)

Other deductions        (10.9)

net ultimate financial impact as at 31 december 2008        150.8

Change in insurance losses and loss adjustment expenses       21.0

Change in insurance losses and loss adjustment expenses recoverable       (4.6)

Change in reinstatement premium        0.7

Change in other deductions        (1.3)

net ultimate financial impact as at 31 december 2009        166.6

Estimation of the ultimate liability of offshore losses is complex. loss assessments require skilled loss adjusters. The availability of loss 
adjusters with the necessary expertise is scarce and large events put a further strain on this resource. a substantial degree of judgement 
is involved in assessing the ultimate cost of Hurricane ike, and the final amount could be materially different from that currently 
reported. Management’s best estimate of the ultimate liability for Hurricane ike is $178.7 million. The 90th percentile of the loss 
distribution for this estimate is $202.3 million with the 95th percentile being $210.2 million.

The Hurricane ike ultimate financial impact developed adversely during 2009 by $15.8 million. This was offset by favourable development 
on other prior accident year reserves for attritional losses, plus reductions in a small number of reported losses based on new 
information received from loss adjusters. These developments are individually insignificant.
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13. insurance, reinsurance and other receivables
        2009 2008
       $m $m

Accrued interest receivable       12.0 10.1

Reinsurance assets

– Reinsurance recoveries       35.8 42.1

– Other receivables       4.3 3.2

Other receivables        4.3 154.0

Inwards premiums receivable from insureds and cedants       178.2 187.3

total receivables        234.6 396.7
 

all receivables are considered current other than $21.1 million (2008 – $24.0 million) of inwards premiums receivable related to 
multi-year contracts. The carrying value approximates fair value due to the short-term nature of the receivables. There are no significant 
concentrations of credit risk within the Group’s receivables.

14. deferred acquisition costs
The reconciliation between opening and closing deferred acquisition costs is shown below:

        $m

as at 31 december 2007        57.8

Net deferral during the year        110.0

Expense incurred for the year        (106.9)

as at 31 december 2008        60.9

Net deferral during the year        104.6

Expense incurred for the year        (112.6)

as at 31 december 2009        52.9

15. insurance, reinsurance and other payables
        2009 2008
       $m $m

Dividends payable       263.0 –

Other payables       28.4 190.3

total other payables       291.4 190.3

Insurance contracts – other payables       15.8 17.6

Amounts payable to reinsurers        4.2 2.0

total payables        311.4 209.9
 

Dividends payable are discussed in note 20. Other payables include unsettled investment trades, unsettled share repurchases and other 
accruals. insurance payables relate to amounts due to policyholders for profit commission, return premiums and claims payable. all 
payables are considered current. The carrying value approximates fair value due to the short-term nature of the payables.
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16. deferred acquisition costs ceded
The reconciliation between opening and closing deferred acquisition costs ceded is shown below:
        $m

as at 31 december 2007        3.1

Net deferral during the year        6.1

Income recognised for the year        (7.3)

as at 31 december 2008        1.9

Net deferral during the year        7.4

Income recognised for the year        (6.6)

as at 31 december 2009        2.7

17. property, plant and equipment
        2009 2008
       $m $m

Cost       10.2 4.5

Accumulated depreciation       (2.0) (3.1)

net book value       8.2 1.4
 

18. long-term debt and financing arrangements
        2009 2008
as at 31 december       $m $m

Subordinated loan notes $97.0 million        97.0 97.0

Subordinated loan notes €24.0 million        34.4 33.8

Carrying value        131.4 130.8
 

On 15 December 2005 the Group issued, via a trust company, $97.0 million in aggregate principal amount of subordinated loan notes 
and €24.0 million in aggregate principal amount of subordinated loan notes (“long-term debt”) at an issue price of $1,000 and €1,000 
of their principal amounts respectively. The fair value of the long-term debts is estimated as $121.4 million (2008: $97.1 million).

The u.s. dollar subordinated loan notes are repayable on 15 December 2035 with a prepayment option available from 15 March 2011. 
Prior to 15 March 2011, upon the occurrence and during the continuation of a “special Event”, lHl may, at its option, redeem the 
securities, in whole but not in part, at a sliding scale redemption price. a special Event is a change in the tax and/or investment status  
of the issuing trust. interest on the principal is based on a set margin (3.70%) above the variable liBOR rate and is payable quarterly.

The Euro subordinated loan notes are repayable on 15 June 2035 with a prepayment option available from 15 March 2011. Prior to this 
time prepayment would only be available in the event of a “special Event”. interest on the principal is based on a set margin (3.70%) 
above the variable Euribor rate and is payable quarterly.

The Group is exposed to cash flow interest rate risk and currency risk on its long-term debt. further information is provided in the risk 
disclosures section from page 93.

The interest accrued on the long-term debt was $0.2 million (2008 – $0.4 million) at the balance sheet date. The interest expense  
for the year was $6.4 million (2008 – $9.8 million) and is included in financing costs.
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18. long-term debt and financing arrangements continued

letters of credit
as both licl and luk are non-admitted insurers or reinsurers throughout the u.s., the terms of certain contracts require them to provide 
letters of credit to policyholders as collateral. lHl and licl have a syndicated collateralised credit facility in the amount of $200.0 
million which expires on 16 July 2012. The facility contains a $75.0 million loan sub-limit available for general corporate purposes.

The facility is available for the issue of letters of credit (“lOcs”) to ceding companies. The facility is also available for licl to issue lOcs 
to luk to collateralise certain insurance balances. lOcs issued by licl are as follows:

        2009 2008
as at 31 december       $m $m

Issued to affiliates        – 61.9

Issued to third parties        25.7 26.7
 

There was no outstanding debt under this facility at either reporting date. letters of credit are required to be fully collateralised.

trusts
The Group has several trust arrangements in place in favour of policyholders and ceding companies in order to comply with the security 
requirements of certain reinsurance contracts and/or the regulatory requirements of certain jurisdictions. 

The following cash and cash equivalents and investment balances were held in trust and other collateral accounts in favour of third parties:

      
     2009 2008
as at 31 december    $m $m   $m  $m 

    cash and fixed  cash and fixed
    cash income  cash income
    equivalents securities  equivalents securities 

In various trust accounts for policyholders    14.1 100.9  11.3 –

In favour of letters of credit    1.9 37.0  37.7 80.0

In favour of interest rate swaps    2.8 –  2.8 –

In favour of futures contracts    0.6 –  – –

total     19.4 137.9  51.8 80.0
 

as at and for the years ended 31 December 2009 and 2008 the Group was in compliance with all covenants under its trust facilities.

19. derivative financial instruments
Derivate instrument gains and losses recorded in the consolidated statement of comprehensive income are as follows:

        2009 2008
       $m $m

Net realised gains (losses) and impairments        0.1 –

Net other investment income       – 0.1

Financing costs        (1.3) (3.6)

total derivative net losses        (1.2) (3.5)
 

Refer to pages 91 and 92 in the risk disclosures section for the estimated fair value of the Group’s derivative instruments. Realised gains 
and losses on futures and options contracts are included in net realised gains (losses) and impairments. The net impact of TBas is $nil 
for all reporting periods.
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19. derivative financial instruments continued

in previous years the Group invested a small portion of its investment portfolio in convertible debt securities. The option to convert  
was an embedded derivative, which was required to be bifurcated from the host contract with changes in estimated fair value recorded 
through income, unless the security was designated as at fair value through profit and loss. The Group’s investments in convertible debt 
securities were liquidated in the first half of 2009. as at 31 December 2008 the derivative component of these instruments was valued 
at $nil. changes in estimated fair value are included in net other investment income.

The Group hedges a portion of its floating rate borrowings using interest rate swaps to transfer floating to fixed rate. These instruments are 
held at estimated fair value through profit and loss. The net fair value position owed by the Group was $3.6 million (2008 – $4.9 million). 
The Group has the right to net settle these instruments. The next cash settlement due on these instruments is $0.8 million (2008 – $0.5 million) 
and is due on 15 March 2010. The counter-party requires collateralisation of positions in excess of $2.0 million. These instruments will 
expire on 15 March 2011. The net impact from cash settlement and changes in estimated fair value is included in financing costs.

The interest rate swaps are held at estimated fair value, priced using observable market inputs, and are therefore classified as category 
(ii) in the fair value hierarchy.

20. share capital

authorised ordinary shares of $0.50 each        number $m

as at 31 december 2009 and 2008        3,000,000,000 1,500.0

allocated, called up and fully paid        number $m

as at 31 december 2008 and 2007       182,283,095 91.1

Shares issued due to warrant exercises        219,968 0.1

as at 31 december 2009       182,503,063 91.2

own shares       number $m

as at 31 december 2007       – –

Shares repurchased and held in treasury       9,433,168 58.0

as at 31 december 2008       9,433,168 58.0

Shares repurchased and held in treasury       2,406,674 16.9

Shares repurchased by trust       1,078,403 8.0

Shares distributed by trust       (885,575) (6.5)

as at 31 december 2009       12,032,670 76.4

The net shares outstanding as at 31 December 2009 were 170,470,393 (2008 – 172,849,927).

share repurchases
The Board of Directors have granted share repurchase authorisations as follows:

date        $m

29 October 2007        100.0

30 April 2008        100.0

4 November 2009        150.0

total        350.0

an amount of $175.1 million (2008 – $42.0 million) of approved repurchase remains in place under the current authorisations.
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20. share capital continued

To date, shares have been repurchased by the Group under share repurchase authorisations as follows:

       weighted
       average
      number share
date      of shares price $m

Repurchased and cancelled

2007(1)       13,640,916 £3.54 100.2

total repurchased and cancelled      13,640,916 £3.54 100.2

Repurchased and transferred to treasury shares

2008      9,433,168 £3.14 58.0

2009      2,406,674 £4.28 16.9

total repurchased and transferred to treasury shares      11,839,842 £3.37 74.9

total repurchased      25,480,758 £3.46 175.1

(1)  Due to the movement of exchange rates between trade and settlement dates, the amount paid for the $100.0 million share repurchase program was $100.2 million versus 
the authorised program of $100.0 million. The variance was ratified by the Board of Directors on 14 february 2008

at the balance sheet date $0.1 million (2008 – $0.2 million) remained to be settled.

in 2009 the trustees of the lancashire Holdings Employee Benefit Trust (the “EBT”) acquired 1,078,403 (2008 – nil) shares in accordance 
with the terms of that trust and distributed 885,575 (2008 – nil). There were no unsettled balances in relation to EBT purchases at 
either balance sheet date.

dividends
The Board of Directors have authorised the following dividends during the year ended 31 December 2009:

dividends     authorisation date  payment date $m

Interim dividend of $0.05 (£0.0308)      28 July 2009  7 October 2009 10.5

Special dividend of $1.25 (£0.75625)     4 November 2009  6 January 2010 263.0

There were no dividends declared during the year ended 31 December 2008.
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21. warrants, options and restricted shares
Other reserves represents the Group’s warrants, options and restricted shares. changes in the number of options and restricted shares 
outstanding are disclosed in note 6. The change in the total number of warrants outstanding is as follows:

warrants  number number number number number

      Management Management

     Management performance performance

   founders’ foundation  ordinary warrants warrants

   warrants warrants warrants granted unallocated

outstanding as at 31 december 2007  25,303,917 648,143 11,433,465 6,474,346 347,937

Lapsed  – – – (2,782,659) (149,542)

outstanding as at 31 december 2008  25,303,917 648,143 11,433,465 3,691,687 198,395

Cancelled  – – – – (198,395)

Exercised  (833,200) – – – –

Lapsed  – – – (1,931,377) –

outstanding and exercisable as at 31 december 2009  24,470,717 648,143 11,433,465 1,760,310 –

The exercise price for all unvested warrants was automatically adjusted for dividends declared as follows:

authorisation date   payment date u.s.$ number number number number

      founders’ foundation ordinary performance

      warrants warrants warrants warrants

10 December 2007   25 January 2008 1.10 – 162,036 2,858,366 5,789,065

28 July 2009   7 October 2009 0.05 – – – 2,894,532

4 November 2009   6 January 2010 1.25 – – – 2,894,532

The weighted average exercise price for the warrants is:
 
   $ $ $ $

    founders’ foundation ordinary performance
    warrants warrants warrants warrants

As at 31 December 2008   5.00 4.73 4.71 4.85

As at 31 December 2009   5.00 4.73 4.71 3.62

22. lease commitments
The Group has payment obligations in respect of operating leases for certain items of office equipment and office space. Operating 
lease expenses for the year were $1.6 million (2008 – $1.8 million). 

future minimum lease payments under non-cancellable operating leases are as follows:
        2009 2008
       $m $m

Due in less than one year        2.1 1.7

Due between one and five years       10.1 6.7

total        12.2 8.4
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23. earnings per share
Basic earnings per share amounts are calculated by dividing net profit for the year attributable to shareholders by the weighted average 
number of common shares outstanding during the year.

Diluted earnings per share amounts are calculated by dividing the net profit attributable to shareholders by the weighted average 
number of common shares outstanding during the year plus the weighted average number of common shares that would be issued  
on the conversion of all potentially dilutive common shares into common shares under the treasury stock method.

The following reflects the profit and share data used in the basic and diluted earnings per share computations:

        2009 2008
       $m $m

Profit for the year attributable to equity shareholders        385.4 97.5
 

       number number
       of shares of shares
       thousands thousands

Basic weighted average number of shares       172,740 177,468

Potentially dilutive shares        15,048 6,931

diluted weighted average number of shares       187,788 184,399

share-based payments are only treated as dilutive when their conversion to common shares would decrease earnings per share or 
increase loss per share from continuing operations. unvested restricted shares without performance criteria are therefore included  
in the number of potentially dilutive shares. incremental shares from the assumed exercising of performance warrants and ordinary 
restricted share awards, where relevant performance criteria have not been met, are not included in calculating dilutive shares. in 
addition, where options are antidilutive, they are not included in the number of potentially dilutive shares.

24. Related party disclosures
The consolidated financial statements include lHl and the entities listed below:

name        domicile

Lancashire Insurance Company Limited        Bermuda

Lancashire Insurance Marketing Services Limited        United Kingdom

Lancashire Holdings Financing Trust I        United States

Lancashire Holdings Employee Benefit Trust        Jersey

Lancashire Insurance Holdings (UK) Limited        United Kingdom

Lancashire Insurance Company (UK) Limited        United Kingdom

Lancashire Insurance Services Limited        United Kingdom

Lancashire Marketing Services (Middle East) Limited        United Arab Emirates

all subsidiaries are wholly owned, either directly or indirectly.

The Group has issued subordinated loan notes via a trust vehicle – lancashire Holdings financing Trust i (the “Trust”) (see note 18).  
The Group effectively has 100% of the voting rights in the Trust. These rights are subject to the property trustee’s obligations to seek 
the approval of the holders of the Trust’s preferred securities in case of default and other limited circumstances where the property 
trustee would enforce its rights. while the ability of the Group to influence the actions of the Trust is limited by the Trust agreement, 
the Trust was set up by the Group with the sole purpose of issuing the subordinated loan notes, is in essence controlled by the Group, 
and is therefore consolidated.
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24. Related party disclosures continued

licl holds $271.3 million of cash and cash equivalents and fixed income securities in trust for the benefit of luk relating to intra-group 
reinsurance agreements.

On 14 february 2008 the Group established the EBT to assist in the administration of the Group’s employee equity based compensation 
schemes. while the Group does not have legal ownership of the EBT, and the ability of the Group to influence the actions of the EBT is 
limited by the Trust Deed, the EBT was set up by the Group with the sole purpose of assisting in the administration of these schemes,  
is in essence, controlled by the Group, and is therefore consolidated.

During 2009 the Group made cash donations of $1.2 million to the EBT for funding. The Group also entered into a loan facility 
agreement (the “facility”) with RBc cees Trustee limited, the Trustees of the EBT. The facility is an interest free revolving credit facility 
under which the Trustee can request advances on demand, within the terms of the facility, up to a maximum aggregate of $10.0 million. 
The facility may only be used by the Trustees for the purpose of achieving the objectives of the EBT. as at 31 December 2009 the Group 
had made advances of $7.0 million to the EBT under the terms of the facility. There were no transactions with the EBT during 2008.

key management compensation
Remuneration for key management (the Group’s executive and non-executive Directors) for the years ending 31 December was as follows:

        2009 2008
       $m $m

Short-term compensation       5.6 5.3

Equity based compensation       6.1 5.8

Directors’ fees and expenses       1.7 1.6

Monitoring fees       0.1 0.2

total       13.5 12.9
 

The Directors’ fees and expenses includes $0.7 million (2008 – $0.7 million) paid to significant founding shareholders. The monitoring 
fees are paid to significant founding shareholders. non-executive Directors do not receive any benefits in addition to their agreed fees 
and expenses and do not participate in any of the Group’s incentive, performance or pension plans.

transactions with lancashire foundation
cash donations to the foundation have been approved by the Board of Directors as follows:

30 April 2008        $1.0 million

14 May 2009        $1.1 million

25. non-cash transactions
available for sale mortgage backed to be announced security purchases and sales of $229.3 million (2008 – $223.2 million) and  
$229.5 million (2008 – $228.4 million) respectively were net settled during the year through the use of derivative instruments.

The unsettled element of the share repurchase of $0.1 million (2008 – $0.2 million) discussed in note 20 is not reflected in the  
2009 cash flows. it has been recorded in the subsequent year when it was actually settled. The 2009 special dividend declared  
of $263.0 million is not reflected in the 2009 cash flows. The settlement date was 6 January 2010 and the cash flow on this  
transaction has been recorded in 2010.

The unsettled element of the share repurchase in 2007 of $10.5 million was not reflected in the 2007 cash flows. it was recorded  
in 2008 when it was actually settled. The 2007 special dividend declared of $239.1 million was not reflected in the 2007 cash flows.  
The settlement date was 25 January 2008 and the cash flow on this transaction was recorded in 2008.
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26. statutory requirements and dividend restrictions
The primary source of capital used by the Group is equity shareholders’ funds and borrowings. as a holding company, lHl relies on 
dividends from its operating entities to provide the cash flow required for debt service and dividends to shareholders. The operating 
entities’ ability to pay dividends and make capital distributions is subject to the legal and regulatory restrictions of the jurisdictions in 
which they operate. for the primary operating entities these are based principally on the amount of premiums written and reserves for 
losses and loss adjustment expenses, subject to overall minimum solvency requirements. Operating entities statutory capital and 
surplus is different from shareholder’s equity due to certain items that are capitalised under ifRs but expensed or have a different 
valuation basis for regulatory reporting, or are not admitted under insurance regulations.

annual statutory capital and surplus reported to regulatory authorities by the primary operating entities is as follows:

as at 31 december 2009       $m £m

        liCl luk

Statutory capital and surplus       1,215.4 120.0

Minimum required statutory capital and surplus       257.1 22.6

as at 31 december 2008       $m £m

        liCl luk

Statutory capital and surplus       1,080.1 125.1

Minimum required statutory capital and surplus       256.8 22.7

for luk, various capital calculations are performed and an individual assessment of luk’s capital needs (an “ica”) is presented to the 
fsa. The fsa then considers the capital calculations and issues an individual capital guidance (“icG”), reflecting the fsa’s own view as 
to the level of capital required. The fsa considers that a decrease in an insurance company’s capital below the level of its icG represents 
a regulatory intervention point.

licl is required to maintain a minimum liquidity ratio, whereby relevant assets, as defined in the regulations, must exceed 75%  
of relevant liabilities. as at 31 December 2009 and 2008 the liquidity ratio was met. licl is also required to perform various capital 
calculations under the BMa’s regulatory framework. an assessment is made of licl’s capital needs and a target capital amount is 
determined. The BMa may require a further capital loading on the target capital amount in certain circumstances. The BMa considers 
that a decrease in capital below the target level represents a regulatory intervention point.

as at 31 December 2009 and 2008 the capital requirements of both regulatory jurisdictions were met.

27. subsequent events
On 25 february 2010 the Board of Directors authorised the payment of a final ordinary dividend of 10.0 cents per common share  
to shareholders of record on 19 March 2010, with a settlement date of 14 april 2010. The total dividend payable will be approximately 
$20.8 million. The Remuneration committee has the discretionary power to adjust the exercise price of options issued under the lTiP  
to neutralise the devaluing impact of dividend payments. The committee has not yet approved any such adjustment. an amount 
equivalent to the dividend accrues on all Rss awards and is paid at the time of vesting, pro-rata according to the number of Rss awards 
that vest.

The Group has exposures to risks in chile in the following classes; onshore energy; property retrocession; property direct and facultative; 
and property catastrophe excess of loss. it is premature to estimate the extent of any potential losses likely to be incurred from claims 
arising from the 27 february 2010 earthquake and subsequent aftershocks that struck chile or the resulting impact on 2010 results, 
reinstatement premiums or market pricing.

28. presentation
certain amounts in the 31 December 2008 consolidated financial statements have been re-presented to conform with the current 
year’s presentation and format. These changes in presentation have no effect on the previously reported net profit.
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Shareholder information

annual geneRal Meeting
The company’s annual general meeting (“aGM”) is scheduled for 1.00pm on 4 May 2010. notice of this year’s aGM and the form  
of proxy accompany this annual report. if you have any queries regarding the notice or return of the proxy please contact Greg lunn, 
(company secretary and General counsel) at lancashire Holdings limited, Power House, 7 Par-la-ville Road, Hamilton HM 11, Bermuda, 
Tel: + 1 441 278 8950 and email: greg.lunn@lancashiregroup.com.

fuRtheR infoRMation
lancashire Holdings limited is registered in Bermuda under company number Ec 37415 and has its registered office at Power House,  
7 Par-la-ville Road, Hamilton HM 11, Bermuda.

further information about the Group including this annual report, press releases and the company’s share price is available on our 
website at www.lancashiregroup.com. Please address any enquiries to info@lancashiregroup.com.
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Note regarding forward-looking statements

some of the statements in this document include forward-looking statements which reflect the Directors’ current views with respect  
to financial performance, business strategy, plans and objectives of management for future operations (including development plans 
relating to the Group’s products and services). These statements include forward-looking statements both with respect to the Group 
and the sectors and industries in which the Group operates. statements which include the words “believes”, “anticipates”, “plans”, 
“projects”, “intends”, “expects”, “estimates”, “predicts”, “may”, “will”, “seeks”, “should” or, in each case, their negative or comparable 
terminology and similar statements are of a future or forward-looking nature. all forward-looking statements address matters that 
involve risks and uncertainties. accordingly, there are or will be important factors that could cause the Group’s actual results to differ 
materially from those indicated in these statements. These factors include but are not limited to those described in the part of this 
document entitled ‘‘Risk disclosures’’, which should be read in conjunction with the other cautionary statements that are included in 
this document. any forward-looking statements in this document reflect the Directors’ current views with respect to future events and 
are subject to these and other risks, uncertainties and assumptions relating to the Group’s operations, results of operations, growth strategy 
and liquidity. Given these uncertainties investors are cautioned not to place any undue reliance on such forward-looking statements.

These forward-looking statements speak only as of the date of this document. subject to any obligations under the listing Rules,  
the Disclosure and Transparency Rules or as otherwise required by law, the company undertakes no obligation to publicly update  
or review any forward-looking statement, whether as a result of new information, future developments or otherwise. all subsequent 
written and oral forward-looking statements attributable to the Group or individuals acting on behalf of the Group are expressly 
qualified in their entirety by this paragraph. Prospective investors should specifically consider the factors identified in this document 
which could cause actual results to differ before making an investment decision.
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Contact information

RegisteRed offiCe
lancashire Holdings limited
Power House
7 Par-la-ville Road
Hamilton HM 11
Bermuda
(since 1 March 2010)

Phone: + 1 441 278 8950
fax: + 1 441 278 8951

beRMuda offiCe
lancashire insurance company limited
Power House
7 Par-la-ville Road
Hamilton HM 11
Bermuda
(since 21 December 2009)

Phone: + 1 441 278 8950
fax: + 1 441 278 8951

uk offiCe
lancashire insurance company (uk) limited
lancashire insurance Marketing services limited
level 11, vitro
60 fenchurch street
london Ec3M 4aD
united kingdom

Phone: + 44 (0) 20 7264 4000
fax: + 44 (0) 20 7264 4077

Middle east offiCe
lancashire Marketing services (Middle East) limited
level 2
Building no. 4
Gate village
Dubai international financial center
Dubai, uaE

Phone: + 971 4 425 5100
fax: + 971 4 425 5111

legal Counsel to the CoMpany

as to english and u.s. law:
Dewey & leBoeuf
no 1 Minster court
Mincing lane
london Ec3R 7Yl
united kingdom

as to bermuda law:
conyers, Dill & Pearman
clarendon House
2 church street
Hamilton HM 11
Bermuda

auditoRs
Ernst & Young ltd.
Reid Hall
3 Reid street
Hamilton HM 11
Bermuda

RegistRaR
capita Registrars (Jersey) limited
P.O. Box 532
st Helier
Jersey JE4 5uw
channel islands 

depositaRy
capita iRG Trustees limited
The Registry
34 Beckenham Road
Beckenham
kent BR3 4Tu
united kingdom
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Lancashire is a global provider of specialty 
insurance products operating in Bermuda, 
London and Dubai. We focus on short-tail, 
specialty insurance risks, mostly on a direct 
basis, under four main classes: property,  
energy, marine and aviation.
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