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/ Leading the way

1999

Acquires both Lloyd’s and non-
Lloyd’s platforms.

2001

First UK non-life insurer to
raise new capital following
11 September industry losses.

Resolves not to write finite
business or to enter volume-
related broker commission
arrangements, well ahead of
Spitzer review.




2002

Embarks on policy of active
diversification of underwriting,
including building substantial
UK SME business, three years
ahead of widespread
catastrophe-driven losses and
ratings agency downgrades for
“monoline” reinsurers.

2003

Switches its asset management
mandates to “total return” basis
and sees excellent investment
performance in 2004-5.

Public commitment to radical
market process reform with
specific focus on contract
certainty, some 18 months
ahead of FSA announcement
of contract certainty initiative.

2004

First UK non-life insurer to
announce agreement of ICA
from FSA.

First UK non-life insurer to raise
lower tier two subordinated debt
via private placement.

As part of its claims management
initiative, one of the first UK
insurers to accredit US loss
adjusters, TPAs and lawyers.

2005

First UK insurer (life or non-life)
to raise subordinated debt post
Hurricane Katrina.
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/1 Group Overview

2 // Group Overview

Dane Douetil
Chief Executive Officer

Brit Insurance Holdings PLC (“Brit” or the “Group”) is a major
UK-based general insurance and reinsurance group writing both
UK'and international business.

Brit's ordinary shares are listed on the London Stock Exchange;
it is a constituent of the FTSE 250 Index.

As at 1 March 2006, Brit's equity market capitalisation was
£1,057.8m, ranking Brit the 193rd largest company on the
London stock market and the fourth largest UK-headquartered
non-life insurer by market capitalisation. In addition, the market
value of Brit’s listed subordinated loan stock was £175.3m, giving
a total capitalisation in excess of £1.2bn.

Brit operates via a single underwriting platform spanning both
Lloyd’s and non-Lloyd’s distribution and regulation. Its principal
subsidiary Brit Insurance Limited (“BIL") is rated A+ (Strong)
by Fitch Ratings and A (Excellent) by AM Best. Both ratings
were reaffirmed with stable outlook during 2005. Its Lloyd’s
business, Syndicate 2987, is the ninth largest Lloyd’s syndicate
with £500m capacity for 2005 and 2006. Brit owns 100% of
BIL and all the capacity on its active underwriting syndicate.



The Group’s strategic goal is to continue to deliver shareholder
value by achieving long-term growth in profits and a share price
which reflects market confidence. In pursuing this strategy, we
will aim to:

Maintain excellent standards of underwriting
Produce less volatile results over time

Continue to provide the highest standards of customer
security and service

Strengthen our position as one of the leading UK-based
general insurers

Maintain a broad spread of business to maximise opportunity
and reduce undue concentration of risk in any given area

Grow our UK and London Market Underwriting Centres

Build the business on firm foundations in underwriting,
finance and operations
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// Chairman’s Statement

Overview
Two years ago | set two specific goals for
the Company:

4 To return to the dividend list

4 To grow the market capitalisation of the
Company to £1bn without a new equity issue.

4 // Chairman’s Statement

| am delighted to reflect that these objectives
have now been achieved, in May 2004 and
February 2006 respectively. | will be setting
further demanding targets for management.

Market Conditions in 2005

2005 will go down in history as a year of natural
catastrophes of unprecedented frequency and
severity. Before making any comment on their
effect on Brit’s financial statements, prospects
and strategy, | consider it appropriate to reflect
on the human costs of these events. | regard the
Group’s Tsunami-related charitable donations as
an appropiate response.

Only time will tell whether the current significant
increase in world-wide natural catastrophes is
seen to abate again towards historic normalised
levels or to escalate yet further, fuelled by global
warming and increasing economic development
in risk-exposed zones.

Clive Coates
Chaiman

Results

We are delighted to have reported a pre-tax profit
for the year of £62.4m and a full year dividend of
six pence per share, in what was by a considerable
margin the worst ever year for global catastrophe
claims. This level of profit shows the strength,
diversity, depth and quality of the Group’s
business. We continued to grow top line premium
significantly but selectively and profitably, despite
an insurance cycle which was, for the greater part
of the year before the US hurricanes, softening.
Our broad spread of business and the quality of
our underwriting have served us very well. Non-
catastrophe lines of business have performed
extremely well, especially the liability classes which
have benefited from back year releases from
reserves and increased investment income from
assets held to match longer tail business.

Strategy and Risk Appetite

We have built Brit significantly over recent years
on a sound, prudent underwriting, financial and
operational model. We aim to deliver superior
shareholder value based on growing profits and
reducing volatility.

We have re-examined our risk models and reduced
our risk appetites in peak zones, recognising that
this will result in writing less premium in certain
classes of business and forgoing short-term pricing
opportunities in highly catastrophe-exposed areas.

We aim to deliver superior shareholder value

based on growing profits and reducing volatility.



The downward pressure on pricing in
mid 2005 has been reversed in some
classes and arrested in others.

Capital Structure and

Dividend Policy Review

As indicated at the half year, we have conducted
a thorough review of the Group’s capital structure
and were delighted by the market’s response to
our £150m subordinated bond issue in December.
The issue was more than two-and-a-half times
subscribed and has provided the Group with new
long-term capital qualifying as lower tier two for
regulatory purposes. This has opened a new
source of quality long-term finance for the Group
which is cheaper than equity capital and has re-
balanced our gearing ratio to a more appropriate
level of approximately 23% debt to net tangible
assets on a proforma basis. We expect the
improved capital mix to deliver a higher return

on equity over the long-term and therefore to be
value-enhancing to shareholders. The new debt,
being subordinated, also adds further security

to our customer proposition and allows us to
continue our measured growth strategy without
impairing our financial strength ratings and without
recourse to the equity markets.

As previously indicated, Brit has also reviewed its
dividend policy and is pleased to announce that

for the foreseeable future (by which Brit means a
minimum of the next three years) the intention of
the Board is to pay up to 50% of earnings over the
period subject to a minimum of 5p per 25p ordinary
share per annum. However, in the event that market
conditions do not permit Brit to utilise fully its capital
then it would be the Board's intention to seek to
return such excess capital to shareholders in the
most appropriate and efficient manner.

As set out in more detail in the Notice of Annual

General Meeting, we are also proposing a share
consolidation on the basis of one new share for

three existing shares, which we believe will make
our shares more attractive to investors.

Board, Advisers and Senior Management
The year saw a number of significant changes.
Ernst & Young succeeded Mazars as the Group’s
auditor. Mazars’ input over many years was
invaluable and we have retained them as tax
advisers. We have appointed Citigroup as joint
adviser and corporate broker alongside Numis.
Neil Eckert stepped down from the post of CEO
and is now a Non-Executive Director. Glyn
MacAulay, another of the founding directors from
1995, retired from the Board. In last year’s report
| paid tribute to their enormous contributions over
the years. Don McCrickard has announced his
intention to stand down from the Board at the
end of 2006. Dane Douetil was promoted to
CEQO; Cees Schrauwers and Joe MacHale joined
as Non-Executive Directors, and Peter Hazell
became Chairman of the Audit Committee.
Within the Group’s senior executive management,
Mike Sibthorpe was promoted to the Executive
Management Committee and Kathy Lisson joined
from Barclays as Group COO and member of the
Executive Management Committee.

Staff and Culture

| 'am very proud of the strong culture of teamwork
and excellence we have built at Brit and of the
quality and unstinting determination of staff at all
levels in the organisation, for which | thank all
concerned. It also fills me with huge confidence.

Outlook

Extraordinary events affect the ordinary cycle

of supply, demand and pricing in the insurance
industry. The downward pressure on pricing in
mid 2005 has been reversed in some classes
and arrested in others. We expect this pattern

to continue in 2006 and Brit is well positioned to
take full advantage of this favourable environment.

Clive Coates
Chairman

14 March 2006
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// Financial Highlights
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Continued high quality
underwriting performance.
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Continued premium growth — gross written premium PRE-TAX

£1,202.5m, up 10.7% PROFIT
Despite an unprecedented level of catastrophe claims, profit £62_4
before tax of £62.4m and earnings per share of 4.93p MILLION

Excellent investment performance £121.8m, up 60.2%

Robust claims reserves - £110.8m prior year releases
(2004: £47.7m)

Final dividend of 3p per share and full year dividend of
6p per share underpinned by strong fundamentals

Net tangible assets £638.4m, or 65.1p per share (2004: 66.1p)

Combined ratio 105.2% (2004: 92.9%), materially affected by
catastrophe claims

Completion of strategic review of Group capital structure and
gearing, culminating in successful £150m lower tier two
subordinated bond issue

Dividend policy revised - from 2006 for the foreseeable future
(not less than three years), the Board will distribute up to 50%
of earnings over the period subject to a minimum distribution
of 5p per 25p ordinary share per year, absent unforeseen
circumstances

Proposed share consolidation on the basis of one new share
for three existing shares
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/1 Operating & Financial Review / The Insurance Market 2005

The first half of 2005 saw a relatively benign claims
environment with a gently softening insurance cycle.
This situation changed fundamentally towards the
end of the year and into 2006:

Catastrophe Activity

V|

The chart to the right shows that the level of
natural catastrophe claims for 2005 was over
twice that of 2004 — which itself, was over

35% higher than any previous recorded year.

The following table shows that nine of the 20
largest insured events in history have occurred
in the last two years (shown in red), causing
insurers and reinsurers to review not only 2005
experience but also to consider whether the
combination of frequency and severity in both
2004 and 2005 signals some kind of change
in the long-term trend of natural catastrophes,
or just a short-term fluctuation.

Most Expensive Insured Losses

Great Natural Disasters - Insured Losses

1970 1975

Source: Munich Re

1980

1985

1990

* Costs rebased to 2005 US dollars.

1995 2000 2005

Rank Year Event Region Insured Cost ($bn)*
1 2005 Hurricane Katrina us 50.0
2 1992 Hurricane Andrew us 21.5
3 2001 WTC us 20.0
4 1994 Northridge Earthquake us 17.8
5 2004 Hurricane lvan US, Caribbean 11.0
6 2005 Hurricane Wilma US, Mexico 10.0
7 2005 Hurricane Rita us 8.0
8 2004 Hurricane Charley us 8.0
9 1991 Typhoon Mireille Japan 7.8
10 1990 Winterstorm Daria France, UK et al 6.6
11 1999 Winterstorm Lothar Western Europe 6.6
12 1989 Hurricane Hugo US, Puerto Rico 6.4
13 2004 Hurricane Frances us 5.0
14 2004 Tsunami Indian Ocean 5.0
15 1987 European Storms Europe 5.0
16 1990 Winterstorm Vivan Europe 4.6
17 1999 Typhoon Bart Japan 4.6
18 1998 Hurricane Georges US, Caribbean 4.1
19 2004 Hurricane Jeanne US, Dom Rep 4.0
20 2004 Typhoon Songda Japan 3.6
21 2001 Tropical Storm Allison us 3.4
22 20083 Thunderstorms, Tornadoes us 3.3
23 1988 Piper Alpha Explosion UK 3.2
24 1995 Kobe Earthquake Japan 3.1
25 1999 Winterstorm Martin Spain, France, CH 2.7

Source: Swiss Re, RMS
"Costs rebased to 2004 US Dollars.
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Non-Catastrophe Classes

The performance of these classes in 2005 was in
marked contrast to the catastrophe classes. There
was a notable absence of major new claims in the
big-ticket liability classes (such as US professional
indemnity) and a number of outstanding prior year
cases were wholly or partially resolved at a
discount to the reserves which we had already
established. UK division claims experience in all
key areas (motor, liability and property) was also
benign for both current and prior years.

Industry Pricing for 2005 and Outlook

A The premium rating index charts for our three
underwriting centres on pages 13 to 15 show
the effect on pricing of last year’s catastrophes.
As yet, and as we would expect, this effect is
largely limited to the higher-risk, higher-reward
classes of business, particularly catastrophe
retrocessional, US property reinsurance and
primary business including energy and property
in directly wind-exposed areas of the USA.
Based on both economic fundamentals and
experience, we expect the firming of rates, albeit
less marked, to ripple into other reinsurance
classes and then into primary business classes
as the price-rises and annual renewals cycle
work their way through the system.

A In our least catastrophe-exposed underwriting
centre, the UK division, rates continued to fall
throughout 2005. This is likely to be the last of
our underwriting centres to be affected by any
general improvement in market pricing, and
the effects are unlikely to have worked through
before late 2006.

The level of natural catastrophe claims

for 2005 was over 60% higher than 2004.
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// Brit's Position in the Market

Brit’s Competitive Position and

Peer Group

While there are a number of examples in the
insurance industry of growth or profitability,

a continued combination of both is much rarer
and is a measure of the high quality of our entire
underwriting team and approach.

Our overall result for the year shows the strength
of our diversified business model, such that
favourable experience in one area was able to
counterbalance adverse volatility in another.

Brit operates through its three distinct customer-
facing underwriting centres, as follows:

UK - Brit estimates the UK commercial lines
market to be approximately £20bn. It is a
concentrated market with the top seven groups
having an estimated share of in excess of 50%.
Brit’s share of this market is approximately 2%,
already a top ten market participant, and is
targeting growth in this area over the medium
term. Growth has not been pursued during the
soft market conditions of 2005 and early 2006
because it would have meant reducing pricing
excessively. It is a feature of UK commercial
insurance that during softer points in the pricing
cycle, more business is done in the regions and
less in London. We anticipated this and
established our network of regional offices in time
to take a share of this business as it migrated
away from London.

London Market — Brit competes with the major
Lloyd’s syndicates and London Market insurers for
global business distributed into London by broking
firms. Lloyd’s has 62 syndicates of which Brit owns
and manages the ninth largest Lloyd’s syndicate,
with a Lloyd’s market share of approximately 3.4%.
Brit is targeting growth in the non-aggregating
areas within its London Market business.

Reinsurance — Brit competes globally with other
major reinsurers, especially those based in
Continental Europe, Bermuda and at Lloyd’s.
Brit's global market share is less than 1%. Global
reinsurance market conditions are currently
undergoing significant change in the light of the
2004 and 2005 catastrophes, new capital and
revisions to risk estimates of buyers and
catastrophe modelling agencies. This represents
significant challenge and opportunity.

We established our network
of regional offices.
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Dane Douetil has been elected by his peers in 2006 to

the leading post as Chair of the Market Reform Group.

Key Business Relationships
Brit actively monitors its financial and operational
exposures to counterparties.

All of Brit's business comes via intermediaries.
As such, Brit is exposed to the insurance broking
industry. This is a highly concentrated industry,
especially among the “Big Three” — Marsh, Aon
and Willis. Brit believes it is less reliant on these
three counterparties than most insurers.

Brit’s reinsurance purchasing exposes it to

the global reinsurance industry. This industry is
experiencing both increasing consolidation and
credit rating downgrades for many participants.
Such trends serve to reduce the number of
potential providers of acceptable security for
Brit. However, as the Group grows and further
diversifies, Brit's need to purchase reinsurance
is reducing.

New Regulations and

Other Key Process Changes

2005 also saw progress on a series of regulatory
initiatives which we believe will have a profound
effect on the insurance marketplace and potential
benefit to the Group in terms of its competitive
market position:

A The likely shift in a number of administrative
functions from brokers to insurers

A FSA contract certainty requirements, which are

being enforced incrementally through 2006

A Increased capital requirements driven by the
FSA, Lloyd’s, EU regulation and global rating
agency criteria.

Brit has been at the forefront of each of these
areas and is confident of realising benefit from its
proactivity. For example:

A Having previously held a number of significant
industry positions, Dane Douetil has been
elected by his peers in 2006 to the leading
post as Chair of the Market Reform Group, a
reflection of Brit's commitment to leading the
modernisation of the industry.

A Brit's contract certainty platform, RI3K, enabled
the achievement for its own 1 January 2006
reinsurance purchases of full contract certainty
at inception of 75% of the programme and
100% certainty by 12 January 2006. This was a
significant achievement as it involved more than
15 brokers and 50 carriers globally, and would
have been impossible without the technology.

Full contract certainty

at inception of 75% of
the programme.
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/1 Underwriting Strategy

The Group’s underwriting core policies and values
are as follows:

If 2005 had been a “normal” catastrophe year,
we would have expected a Group claims ratio
not greater than 60.9%, which would have

“ Srﬁzlrlitgno;:;ﬁ‘;rr:}vergmg 's the number one represented net catastrophe claims of £117.3m.
In fact it totalled 74.4%, giving a difference from
4 Broadly spread underwriting portfolio our assumed long term result of £127.0m. This
encompassing more than 80 sub-classes has materially affected the results for 2005.
of business to maximise opportunity and
reduce concentration on any single risk, Premium Index
class or individual Brit's Premium Index uses 2000 as its base year
Y .. and reflects the broad trend for each underwriting
Roger Field 4 Constant monitoring of exposure limits

centre in respect of rates, terms and conditions.
The analysis is based on a set coding structure
including collective incentivisation of with the data being input by Brit's underwriters.
underwriting and other staff within a single It is compulsory for all open market business to
Group bonus pool based on Group profitability. ~ be included and the data is independently audited
This bonus structure helps maximise alignment by the compliance team on a regular basis.

of interests of staff with each other and with The index mainly tracks renewal business as it is
shareholders; strong peer review process often hard to judge differences in rates for new
among underwriters; internal capital market for ~ business. Some caution needs to be exercised
continual capital re-assignment, which resulted when using this table as the varying levels of

in 94 internal trades in respect of £144.1m of claims inflation in different classes require different
underwriting capital in 2005 rating increases simply to retain the status quo.
Inevitably there is also an element of subjectivity
in respect of any assessment of the impact of
changes in terms and conditions.

Underwriting Director ) )
7 4 Strong collegiate team ethic and culture,

4 Maintenance of high A insurer financial strength
rating from our chosen ratings agency partners
s0 as to attract and retain the right quality of
new business from brokers and clients The indices are based on the underwriters’

estimates of the rate movements experienced

by their business. They are subjective as they are

calculated using judgement to estimate the effect

of changes in terms and conditions as well as

changes in premium.

A Commitment to empowerment of underwriters
within the control framework to allow prompt
decisive customer-facing decisions to be made;
we employ 128 lead underwriters and 254
underwriting staff

A Strong reserving process and track record

4 Commitment to highest standards of customer
security and service, including integrity of
process and technology.

We continue to deliver on this strategy on all fronts.
For any insurance group however, the quality of the
underwriting is absolutely paramount. In this
context, it is particularly pleasing to note, for
example, that our active Lloyd’s Syndicate 2987
has closed its 2003 year of account with a return
on capacity of 25.6%, which we believe will be in
the upper quartile of market results; and our UK
Underwriting Centre has produced a record of
growth and combined ratio that compares
favourably with its peers in that market.
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Underwriting Results

UK Underwriting Centre

300
260
220

180

’—‘\
. /\k

2000 2001 2002 2003 2004 2005

Division Index at 31 December 2005
A Property 130
Casualty 120
A Motor 111
Liability 257

2006 W 28 February 2006

31 December 2005

31 December 2004

Gross written premiums £’000 317,862 345,401
Earned premiums, net of reinsurance £’000 302,595 300,948
Underwriting result before investment return £°000 65,653 24,484
Total result £'000 112,304 54,333
Claims ratio % 55.8 68.1
Expense ratio % 22.6 23.9
Combined ratio % 78.4 92.0

Given its position at a relatively soft point in its
separate underwriting cycle, 2005 was a year
of protecting the bottom line even if that meant
modest top-line reduction. Gross premiums
written were down 8.0%. We successfully
renewed most of our existing book of business
without aggressively chasing new business
market share at the expense of underwriting
discipline or profitability.

We continued to establish our regional presence

during the year, replacing temporary

accommodation with permanent offices in Leeds

The combined ratio for this division was an
excellent 78.4% (2004: 92.0%). In addition to
quality underwriting in a competitive market,

the division benefited from favourable reserve
development for prior years. It is the Group’s
overall policy to take a cautious stance on
projected ultimate claims ratios for new classes
of business until a proven track record and
development pattern is established. A favourable

pattern of claims experience is now beginning to

emerge as prior years mature, following the

and Manchester. Our final regional office (Reading)

has been opened in 2006. Non-London premiums

increased by 7.3% in the year. It is the normal

formation of this division in 2002. Any combined
ratio below 95% is an excellent achievement in
terms of competitive position and return on capital,

given the lower risk nature of this business.

pattern in a softening market for certain premiums

to migrate from London to regional markets and

we positioned ourselves well for this development.

Brit Insurance Holdings PLC / Report & Accounts 2005 // 13
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/1 Underwriting Results

Mike Sibthorpe
London Market Underwriting Director

London Market Underwriting Centre

350

300
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160

100 A
2000 2001 2002 2003 2004 2005 2006

Division Index at 31 December 2005
A Accident & Financial 150
Aerospace 268
A Casualty 301
A Marine 171
A Property 151

A 28 February 2006

31 December 2005 31 December 2004

Gross written premiums £’000 558,568 431,613
Earned premiums, net of reinsurance £'000 412,136 367,410
Underwriting result before investment return £000 (768) 28,151
Total result £'000 44,181 57,386
Claims ratio % 63.8 58.0
Expense ratio % 38.2 34.5
Combined ratio % 102.0 92.5

The impressive growth of our London Market
Underwriting Centre continued in 2005 and

gross written premium income grew ahead of
expectations from £431.6m to £558.6m. Much

of this growth was achieved by building on the
new classes of underwriting introduced over the
past few years. Brit has been successful in
attracting quality underwriting teams bringing
potential new business with them. With pro-active
management and first class infrastructure support
we have been able significantly to advance our
business proposition.

In addition to new classes of business, disciplined
underwriting throughout the London Market team
has been instrumental in developing a diversified
risk portfolio. This diversification has been critical in
2005 — catastrophe losses incurred on the North
American Property book and the Marine (Off-Shore
Energy) account have been more than offset by
excellent results from the Casualty, Accident &
Financial and Aerospace classes. These are long-
term, sustainable business sectors where Brit has
an excellent market position.

Market conditions in the loss affected classes
are very much improved but we are looking

at aggregated exposures on a group basis.
Elsewhere in the London Market environment,
terms and conditions remain broadly favourable.
The division is well placed to take advantage

of these market conditions and to make a good
contribution to the Group’s results in 2006.

Diversification has been critical in 2005.
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Reinsurance Underwriting Centre
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2000 2001 2002 2003 2005 2006

Division Index at 31 December 2005
A Property — USA & Canada 159
Property — International 151
A Property — Retrocessional 126
Marine 193
A Casualty 228
Jonathan Turner
A Aviation 128

Reinsurance Underwriting Director

A 28 February 2006

31 December 2005 31 December 2004

Gross written premiums £’000 328,807 279,994
Earned premiums, net of reinsurance £’000 224,199 179,878
Underwriting result before investment return £’000 (103,494) 8,967
Total result £'000 (81,120) 23,204
Claims ratio % 119.8 68.5
Expense ratio % 28.5 26.6
Combined ratio % 148.3 956.1

The Reinsurance Underwriting Centre enjoyed
strong premium growth during 2005 writing
£328.8m of premiums (2004: £280.0m).

While an element of the reported premium
increases represented reinstatement premiums
arising from the year’s major catastrophes, the
underlying growth in premiums was also ahead
of expectations.

The division posted a loss after allocated
investment return for the year of £81.1m
compared with a profit of £23.2m in 2004. This
deterioration is more than fully accounted for by
an increase in catastrophe claims, and the trends
of both premium income and underlying
profitability are both encouraging.

The impact of the catastrophes in 2005 has
generated a positive pricing environment for the
loss impacted classes and at the same time has
helped to stabilise the pricing environment in
other non-affected lines of business. This bodes
well for the performance of the account in 2006.

We have adopted a more conservative aggregate
management policy using new industry models
and risk accumulation tools so as to help the
Group reduce the account’s overall volatility. This
will result in a notable reduction of our peak zone
catastrophe aggregates.

This has meant, for example, that we have not
participated in the 1 January 2006 renewals
round for “catastrophe retrocessional” business,
even though it is priced more attractively than it
was in 2005 and prior. We have not permanently
withdrawn from this line of business, but we are
allowing time to manage down existing exposures,
review the market and consider our strategy for
this kind of potentially very profitable but high
volatility business. Future strategy in this area may
include the possible use of a so-called “side-car”
structure utilising third party underwriting capital.
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/1 Financial Management

Capital Resources

Balance Sheet

The balance sheet remains strong despite the
most challenging catastrophe environment in
history. BIL’s credit ratings were unchanged
throughout the year with both the relevant ratings
agencies. Significantly at no stage was either
rating placed on creditwatch.

Following a strategic review of the Group’s capital
structure, the Group balance sheet was further
strengthened by the successful lower tier two
subordinated bond issue in December 2005 so
that we finished the year both with increased
capital resources compared with 2004 and with
a more efficient mix of equity and debt, which
has lowered our overall weighted average cost

of capital going forward.

Capital Resources

We set out below a summary of our capital
resources, which we define as net tangible assets
plus subordinated borrowings which have at least
five years remaining to maturity or call and are of
the types which qualify as regulatory capital.

31 December 2005 31 December 2004

£m £m
Net tangible assets 638.4 643.5
Long-term subordinated debt 1471 -
Total capital resources 785.5 643.5

Use of Funds

Matthew Scales
Finance Director

As described more fully in Note 26 to the financial
statements, the new bond issue represents
unsecured subordinated debt with 25-year maturity
and a 15-year call option exercisable by Brit. The
interest rate is fixed at 6.71% for the first 15 years,
after which (if not called) it is re-set to a level equal
to 3.4 percentage points above the relevant gilt

for the remaining ten years of its life. The loan
instrument contains no financial covenants. There
are provisions which would permit Brit to defer
interest payments in certain defined circumstances,
for instance in the event that such payment would
cause or increase a shortfall in regulatory capital in
the Company or in BIL.

This represents high quality subordinated debt
capital, given the long maturity, the wide-ranging
interest deferral features and the absence of
material financial covenants. Brit was the first UK
insurer (life or non-life) to access the public debt
markets following Hurricane Katrina; the issue was
also the first public insurance-related subordinated
Eurobond to be successfully issued with an
indicative rating from Fitch Ratings only and the
first public bond issue by an insurance group with
a material proportion of its business at Lloyd’s.

The issue was priced at the bottom of its indicative
pricing spread above gilts (i.e. favourable to Brit),
and generated total demand of £390m for a £150m
issue from 35 institutional investors, many of whom
were not existing holders of Brit securities and thus
represented a new source of capital to the Group.
We estimate that this new source of approximately
20% of our overall enlarged capital base has
lowered our overall weighted average cost of capital
by approximately one percentage point.

Our intended uses of the funds are as follows:

£m
Business growth 80+
Refinancing of short term loan stock, early or on maturity 44
Elimination of pension fund deficit, in part or whole Up to 23
Total net proceeds 147
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Brit was the first UK insurer
(life or non-life) to access the
public debt markets following
Hurricane Katrina.

We have continued to be proactive in our balance ~ High A Rating Maintained
sheet management into 2006. We issued a tender  The Group is pleased that BIL maintained its

offer for our £40m nominal of loan stock due ratings of A+ (Strong) with Fitch Ratings and
2008 (which approximately 49% by value A (Excellent) with AM Best throughout the year,
accepted and we have subsequently purchased especially given:

a further 3%). With only three years to maturity,
the 2008 loan stock was not providing us with
suitable long-term capital.

A An industry-wide trend of downgrades for
insurance groups as a whole since 2001

A Widespread downgrades and/or
announcements of credit-watch with negative
outlook throughout the industry when the large
claims estimates and subsequent revisions
were announced in September to December
2005. As part of our own processes, we
monitor rating agency actions not only for
Brit but for a peer-group of 31 other major
international reinsurers as rated by one or

We also held an Extraordinary General Meeting
on 3 March 2006 at which shareholders approved
a further share premium reduction of £180m to
create more distributable reserves subject to High
Court approval later this month. The creation of
more distributable reserves provides maximum
flexibility for capital management for the Group

in a number of ways:

4 Bridging the three year gap which can more of Standard & Poor’s, AM Best and
otherwise exist between Lloyd’s reported Fitch. Apart from BIL, only five of this peer-
profits and cash distribution group were neither downgraded nor placed

on negative outlook between 1 September

A4 Facilitating regular dividends at parent and 31 December 2005.

company level without reducing capital
strength in key operating subsidiaries We regard BILs financial strength rating and its
stability as important in building the Group’s non-

A Allowing a full and prompt return of cash to ) . ) ’
9 promp Lloyd’s business with appropriate quality brokers

shareholders by way of share buy-back or

special dividend should excess capital build and clients.
up at any time in the light of prevailing The £150m new bond issue was assigned debt
market conditions. ratings of BBB by Fitch Ratings and BBB- by AM

Best, in each case representing four notches below
the financial strength rating of BIL, taking into
account the subordination features and the fact that
the bonds were issued by the holding Company
rather than the rated operating subsidiary and
without an upstream guarantee. Such a four-notch
differential is common in such structures.

Our gearing ratio at 31 December 2005 was
approximately 30.4%. Following post year end
activity the tender offer for our 2008 loan stock
and the setting aside of funds in connection with
the share premium account reduction, the pro-
forma gearing ratio has reduced to around 23%.

BIL maintained its ratings of A+ (Strong) with Fitch

Ratings and A (Excellent) with AM Best.
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Regulatory Capital

The FSA is introducing new capital regulations for
Lloyd’s business on a similar basis to company
regulation. In June 2005 the Group submitted
calculations for its Individual Capital Assessment
(“ICA”) for its Lloyd’s Syndicate 2987 and
provided updated calculations in December
2005. In December 2005 the Group received a
routine “ARROW” visit from its monitoring team
at the FSA. In January 2006 the Group submitted
updated calculations for its Enhanced Capital
Requirements (“ECR”) and ICA for BIL, this
following initial agreement in 2004.

Reinsurance Security

The table on the right sets out the ratings of our
reinsurance recoverables on paid, outstanding
and IBNR claims at 31 December 2005.
Reinsurance recoverables have risen during the
year because of the high incidence of catastrophe
events, both in terms of frequency and severity,
which the reinsurance outwards program is
principally designed to cover. We have kept the
level of security high albeit that the number of
highly rated reinsurers continues to reduce by
virtue of industry consolidation and more
demanding scrutiny by ratings agencies.

Rating of Reinsurance Recoverables

31 December 31 December

2005 2004

% %

AAA 0.4 1.2
AA 29.7 21.3
A 62.6 69.1
BBB and below 21 0.4
Not rated 52 8.0
Total 100.0 100.0

Pension Fund Liability

With the adoption of International Financial
Reporting Sandards (“IFRS”), our pension fund
deficit is now included as a net liability on the
Group balance sheet. During the year it grew
from £18.5m to £22.8m (before deferred tax) on
the basis of IAS 19, despite a strong investment
performance, principally because the relevant
calculation is more sensitive to changes in liability-
based assumptions concerning long-term interest
rates, salary inflation and mortality than to asset
growth in a single period. As a percentage of the
Group’s market capitalisation and liquid resources,
the deficit is small compared with many in the
FTSE 350. Nevertheless, the Group will make
extra contributions of £2m in 2006 and £5m per
annum from 2007 to reduce the current stated
deficit. The scheme has been closed to new
members since October 2001.

Reinsurance recoverables have risen during the year

because of the high incidence of catastrophe events.

18 // Operating & Financial Review / Financial Management



Our overall current and deferred

tax rate for the year was 23.7%.

Expense Management

Overheads grew by 7.2% compared with 2004 in line with business growth. The pure expense ratio
(excluding commission costs) was 8.8% of net earned premium (2004: 8.6%). Total headcount rose
from 530 to 601.

Year ended Year ended
31 December 2005 31 December 2004
£'000 £°000
Staff costs 45,110 41,672
Other staff related costs 4,423 3,775
Accommodation costs 5,741 4,073
Legal and professional charges 6,218 3,050
IT costs 4,727 4,084
Marketing and communications 3,261 2,613
VAT irrecoverable 1,691 2,299
Depreciation of property, plant and equipment 1,648 1,757
Amortisation of intangible assets 3,202 3,087
Printing, stationery, postage and telephone 1,056 1,148
Travel and entertaining 2,557 2,174
Insurance 1,419 1,413
Regulatory levies and charges 14,777 14,096
Other 2,907 1,679
Movement on related non-commission acquisition cost deferral (1,031) 4,223
Total overheads 97,706 91,143
Investment management expenses 3,066 2,744
Total expenses 100,772 93,887
Commission acquisition costs 219,570 188,889
Movement on related commission acquisition cost deferral (12,133) (12,347)
Total commission costs 207,437 176,542
Acquisition costs and other operating expenses 308,209 270,429
Taxation Our effective rate is expected to track the UK rate
During the year we became a net payer of of 30% fairly closely in the medium term. Overseas
UK corporation tax for the first time since 2000. taxation is expected to be lower for the Group in
Lloyd’s profits are historically taxed only on a future years than in past years due to a lower
distribution basis, three years after the accounting basis of US taxation of Lloyd’s syndicate profits

profit is reported. We are therefore beginning to from 2005.
pay tax on the strong Lloyd’s profits of the 2002-4

underwriting years, which had previously been

recognised in our deferred tax calculations. Our

overall current and deferred tax rate for the year

was 23.7%, reflecting a number of “once only”

reliefs, principally the utilisation of capital allowances

and capital losses not previously recognised.
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Nigel Bennett
Treasurer

28

The Group’s investment return was ahead of
expectations for 2005. Total invested assets grew
from £1.9bn to £2.4bn, principally based on strong
cash flows from continued growth of premium
income and the planned increase in assets held to
match claims reserves, especially on the medium
and longer tail classes of business. Funds were
also increased by the new bond issue.

The average return on invested assets was 5.4%
(2004: 4.6%) based on a consistent approach to
asset allocation (over 90% cash and fixed income,
very high credit quality, short bond duration) and a
strong relationship with our investment managers,
especially our affiliate, Equity Investment Partners
Limited (“EIP”) and its subsidiaries, which manage
84.6% of our total invested assets. Our policy of
setting total return mandates for our investment
managers has been successful. The sterling bond
portfolio has performed particularly well, as the
managers have judged market movements well
and have been successful in switching duration
within the guidelines of 0-3 years to maximise
value from interest rate fluctuations. The Group’s
equity investments have again outperformed the
relevant indices.

We have this year continued our trend of realising

Total invested
assets grew
from £1.9bn to £2.4bn

We also decided during 2005 that it is not in
shareholders’ interests that the Group remains a
long-term shareholder of EIP, despite its very good
investment performance track record. Accepted
best practice has become for insurers, especially
non-life, to dispose of their in-house asset
managers and to contract for these services from
third parties, while retaining in-house capability in
asset allocation and supervision of outsourcing.
The Board believes Brit is likely to receive more
value from a sale of our stake in EIP than either its
book value or the implicit value which is currently
ascribed to the stake in the Group’s share price
and accordingly has appointed financial advisers
with a view to seeking a buyer at a suitable price.
Under the new IFRS rules and in the light of the
process which is now underway, EIP is now held
in the balance sheet at its book value of £1.4m as
an asset held for sale rather than as an associate.
EIP’s results have ceased to be equity-accounted
from 15 November 2005. The process is currently
at an early stage; a number of parties have
expressed interest.

Asset Allocation £m

assets which are unlisted or relatively illiquid given 2787
the size of our holding compared with market )
volumes regularly traded. A number of these 000 1858.5
assets represented residual holdings from 1999 1500
and before, when Brit was an investment trust
taking material stakes in insurers and insurance-
} . 1000
related businesses, compared with our current
core strategy of underwriting for our own account. 500 Equities
In 2005 we disposed of our remaining shares in 4 Bonds
Chaucer Holdings PLC. 0 4 Cash & deposits
31 December 31 December
2005 2004
Bonds, Cash & Deposits Currency Mix %
A 2.8 A 19
>
&
IR R
31 December > 31 December 5
2005 2004
A Sterling
US Dollar
A Euro
A Other
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Sterling Fixed Income Performance %

31 December 2005

US Dollar Fixed Income Performance %

4 The Group’s sterling investments
1 month sterling LIBID

A 0-1 year Gilt Index

4 1-3 year Gilt Index

31 December 2004

2.84

31 December 2005

Equity Returns %

3
2
119 130 4 The Group’s dollar investments
0.91
1 0.82 1 month dollar LIBID
A 0-1 year US Treasury Note Index
0 A 1-3 year US Treasury Bond Index

31 December 2004

27.10

20.91
20 19.63

10

31 December 2005

Bond Portfolio Duration

18.99

20
10 9.21 -
) A The Group’s equities
FT All Share Index
0 A FTSE 100

31 December 2004

Bond Portfolio Credit Ratings

31 December 31 December 31 December 31 December

2005 2004 2005 2004

Sterling 1.57 0.94  Government 49 50
US dollar 1.40 1.51 AAA 14 22
Euro 1.40 020 AA 26 20
Canadian dollar 1.48 1.47 A 11 8
Total 100 100
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The Group proactively manages risk under five main ~ Insurance Risk

headings consistent with the FSA's categorisation; The Group’s underwriting philosophy is set out
at its most recent FSA “ARROW” visit in December on page 12. The Group aspires to the highest
2005, all main areas of risk were discussed with the  standards in both underwriting and reserving.
FSA, including areas which the Group targets for

) ) By its nature, insurance business always requires
further improvement in 2006. v ys reg

a level of estimation of future claims payments,
and the reported result for any single accounting
period is sensitive to the accuracy of these
estimates. This year, for the first time, we are
pleased to disclose claims development by
Peter Goddard accident year to show how our ultimate claims

Company Secretary and estimates have stood the test of time:
Chairman of Risk Management Group

Ultimate Gross Claims

Accident year: 2001 and

prior years 2002 2003 2004 2005 Total

£°000 £°000 £'000 £°000 £°000 £°000

At end of accident year 1,961,803 262,425 452,600 739,801 1,220,765
1 year later 2,001,444 269,548 417,555 678,017 -
2 years later 2,016,191 261,137 385,977 - -
3 years later 2,019,350 265,041 - - -
4 years later 2,017,412 - - - -
Estimate of
cumulative claims 2,017,412 265,041 385,977 678,017 1,220,765 4,576,212
Cumulative claims paid (2,683,014)
Less third party
participations on syndicates (533)
Gross liability as per the balance sheet (Note 21(j)) 1,992,665

Ultimate Net Claims

Accident year: 2001 and

prior years 2002 2003 2004 2005 Total

£°000 £°000 £000 £°000 £°000 £°000

At end of accident year 1,339,697 204,454 399,452 608,644 839,212
1 year later 1,379,766 207,041 367,146 538,788 -
2 years later 1,387,924 194,827 328,155 - -
3 years later 1,384,722 191,138 - - -
4 years later 1,386,445 - - - -
Estimate of
cumulative claims 1,386,445 191,138 328,155 538,788 839,212 3,283,738
Cumulative claims paid (1,882,521)
Less third party
participations on syndicates (533)
Net liability as per the balance sheet (Note 21(i)) 1,400,684

The tables above show the development of claims over a period of time on a gross and net of reinsurance basis. The tables
show the cumulative incurred claims, including both notified and IBNR claims, for each successive accident year at each
balance sheet date since 2001. The claims have been adjusted to make them comparable on a year by year basis. They have
been grossed up to include 100% of the managed syndicate claims rather than the claims that reflects the Brit percentage
ownership of each syndicate’s capacity during the respective accident years. In addition, claims in currencies other than
sterling have been retranslated at 31 December 2005 exchange rates.
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In 2005, the total claims estimates from prior years
were reduced by £110.8m (2004: £47.7m). It is
part of the Group’s reserving philosophy that the
most recent years, with the greatest uncertainty of
result, be prudently reserved leaving a potential for
subsequent release.

Many different classes of business experienced
releases in 2005. In global long tail classes,
claims experience was benign for recent years
and a number of long-standing issues were
settled or progressed favourably. In the UK
division, reserve development also reflects the
release of conservative actuarial reserves
pertaining to early years of new classes of
business which were set up before a proven
underwriting track record had been established.

Catastrophe Claims

Catastrophe Claims

The table below shows the financial effect on

the Group of large and small catastrophes, net of
reinsurance recoveries and inwards and outwards
reinstatements, in 2005 and 2004. The large
catastrophes are Hurricanes Katrina, Rita and
Wilma (2005) and Charley, Frances, Ivan and

the South East Asia Tsunami (2004). Other
catastrophes include Hurricanes Jeanne and
Dennis, Typhoon Songda, Windstorm Erwin

and the Mumbai Floods.

When major events occur, Brit's response is

to assemble a team from all key areas of the
business to conduct a complete contract review,
in addition to immediate site visits where
practicable and reviewing any industry estimates
for the total insured exposure.

London Market  London Market Reinsurance Reinsurance Total Total
US$'000 US$'000 US$’000 Us$'000 US$000 USs$000
Year ended 31.12.05 31.12.04 31.12.05 31.12.04 31.12.05 31.12.04
Large catastrophes 175,690 57,844 212,282 89,568 387,972 147,413
Other catastrophes (12,459) 6,372 44,745 17,962 32,286 24,333
Total 163,231 64,216 257,027 107,530 420,258 171,746
GBP equivalent (£’000)* 94,902 33,446 149,434 56,005 244,336 89,451
*Converted at year end rates.
Baldeep Johal
Actuary
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Aggregate Management, PMLs and RDSs
The Group manages its overall gross and net
aggregate sums insured at risk by type and
location; it has been reducing aggregates by

a combination of non-renewal of certain risks,
smaller lines and reduced limits for catastrophe
risk. The reduction in aggregate sums insured can
be seen in the table below:

Contribution to Reduction in Target reduction

2005 gross exposure in exposure

hurricane claims 1 January 2006 1 July 2006

Class of Business % % %
Catastrophe Retrocession 23 42 96
Property Reinsurance 32 26 33
US Property Direct 21 - 30
Energy Offshore 17 - 40

Other

7 - -

Kathy Lisson
Chief Operating Officer

What will always remain judgemental for Brit and
others in the industry is the size of a probable
maximum loss (“PML”) —i.e. how much of this
gross aggregate can be assumed to be impacted
by an event or series of events based on certain
probabilities and severities. Brit has re-evaluated
its PML estimates for given loss scenarios, taking
into account available evidence and modelling
input. We have anticipated a significant uplift (15%
to 35%) that is likely to be revealed when the main
modelling agencies deliver their next version of
catastrophe models. This has already been built
into our models.
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Investment Risk

Our investment portfolios and performance are
analysed in detail on pages 20 and 21. The Group
has achieved good investment performance without
relaxing its internal risk parameters:

A Equities not to exceed 30% of NTA other than
through outperformance. During 2005 this
control was re-based from an earlier limit of
equities as 10% of total invested assets.

We consider a guideline based on net tangible
assets as a more appropriate and prudent
control for the longer term as the total portfolio
grows relative to NTA.

A4 Fixed income kept to high quality (100% A or
better, 89% AA or better at year end) and fixed
income duration kept low (1.5 years at year
end, well below the duration of our insurance
liabilities).

A As set out more fully on page 20, we have taken
a number of steps in recent years to reduce
those investment holdings which are relatively
iliquid, either because the investee company is
unlisted, or because our stake is high compared
with normal market volumes in the stock.

Liquidity Risk

The Group’s high cash component, low bond
duration, high bond quality and reducing levels
of illiquid equities all contribute to this risk being
minimised. The Group also has facilities for
overdrafts and collateralised letters of credit
should these be required to cover short term
cash flow requirements, for example claims
reserve collateralisation, as currently required by
US regulations for non-US insurance groups in
respect of US insureds. At 31 December 2005,
it had £112.2m of facilities of which only £10.7m
was drawn.

The Group manages its liabilities carefully against
early crystallisation. An example of this is in our
use of lower tier two long-term subordinated debt
rather than bank debt, whether term or overdraft
or “capital substitute” letters of credit. Lower tier
two debt has a number of ‘shock absorption’
characteristics which can help a borrower
withstand an unexpected event — for example,

it has no financial covenants which could, if
breached, trigger early repayment and exacerbate
the original problem. Furthermore it has certain
interest deferral provisions. Bank debt, on the
other hand, can become repayable at the time
when a borrower can least afford to do so and
we do not rely on it for long-term use.



Brit's claims team was the first to represent
London Market Insurers on the ground in the
Southern US States following Hurricane Katrina.

Counterparty/Credit Risk

The Group’s principal exposures to reinsurers are
analysed by rating on page 18. The Group also
runs, at any time, shorter term credit exposures in
respect of premium income due from clients
and/or brokers. The Group believes it has a good
track record of avoiding credit losses, due in part
to its highly experienced underwriting and finance
professionals and in part to its investment, several
years ago, in hiring a senior specialist in-house
credit analyst team with experience gained at
leading ratings agencies. In the course of 2005,
the Group conducted a further review of its
processes for managing credit risk and collecting
receivables which has led to its strengthening
certain functions and agreeing a further set of
procedural improvements which are to be
implemented in 2006.

Operational Risk

We were pleased to win the Technology prize for
the Brit Real-Time Interactive Trucking broker portal
in the 2005 Insurance Day Awards. This is a clear
example of success from an earlier investment of
time and resource to provide cutting-edge service.
This year we also implemented BUKS, the UK
Underwriting Centre’s new system to service our
brokers and clients more effectively and support
the growth of this business.

There is still more to deliver in many areas. The
Group continues to invest in people and systems
to keep itself at the forefront of modern process
and technology. The insurance industry is
undergoing a level of fundamental operational
change and the Group took the conscious
decision to recruit from outside of the traditional
UK insurance industry. We are delighted that
Kathy Lisson, formerly director of operational
transformation at Barclays, agreed to join us as
COO to drive through further improvements. The
banking industry experienced its own “big bang”
20 years ago and now is the turn of insurance.
Following a wide ranging review, Kathy and her
team have embarked on a broad program of
enhancements for 2006.

Claims Management

The Group continues to place prompt service
and settlement of valid claims at the centre of its
customer proposition and brand - it is what the
client really buys. When a client has experienced
a significant insured event this is often a time of
the utmost urgency and tension in terms of swift
financial recompense to minimise personal and
commercial disruption.

Having won an award for Claims Team of the Year
in 2004, Brit’s team has remained top-quartile
rated on claims performance.*

In the subscription market, where risks are
syndicated between a number of insurers, Brit
has not only gained an enviable claims reputation
where it acts as leader but also taken a more
active role in certain cases where it is a following
insurer and has needed to protect its interests.

Brit’s claims team was the first to represent
London Market Insurers on the ground in the
Southern US states following Hurricane Katrina.

* Source: Gracechurch Consulting Claims Survey 2005.

Brit's team has remained top-quartile

rated on claims performance.
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the Brit Oval

Insurance

Brand

The first phase of our strategy has been to raise
the Group’s name and brand awareness. This has
been done by delivering our key brand building
objectives. We have employed an integrated
approach including;

A Building our corporate identity through sports
sponsorships and other brand identity
building activities

4 Advertising to reach the correct brokers through
careful selection of publications and features

A4 Press information (editorial, by-lines and
advertorial)

4 More extensively integrated internal
communications

A4 Improved product and technical information
including meeting the new regulatory demands

A Representation and speaking at industry forums.

v

SURREY
CRICKET
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Sponsorship of sporting or entertainment events
has been linked with corporate hospitality in building
a higher profile. We were delighted with our
success as lead sponsor of Surrey County Cricket
Club and The Brit Insurance Oval ground. In this,
the second year of a three year contract with an
optional two year extension, we surpassed all our
original expectations. In September, The Brit
Insurance Oval was the venue for the decisive
Ashes Test Match against Australia, which is
believed to have been the highest profile UK
sporting event in terms of broad public interest
since 1966. The result remained uncertain until

the final afternoon of the final day of the series,
culminating in the first England Ashes series victory
on home sail for 20 years.

The size of the national television audience
peaked at over 10m, twice the norm. The global
television audience also grew, with around 250
million people following the game. The number

of hours of coverage (including reviews, repeats
and highlights packages) exceeded all
expectations and helped accelerate our overall
name awareness campaign. Allied to our other
sports sponsorships (squash, table tennis and
horse racing), our total television exposure is
estimated to have been 400 hours rather than

an expectation of 300. “Total media value” is a
technical media industry measure of advertising
and sponsorship effectiveness, taking into
account all relevant factors, such as the duration,
size and prominence of the display, the time of
day, the size and nature of the audience, etc. The
estimated total media value of all our televised
sponsorships exceeded our direct spend by a
ratio of more than 5:1. Above and beyond the
hard facts, the cricket sponsorship campaign had
the vital added ingredient of being associated with
a national success.




The cricket sponsorship campaign had the vital added

ingredient of being associated with a national success.

People

Insurance is ultimately a people business. Brit aims
to secure and develop a leading position in the
insurance market by recruiting, training and
retaining quality staff. The environment is
demanding and rewarding and Brit strives to retain
the fun element that makes it a great place to
work. Brit’s environment and approach encourages
dedicated indviduals to flourish and excel.

Headcount

During 2005, the total headcount of the Group
has increased by 13.4% (13.9% excluding RI3K),
with growth both in London and the regions.

Employees by Division

31 December 2005 31 December 2004
Division Number % Number %
Underwriting — London Market 80 138.3 71 13.4
Underwriting — Reinsurance 28 4.7 22 4.1
Underwriting — UK 143 23.8 140 26.4
Underwriting — Other 3 0.5 3 0.6
Underwriting — Total 254 42.3 236 44.5
Advisory 18 3.0 20 3.8
Claims 105 17.4 89 16.8
Corporate Development 21 3.4 14 2.6
Finance 49 8.2 44 8.3
Group Services 10 1.7 10 1.9
Operations, IT and Actuarial 84 14.0 66 12.5
Other 25 4.2 18 3.4
566 94.2 497 93.8
RI3K 35 5.8 33 6.2
Totals 601 100.0 530 100.0
Employees by Location
31 December 2005 31 December 2004
Location Number % Number %
Birmingham 11 1.8 7 1.3
Bristol 7 1.2 9 1.7
Darlington 28 4.7 30 5.7
Glasgow 9 1.5 7 1.3
IIford 119 19.8 120 22.7
Leeds 11 1.8 7 1.3
London 371 61.7 315 59.4
Manchester 10 1.7 2 0.4
566 94.2 497 93.8
RI3K 35 5.8 33 6.2
Total 601 100.0 530 100.0
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Leo Barran, from our London
office, put his Get a Life money
towards achieving his life long

ambition of climbing The
Matterhorn in Switzerland.

Recruitment and Retention

Brit has a staff turnover of 7.5% (excluding
retirements and redundancies) of the current
workforce, compared to the UK labour turnover
rate reported for 2004 of 15.7%. Across the Group
28.4% of employees have at least five years’

service, and 11.0% have at least ten years’ service.

All new recruits attend a basic one day induction
programme at our London Office which provides
them with information about the Company, their
benefits, compliance and regulatory requirements
as well as a further insight into the culture and
practices of Brit.

During initial employment, staff are performance
managed by their line manager to the level
required for the roles and teams. This framework
of performance management ensures that both
new employees and their managers are
supported during an intense integration period.

The Group operates an innovative “Get a Life”
scheme which provides up to £500 per employee
as a contribution towards a constructive
experience to be spent in the employee’s own
time and on a different project each year.
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Training and Development

The Brit Development Programme provides all
employees with the opportunity to increase their
technical, personal and management skills, in line
with their personal aspirations, the development
of business objectives, regulatory compliance and
best practice. During 2005, 2,092 employee
training days were completed (2004 1,943 days).

Professional Qualifications

Professional qualifications are actively encouraged
by the Company and are considered a compulsory
element of development for those employees who
work in underwriting roles. Of those employees in
underwriting roles, 57 have a Chartered Insurance
Institute qualification and a further 64 are studying
with the full support of the Company.

Other professional bodies represented among

Brit employees include the Institute of Chartered
Accountants in England and Wales, the Institute of
Actuaries, the Law Society, the Chartered Institute
of Bankers, the Chartered Institute of Personnel
Development and the Institute of Directors.

Graduate Programme

Brit offers a 12 week internship programme for
undergraduates. This may lead to the participants
securing a placement on our two year graduate
programme. During 2005 we welcomed a further
four graduates onto the programme.



Remuneration and Benefits

The organisation has a remuneration strategy that
aims to attract and retain quality staff and to
provide reward for performance and achievement.
The continual review of the benefits package
includes a benchmarking element whereby Brit is
able to compare against its competitors and take
advice from organisations which collect specific
data across industry and regional sectors.

The team spirit around the organisation is
underpinned by a number of participative
schemes. These include the bonus scheme and
the Employee Share Ownership Plan (‘ESOP”).

The Group’s bonus scheme rules allow for up to
7% of Group’s pre-tax profit (before calculation of
the bonus pool) to be allocated to the bonus
pool. The Remuneration Committee has absolute
discretion to determine the final quantum of this
percentage. It also determines the extent to which
the pool, once created, will be distributed.

Of the bonus pool created from 2005 profit, 50%
is allocated to staff on a formulaic basis, linked to
a number of salary bands. The remaining 50% is
available to be awarded across the Group on a
discretionary basis. Both proportions will be paid
to staff in the April 2006 salaries to staff in employ
on 31 December 2005.

This method aligns all staff, including our class
underwriters, to the shareholders of the Group. It
also allows for staff who have made an outstanding
contribution or displayed exceptional performance
to be specifically rewarded. It discourages
individualistic behaviour and aligns all Group
employees to achieve the objective of maximising
shareholder return.

The ESOP is open to all employees who have
been with the Group for at least 12 months. It
encourages employee interest in the Company’s
share price, and allows an increase in share
ownership by them. Shares can be obtained
through the scheme on a free, partnership and
matching share basis.

A Free Shares: From time to time the Company
may choose to make a grant of Free Shares
to eligible employees. They are held in an
independent Trust and may be withdrawn
after five years free of income tax and
national insurance

4 Partnership Shares: Eligible employees can
choose to buy shares by making monthly
contributions up to a maximum of £125.
These shares can be withdrawn from Trust at
any time on payment of income tax and NIC.
However, after five years they can be
withdrawn free from income tax and national
insurance

4 Matching Shares: If an employee chooses to
buy Partnership Shares, they are matched by
the Company, one Matching Share for every
two Partnership Shares. Matching Shares
must be held in Trust for a minimum of five
years, after which they may be withdrawn free
of income tax and national insurance.

Family policies in place meet the statutory
requirements dictated by employment law, and
are further enhanced on completion of a specified
period of service. The Company recognises the
importance of family life and will continue to
review such benefits into the future.

Pension legislation is experiencing significant
changes as a result of the pension simplification
rules and the Finance Act 2004. As a result the
schemes provided to Brit employees are under
constant review. It is always the aim to keep
individuals informed of issues relating to pensions
and a series of presentations at all offices as part
of the communication process have recently
been undertaken.
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/1 Our People

Succession Planning

The needs of the business are strengthened by
the succession planning process that is in place.
The continual development, assessment and
support of human resources with the appropriate
talent, skills and training allows us to ensure that
in situations where key individuals leave the
Company the organisation can continue to be
supported through structured change. With this
plan in place, stakeholders will be reassured that
the organisation has assessed and catered for the
risk of a key individual’s departure. The succession
plan also plays an important role in business
continuity planning.

Employee Survey

This year, Brit published the results of its first
employee survey, covering areas such as
corporate direction, character and structure, the
external perception, working practices, personal
development, the executive team and internal
communication. The response rate was over 50%.

The survey asked staff to express agreement or
disagreement with a number of statements. Some
of the key responses are summarised below.

As a result of the survey, we have taken steps in
certain areas to make Brit employees more aware
of our group strategy, structure and products to
ensure our employees are equipped with the
information they need to carry out their role.

“Brit demonstrates a commitment to making profitable returns” 97%

“| am proud to tell others | work for Brit” 96%

“People at Brit are willing to go the extra mile to get things done” 90%

“Employees are provided with opportunities for growth and personal development” 85%

“Employees are given the opportunity to explore and develop new ideas” 51%

% Respondents partially or completely agreeing.
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Industry Leadership

Brit Directors and employees sit on various insurance market committees. Brit is represented on 12 ABI
committees and interest groups and on over 30 Lloyd’s / Lloyd’s Market Association (“‘LMA”) committees
and groups. This enables Brit to be at the forefront of key market issues and discussions. Such

representation includes:

Brit representative

Body

Dane Douetil

Lloyd’s Market Reform Group (Chairman)
LMA (Board Member and Past Chairman )

Anthony Townsend

Council of Lloyd’s

Matthew Scales

LMA Finance Committee

Peter Goddard

LMA Risk Management Committee

Michael Jackson

LMA Regulatory Committee (Chairman)

Hugh Maltby

LMA Market Process Committee

Terry Sams

Thatcham — The Motor Insurance Repair Research Centre (Board member)
LMA Joint Motor Underwriting Committee

Jonathan Nunes-Cavalho

LMA Delegated Underwriting Committee

James Day

LMA International Reinsurance Group

Matthew Williams

ABI Legal Expenses Insurance Committee (Chairman)

Bob Foster

LMA Claims Focus Group
LMA Non-Marine Claims Committee
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/1 Corporate Social Responsibility

Employees

As set out more fully on pages 27 to 30, the
Group places the highest priority on employee
health and safety, welfare, prosperity and the
overall ‘work-life’ balance.

Clients, Suppliers and Intermediaries

The Group is committed to the highest standards
of ethical behaviour, fairness and prompt payment
of valid invoices and claims.

Regulation and Crime

The Group has a well established compliance
function consistent with its position as one of the
leading members of a highly regulated industry.
There are established procedures for all key
detection, control and reporting functions on
many matters including financial crime, money
laundering, whistle-blowing and disaster recovery.
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The Environment

The Group does not have a major direct
environmental impact as it is essentially office-based
and non-manufacturing. However, the Group is very
aware of its environmental responsibilities.

Brit has made a three year commitment to report,
reduce and offset the carbon dioxide emissions
due to the energy use in its buildings and business
travel. ECX Associate Membership Ltd is working
with Brit to calculate its emissions. Once the
calculations have been independently audited,
ECX Associate Membership will arrange for carbon
credits equivalent to our annual emissions to be
bought and donated to its designated charity
“Pure: the Clean Planet Trust”. This reduces global
carbon emissions by funding projects to reduce
emissions, such as clean energy for developing
countries, and by reducing the total supply of
carbon credits in the global carbon markets.

Brit emissions data, when finalised and audited,
will be published on its website.

For 2006 the focus of our programme is
three-fold:

4 to improve data collection processes
A to calculate emissions from business travel; and

A to set an appropriate target to reduce Brit's
carbon emissions.

Other key initiatives include:

A4 the Group maintains video conferencing
facilities at its main locations

A the Group has invested substantial sums
in a paperless document filing, retrieval and
viewing system to reduce environmental waste

A4 the Group provides recycling facilities for office
waste including bottles, cans, paper and printing
cartridges; in addition, redundant computer
hardware and mobile phones are donated to
charity for refurbishment and further use

4 the Group has made a number of investments
in seed capital for specific ecology-related
start-up companies, notably those involved in
carbon emissions reduction and management.
These are the Climate Exchange plc and
Trading Emissions plc.



Brit was delighted to receive the Charity

Initiative of the Year Award from its peers.

Brit in the Community

Brit is cognisant of its implicit obligations in
the context of the many communities in which
it is involved:

The global community of insurance and
insurance-related events

Brit was a leader in funding and organising
significant relief to the often uninsured victims
of global catastrophes:

A Early in 2005, the Sri Lanka cricket tour of
New Zealand was cancelled in the wake of
the Tsunami of December 2004 which had
devastated large areas of Sri Lanka and other
countries. Brit swiftly assisted and funded
the Federation of International Cricketers’
Associations to assemble an elite international
Xl to play a series of one-day matches against
New Zealand, which raised NZ$1.1m (£0.5m)
in aid of Tsunami relief

A | ater in 2005, Brit sponsored a 20/20 cricket
match at the Brit Insurance Oval between
Asia and the Rest of the World. Brit donated
£500,000 which more than underwrote the
costs of staging the match and enabled it to
go ahead. The ultimate sum raised by the
event was £1.1m, thus leveraging our
donation for the benefit of the charity

A Brit's own staff raised in excess of £6,500
via a series of their own initiatives for the
Tsunami Relief Fund. Brit matched this with
an equal donation

A Brit has joined with Surrey County Cricket
Club in co-founding the Oval Cricket Relief
Trust, of which Peter Hazell, Neil Eckert and
Michael Smith are trustees, to assist the relief
of poverty and financial hardship among
communities in cricketing nations affected by
natural disasters. Immediate projects have
included the re-building of a village in Sri
Lanka and the rebuilding of parts of Grenada
following the hurricanes of 2004.

Brit was delighted to receive the Charity Initiative
of the Year Award from its peers in the Insurance
Day Awards for 2005 in respect of its Tsunami
appeal work.

The UK Community

Brit has made substantial contributions, both
financially and in staff time and expertise, in many
‘grass roots’ projects in the UK relating to youth,
education and disability relief:

A We have some 20 volunteers from Brit who
work on a “buddy” system, visiting Blue Gate
Fields School in Tower Hamlets on an alternate
week basis during a lunch hour, to help pupils
learn basic IT skills. The pupils are aged 7-11
and have been selected because they are either
lacking in confidence or need some extra
support. Despite its close proximity to the City,
Tower Hamlets is the most deprived Borough
in the country. This scheme is operated by the
Tower Hamlets Education Business Partnership.
The management of this scheme for Brit is
greatly assisted by personnel from the Lioyd’s
Community Programme

A Brit has contributed to a number of cricket-
related charities, including the Lord’s Taverners,
which funds sporting facilities for the young
and underprivileged, Bunburys, which raises
funds for a broad range of UK charities and
Surrey County Cricket Club’s Development
Programme, which includes provisions for
disabled players and which has links with
the ECB Playground Marking Scheme and
Kennington Park Summer Schools

A Brit’s sponsorship of the Birmingham Business
School (part of Birmingham University)
Lecturer in Insurance and Risk Management
continued in 2005 and further links continued
to be forged through guest lecturing and
workshops run at the School by Brit staff

A Brit encourages staff participation, by individuals
and teams, in charitable initiatives at a number
of levels. This includes an employee grant-
matching scheme, support for national
initiatives such as Comic Relief and Jeans for
Genes and a number of specific donations at
the discretion of its internal charity committee.
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// Investors

Paul Gildersleeves
Deputy Finance Director
& Head of Investor Relations

Investor Relations Activity

A substantial programme of investor meetings
has been held in the past 12 months, principally
involving the Chief Executive Officer, the Finance
Director and the Head of Investor Relations. This
has been targeted at the two main interest
groups of fund managers and market analysts.

In 2005 the Group held in excess of 100 meetings
with current and prospective shareholders and
market analysts, principally on a one-to-one basis.
In November 2005 the Group also held its first
in-house “Analyst day” (other than those which
regularly accompany financial results
announcements) at which analysts were given the
opportunity to meet line management of our key
operating divisions and gain a better understanding
of the workings of the business.

In addition, the Group met with 38 prospective
investors as part of its new subordinated debt issue.

Investor Return Statistics

Dividend

The Group has proposed a final dividend of three
pence per share payable on 28 April 2006 to
shareholders on the register on 24 March 2006.
The shares will go ex-dividend on 22 March 2006.

Analysis of equity investors by type

Type of Investor Holding (%)

Pension schemes 47.9
Mutual funds 25.0
Insurance sector 8.3
Other 8.1
Investment trusts 5.5
Retail sector 5.2

100.0

Cumulative percentage total shareholder returns to 1 March 2006

FTSE FTSE
Period Brit 250 Insurance Index
1 year 33.8 341 43.2
3 years 52.3 156.5 61.2
5 years 36.0 66.2 (39.7)

Source: Thomson Financial Datastream calculated on basis of dividends reinvested when received.

During the 12 months ended 1 March 2005,
Brit’s total shareholder return on the basis of the
calculation set out above comprised 5.9% vield
and 27.9% capital growth, including on
reinvested dividends.
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New issues of shares

During 2005 a total of 5,932,443 shares were
issued on conversion of the convertible loan
stock 2008 in the period until 21 November 2005
while it remained convertible. In addition, 938,000
shares were issued on exercise of share options
during 2005.

Proposed Share Consolidation

A resolution to consolidate the ordinary 25p
shares will be proposed to shareholders at the
forthcoming Annual General Meeting. Subject to
shareholder approval, shareholders will receive one
consolidated ordinary share of 75p (nominal value)
for every existing three ordinary 25p (nominal
value) shares they own. The consolidation will not
affect the rights currently enjoyed by shareholders
or materially affect the proportion of the issued
share capital they hold in the Company. The Board
believes the consolidation will benefit shareholders
by facilitating a more appropriate trading range
and also make the Company’s shares more
attractive to investors.

Further information on the proposed consolidation
is provided in the Notice of Annual General Meeting.

Extraordinary General Meeting

Since the last annual report there has been one
extraordinary general meeting. On 3 March 2006
shareholders approved a proposal to reduce the
Company’s share premium account and increase
distributable reserves by £180m, as set out more
fully on page 17.

In 2005 the Group held in excess of 100 meetings with

current and prospective shareholders and market analysts.
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// Outlook

2006 has started satisfactorily. Gross premium
written in January and February has increased by
2.7% to £277.7m over the same period last year,
despite a reduced appetite for higher risk
catastrophe business which generally incepts
early in the calendar year. Claims experience has
been benign.

It is never possible to predict insurance results
with accuracy over short periods. By its very
nature it is a fortuity business. However, we
remain realistic and positive for the future, based
on a general market environment offering pricing
improvements in a number of areas and the
following key aspects of the way we are
managing Brit's business:
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A Top quality underwriting, which has to be the
basis for any quality insurance group

A Continued capital strength, high liquidity and
continued resilience to large industry losses,
with an improved capital mix

A Reduced peak zone aggregates and reduced
volatility; increasing quantities of lower risk
business

4 Diversity of underwriting classes to reduce
concentration of risk and allow some flexing
of business mix as market conditions change

4 Unstinting discipline and adherence to our
core values and standards in all key areas —
underwriting, finance and operations

A Top quality staff and management.



Board of Directors //
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Board of Directors

Clive Frederick Coates

Born 1944. Clive has been
Chairman of the Company
since September 2002,
having previously been Deputy
Chairman and a Non-Executive
Director since April 2002,

and is a member of the
Nomination Committee.

He was a Non-Executive
Director of Brit Insurance
Limited from 1998 to 2004,
and was the Chairman of
that company from 1999
to August 2004.

He is a fellow of the
Chartered Association of
Certified Accountants and

has approximately 40 years’
experience in the insurance
industry. Clive was formerly
Chief Executive Officer of Eagle
Star Insurance Company
Limited, Group Deputy
Chairman of Eagle Star
Holdings PLC and Finance
Director of British American
Financial Services Limited until
his retirement in December
1997. He is a director of Eagle
Star Executives’ Pension
Trustees Limited.

. T

Dane Jonathan Douetil

Born 1960. Dane was appointed
Chief Executive Officer of the
Company in April 2005 having
been Deputy Chief Executive
Officer since March 2004 and an
Executive Director since 1999.

He joined Birit Insurance Limited
(“BIL") in August 1998 and was
appointed Chief Executive
Officer of BIL in December
1998. He was appointed

Chief Executive Officer of Brit
Syndicates Limited in July 2002
and Head of Underwriting for
the Brit Group in August 2002.

After joining the Willis Faber
Group in 1982, Dane was
appointed Executive Director

of the Political & Financial Risk
Division in 1988. He was a
founder shareholder and director
of insurance broker, Special Risk
Services Limited, from 1989 to
1994. Between 1994 and 1998
he acted as a consultant on the
sale of a number of mortgage
operations and as a risk
consultant for several financial
institutions. He was appointed

a full time consultant to The
Benfield Group in July 1997
prior to joining BIL.

He is Chairman of the Market
Reform Group and sits on the
Lloyd’s Market Association.



Matthew Scales

Born 1954. Matthew joined
the Board as Finance Director
in 1999.

He has been Finance Director
of Brit Insurance Limited since
its establishment in 1993 and
was appointed Finance Director
of Brit Syndicates Limited in
August 2004.

Matthew is a fellow of the
Institute of Chartered
Accountants and joined the
C T Bowring Group in 1979,
transferring within that group
to English & American Group
in 1982. He was the Finance
Director of English & American
Group plc from 1991 to 1993
and was Group Financial
Controller of Benfield Group
plc from 1996 to 1999.

He is a member of the Finance
Committee of the Lloyd’s
Market Association.

Neil David Eckert

Born 1962. Neil is a founder
Director of the Company

and, prior to becoming a
Non-Executive Director on

1 January 2006, he was Chief
Executive Officer from 1999
until April 2005.

Neil joined the Benfield Group
in 1986 and was a director of
Benfield Greig Group PLC from
1991 to 2000.

He is non-executive chairman of
Design Technology & Innovation
Limited, a patenting and
intellectual property company
and a director of RI3K, an
internet hub for reinsurance.

He is also a founder director

of Climate Exchange plc and
chairman of the European
Climate Exchange, an exchange
set up to trade carbon and other
emissions permits. He is a
director of Ebix Inc, chairman of
Trading Emissions plc, Econergy
International PLC and a trustee
of “Pure” The Clean Planet Trust
and The Oval Cricket Relief Trust.

Peter Frank Hazell

Born 1948. Peter joined the
Board in April 2004 and he is
Chairman of the Company’s
Audit Committee and a member
of the Remuneration and
Nomination Committees.

He was previously UK
Managing Partner of
PricewaterhouseCoopers. He
spent his early career at Deloitte
Haskins & Sells starting in their
Management Consultancy
Division and later advising on
competition policy, investment
appraisal and strategic
planning. He was also involved
in founding the Corporate
Finance Practice, specialising in
privatisation, regulation and
mergers and acquisitions.

Peter is chairman of Argent
Group PLC, a non-executive
director of UK Coal PLC and
of Smith & Williamson Holdings
Limited and chairman of both
companies’ audit committees.
He is a member of the
Competition Commission,
and the Natural Environment
Research Council and chairs
the audit committee of the
latter. He is also a trustee of
The Oval Cricket Relief Trust.

Joseph Patrick MacHale

Born 1951. Joe was appointed
to the Board on 9 November
2005 and is a member of the
Remuneration Committee.

He held a number of senior
executive positions with J P
Morgan between 1979 and 2001
and was most recently Chief
Executive of J P Morgan Europe,
Middle East and Africa Region.

He is currently a non-executive
director and member of the
audit committee of Royal Bank
of Scotland Group PLC, non-
executive director and chairman
of the audit committee of
Morgan Crucible plc, chairman
of Prytania Group and a trustee
of Macmillan Cancer Relief.
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Donald Cecil McCrickard

Born 1936. Don has been a
Non-Executive Director of the
Company since its flotation in
1995 and is Senior Independent
Director, Chairman of the
Remuneration and Nomination
Committees and a member of
the Audit Committee.

He was previously a director of
American Express International
Inc from 1978 to 1983, Group
Chief Executive Officer of TSB
Group Plc from 1990 to 1992,
Chief Executive of TSB Bank Plc
from 1989 to 1992 and
Chairman of Hill Samuel Bank
from 1991 to 1992. He was also
a member of the executive
committee of the British Bankers
Association from 1988 to 1992
and a member of the Bank of
England’s Deposit Protection
Board from 1989 to 1992.

He is a fellow of the Chartered
Institute of Bankers and a
director of The Equity
Partnership Investment
Company PLC, National
Counties Building Society
Limited and Verdandi Limited.
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Cornelis Antonius Carolus
Maria Schrauwers “Cees”

Born 1947. Cees joined the
Board on 1 June 2005 and is a
member of the Audit Committee.

He has some 30 years’ industry
experience, most recently as
Managing Director of Aviva
International and Managing
Director of CGU Insurance.

He previously held a number of
senior positions in Commercial
Union covering both the general
insurance and life sectors. Prior
to this Cees was a partner with
Coopers & Lybrand in charge
of insurance consultancy.

He is chairman of CMGL
Holdings Limited, Drive Assist
UK Limited and Alio Limited.

Michael Gordon Smith

Born 1945. Michael joined the
Board in March 2004 and is a
member of the Nomination and
Remuneration Committees.

He is a former senior partner

of Titmuss Sainer & Webb

(now Dechert), the international
law firm. He was a specialist
corporate lawyer and from the
early 1990’s he focused on

the Lloyd’s insurance market
and built a team of lawyers
concentrating solely on this area.

He is a trustee of the Foyle
Foundation, the Batty Charitable
Trust and the National Hospital
for Neurology and Neurosurgery
Development Foundation and
The Oval Cricket Relief Trust.

John Anthony Victor
Townsend “Anthony”

Born 1948. Anthony joined the

Board in 1999 and is a member
of the Audit, Remuneration and
Nomination Committees.

He has been a Non-Executive
Director and Chairman of Brit
Syndicates Limited since 1999
and joined the Board of Brit
Insurance Limited in August
2004. He serves on the Council
of Lloyd’s, representing Brit
UW Limited.

Anthony’s career has spanned
merchant banking, Lloyd’s
broking and investment banking
and he was with Rea Brothers
Group from 1988 to 1999.

He is chairman of British &
American Investment Trust PLC,
iimia Investment Trust PLC and
The Ukraine Opportunity Trust
plc. He is also a non-executive
director of F & C Global Smaller
Companies PLC, Finsbury
Emerging Biotechnology Trust
PLC, Finsbury Growth & Income
Trust PLC, Finsbury Technology
Trust PLC and Finsbury
Worldwide Pharmaceutical
Trust PLC.
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/ Report of the Directors

The Directors present their report and financial
statements for the year ended 31 December 2005.

Results and Dividends
The results are considered in detail in the Operating
and Financial Review on pages 8 to 36.

Details of dividends in respect of 2005 are set out
in Note 29 on page 102. The Directors recommend
a final dividend of 3p per ordinary share for the
year ended 31 December 2005. If approved, this
dividend will be paid on 28 April 2006 to
shareholders on the register on 24 March 2006.

Principal Activity and Business Review
The Company is a holding company and through
its subsidiaries, is engaged in insurance and
reinsurance. A detailed review of the activities and
operations of the Group during 2005, together
with the events since the end of the financial year
and likely future developments, is included in the
Operating and Financial Review.

Directors

The names of the Directors as at the date of this
report are shown on page 135. Neil Eckert became
a Non-Executive Director on 1 January 2006,
having been Chief Executive Officer until 19 April
2005 and then an Executive Director until 31
December 2005. Dane Douetil became Chief
Executive Officer on 19 April 2005. Cees
Schrauwers and Joe MacHale joined the Board on
1 June 2005 and 9 November 2005 respectively.
Glyn MacAulay was a Director from 1 January 2005
until 19 April 2005.

Substantial Shareholdings

In accordance with the Combined Code and the
Company’s Articles of Association, Dane Douetil,
Joe MacHale, Don McCrickard, Matthew Scales
and Cees Schrauwers retire this year and, being
eligible, offer themselves for re-election at the
forthcoming Annual General Meeting (“AGM”).

The interests of the Directors and their families in
the Company'’s ordinary shares of 25p each and
8.5% Unsecured Subordinated Loan Stock 2008
(“ULS”), together with details of the Directors’
interests in share incentive schemes are set out
in Note 37 on page 112.

At no time during the year did any Direct