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First American Title Insurance Company of Australia Pty Limited

Directors’ Report
3_1 December 2010

Your Directors present their report on the entity consisting of First American Title Insurance
Company of Australia Pty Limited (the Company) and the entltles it controlied at the end of, or
during, the year ended 31 December 2010.

Directors
The following persons were directors of the Company durmg the financial year and up to the date
of this report:

Ms Ellen Frances Comerford (ceased 10" December 2010)
Mr Eric Richard Dodd
Mr Jonathan Flaws
Mr Anthony Peter Gill
Mr Richard Gerald Nott
Mr-Thomas Grifferty
Mr Christopher Tyler (appointed 10" December 2010)

Principal Activities

The Company'’s principal continuing activity is the underwriting of title insurance risks. The
Company is wholly owned by First American Title Insurance Company, Santa Ana, California 92707
USA. .

Dividends ‘
The Directors do not recommend a payment of dividend in the current year (2009: $Nil).

Review of Operations

2010 2009

$ $

Underwriting operations . 2,641,343 1,858,194
Investment operations ~ 509,681 439,165
Other operations ' (2,823,346) (2,482,474)
Gain/(Loss) : 327,678 (185,115)
Income tax expense ' (24,653) (20,560)
Net Gain/(Loss) ’ 303,025 (205,675)

A summary of results is set out below:

Significant Changes in the State of Affairs
There were no significant changes in the state of affairs of the Company during the financial year.

Matters Subsequent to Balance Date »

- The-Directors-are not-aware of any matter-or-circumstance-arising subsequent to balance date, not-
otherwise dealt with in the financial report, that has significantly or may significantly affect the
operations of the Company, the results of those operations or the state of affairs of the Company
in subsequent financial years. ,

Likely Developments *
There are no likely developments that have arisen since balance date which are not disclosed
elsewhere in this report.

Environmental Regulations
The Company:is not subject to any significant environmental regulations in respect of its activities.



First American Title Insurance Company of Australia Pty Limited

Directors Report
31 December 2010 (continued)

Directors’ Benefit

Since the end of the previous financial year, no Director of the Company has received or became
entitled to receive a benefit (other than remuneration benefit) by reason of the contract made or
proposed by the company or a related entity with a Director or with a firm of which the director is
a. member or with an entity in which the Director has a substantial financial interest.

Insurance of Officers ‘

During the financial year, the parent entity paid a premium to. insure the directors, secretary and
officers of the Company. In accordance with normal commercial practice, disclosure of the total
amount of premium payable under the insurance contract is prohibited by a confidentiality clause
in the contract.

The liabilities insured are legal costs that may be incurred in defending clvil or criminal
proceedings that may be brought against the officers In their capacity as offlcers of the Company,
and any other payments arising from the liabilities incurred by the officers in connection with such
proceedings, other than where such liabilities arise out of conduct involving wilful breach of duty
by the officers or the improper use by the officers of their position or of information to gain an
advantage for themselves or someone else or to cause detriment to the Company. It is not
possible to apportion the premium between amounts relating to the insurance against legal costs
“and those relating to other liabilities.

Proceedings on Behalf of Company ‘

No person has applied to the Court under section 237 of the Corporations Act 2001 for leave to
bring proceedings on behalf of the Company, or to intervene in any proceedings to which the
Company Is a party, for the purpose of taking responsibility on behalf of the Company for all or
part of those proceedings.

Auditor

PKF commenced in office in 2010 in accordance with sectlon 327 of the Corporatlons Act 2001.

A copy of the Auditor's Independence Declaration as required under section 307C of the
Corporatfons Act 2001 is set out on page 3.

“This report Is made in accordance with a resolution of the Directors.

‘Director

~ Sydney ‘0'17 Jh . April 2011



PKF

Chartered Accountants
& Business Advisers

AUDITOR'S INDEPENDENQE DECLARATION
Auditor’s irldepandenc’e Declaration

As lead auditor for the audit of First American Title Insurance Company of Australia Pty Limited for the

—-year-ended 31 Becember%% I declare that to the best of my knowledge and betief there have been:

{a) no contraventtons of the auditor mdependence requirements of the Corporations Act 2001 in relation
to the audit; and

{b) no-contraventions of any applicable code of professional conduct in relation to the audit.

This declaration is in respect of Fnrst American Title Insurance Company of Australia Pty Limited and the
entities it controlled during the year

pA7

PKF

M N
Arthur Milner 27 April 2011
Partner , Sydney

Tel: 612 9251 4100 | Fax: 61 292409821 | www.pkf.com.au

PKF | ABN 83 236985726

Level 10, 1 Margaret Strest | Sydnay | New South Wales 2000 | Austraia
DX 10173 | Sydney Stock Exchange | New South Wales

ThoPKFEas!CosstPraweexumemberonhaPKFInternaﬂmalhmladnelworkaﬂegaﬂymmndemmmbwﬁm The PKF East Coast Praclice is also a member.of the
PKF Australia Limited nalional netwericof lagafly independent firme each trading as PKF. PKF East Coast Practice has offices in NSN,Victoria and Brisbans. PKF East Coast
szﬁeedoesnotaccaptr-spormbimyorﬁawuymrmascﬁmmnawmonm.partofanyuth«mmmemberﬂrmorﬁrms

tiability limitad by a scheme approved under Profassional Standards Lenialaﬂm.




First American Title Insurance Cbmpany of Australia Pty Limited

Financial Report
31 December 2010

First American Title Insurance Company of Australia Pty Limited (the Company) is a company
limited by shares, incorporated in and domiciled in Australia. Its registered office and prlnC|paI
place of business is:

Level 11, 175 Castlereagh Street
Sydney, NSW 2000

Contents
Statement of Comprehensive Income , 5
Statement of Financial Position - | 6
Statement of Changes in Equity o : 7
Statement of Cash Flows : : 8
Notes to the Financial Report | 9
Directors’ Declaration , ' | 43
Independent audit report to members 44

This financial report covers the operations of First American Title Insurance Company of Australia
Pty Limited and its subsidiary First Title New Zealand Limited. The report is presented in
Australian dollars. '

A description of the Company’s operations and principal activities is included in the Directors’
Report on pages 1 and 2. The Directors’ Report does not form part of this financial report.

The financial report was authorised for issue by the Directors on April 2011.

The Directors have the power to amend and reissue the financial report.



First American Title Insurance Company of Australia Pty Limited

‘Statement of Comprehensive Income

For the year ended 31 December 2010

attributable to owners of the Company

126,768

Note 2010 2009
$ $
Premium revenue 2,998,859 2,414,844
Outwards reinsurance premium expense (162,776) (156,378)
Net premium revenue 2,836,083 2,258,466
Claims expense 2,503,547 1,660,289
Reinsurance and other recoveries (2,333,738) (1,293,528)
Net claims incurred 6 169,809 366,761
Acquisition costs 18,340 26,552
Other underwriting expenses 6,591 6,959
Underwriting expenses 8 24,931 33,511
~ Underwriting resuit 2,641,343 1,858,194
Investment income 7 . 509,'681 439,165
Other income 8 1,823,885 1,935,965
Administration expenses 8 (4,647,231) (4,418,439)
’ (2,313,665) (2,043,309)
Gam/(Loss) before tax from contmulng
operations 327,678 (185,115)
Income tax expense 9 (24,653) (20,560)
Net gain/(loss) from continuing operations 303,025 (205,675)
Other comprehensive income - -
Exchange difference on translating foreign
operations net of tax effects ‘ (176,257) (96,970)
Total comprehensive gain/(loss) (302,645)

_The above statement of comprehens:ve income.should be. read in conjunction with the .
accompanying notes



First American Title Insurance Corhpany of Australia Pty Limited

Statement of Financial Position

As at 31 December 2010

Current Assets

Cash and cash equivalents

Trade and other receivables
Reinsurance and other recoveries
Other financial assets at amortised cost
Other assets .

Total current asset

Non-Current Assets

Reinsurance and other recoveries
Other financial assets at amortised cost
Property, plant and equipment
Intangible assets

Total non-current assets

Total Assets

Current Liabilities
Trade and other payables
Outstanding claims
Provisions

Total current liabilities

Non-Current Liabilities
Other payables

Leave provisions
Outstanding claims

Total non-current liabilities

Total _L_iabilities
Net Assets

Shareholders’ Equity
Contributed equity
Reserves ‘
Accumulated losses
Total Equity

Notes

10
11
12
13
11

12
13
14

16
17
19

16
19
17

22
22

2010 2009
$ $
9,001,607 10,587,524
819,786 604,064
3,283,101 3,334,043
388,112 _ -
75,002 82,145
13,567,608 14,607,776
3,516,879 2,478,014
81 420,262
76,012 118,452
710,065 674,866
4,303,037 3,691,594
17,870,645 18,299,370
786,648 1,252,049
3,069,326 4,173,271
156,875 313,447
4,012,849 5,738,767
139,791 - 156,415
66,189 73,097
4,593,131 3,399,174
4,799,111 3,628,686
8,811,960 9,367,453
9,058,685 8,931,917
15,573,346 15,573,346
(389,537) (213,280)
(6,125,124) (6,428,149)
9,058,685

8,931,917

The above statement of financial position should be read in conjunction with the accompanying

notes.



First American Title Insurance Company of Australia Pty Limited

Statement of Changes in Equity

For the year ended 31 December 2010

At 1 January
2009

Total
comprehensive

loss for the period

Total expense
for the year

attributable to
equity holders

Total equity at
31 December
2009

Total
comprehensive
profit for the
period

Total expense
for the year

_ attributable to
equity holders

Total equity at
31 December
2010

Note

The above statement of changes in equity should be read in conjunction with the accompanying

notes..

Foreign
Share Exchange Accumulated

Capital Reserve Losses Total

$ $ $ $
15,573,346 (116,310) (6,222,474) 9,234,562
- (96,970) (205,675) (302,645)

- (96,970) (205,675) (302,645)
15,573,346 (213,280) (6,428,149) 8,931,917
- (176,257) 303,025 126,768

- (176,257) 303,025 126,768
15,573,346 (389,537) (6,125,124) 9,058,685

22 22 22




First American Title Insurance Company of Australia Pty Limited

Statement of Cash Flows

For the year ended 31 December 2010

Cash flows from operating activities
Premiums received

Outwards reinsurance paid

Claims paid

Reinsurance and other recoveries received
Acquisition costs paid

Other underwriting expenses paid

Interest received .
Management fees and other revenue received
Other expenses paid

Income taxes paid

Net cash (outflow)/inflow from operating
activities :

Cash flows from investing activities
Purchase of property, plant and equipment
Disposal of property, plant and equipment
Purchase of software

Net cash outflow from investing activities

Cash flows from financing activities
Net cash flow from financing activities
Net (decrease)/increase in cash held
Cash at the beginning of the financial year

Effects of exchange rate changes on cash
Cash at the end of the financial year

Notes ' 2010

2009
$ $

3,914,409 3,073,742

(139,774) (164,691)
(3,124,508) (994,736)
1,336,216 1,394,796

(29,017) (26,552)

(6,591) (6,957)

497,950 490,111

617,058 1,766,457

(4,087,680) (4,019,512)
(13,753) (61,689)

31 (1,035,690) 1,450,969
(32,601) (33,118)

64,548 729

(405,916) (421,430)

(373,969) (453,819)
(1,409,659) 997,151
10,587,524 9,710,839
(176,257) (120,466)

10 9,001,608 10,587,524

' The above statement of cash flows should be read in conjunction with the accompanying notes.



First American Title Insurance Company of Australia Pty Limited
Notes to and Forming Part of the Financial Statements
31 December 2010
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First American Title Insurance Company of Australia Pty Limited
Notes to and Forming Part of the Financial Statements
31 December 2010

“Note 1 Summary of significant accounting pblicies

The principal accounting policies adopted in the preparation of the financial report are set out
below. Unless otherwise stated these policies have been consistently applied to all years
.presented. :

This general purpose financial report has been prepared in accordance with Australian equivalents
to International Financial Reporting Standards (AIFRS), other authoritative pronouncements of the
Australian Accounting Standards Board, Australian Accounting Standards Board Interpretations and
the Corporations Act 2001:

Australian Accounting Standards include Australian equivalents to International Financial Reporting
Standards (AIFRS). Compliance with AIFRS ensures that the financial report of the Company,
comprising the - financial statements and notes comply with International- Financial Reportlng
Standards (IFRS).

This financial report is prepared in accordance with the fair value basis of accounting with certain
exceptions as described in the accounting policies below.

The preparation of financial statements in conformity with AIFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of
applying the Company’s accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the financial statements
are disclosed at note 2.

As described in note 13 the Company has one subsidiary, First Title New Zealand Limited. This
company has not traded and has net assets of $81 represented by a receivable from the Company.
The Subsidiary is not material and has not been consolidated.  Accordingly, the results, the cash
flows and financial position of the Company are also those of the entity. ‘

The AASB has issued amendments to the following Australian Accounting Standards. - These
standards have been issued by the AASB although do not come into effect until the operative date.

Amendment | Title Operative Date

2010-5 Amendments to Australian Accounting Standards [AASB | 1 January 2011
1, AASB 3, AASB 4, AASB 5, AASB 101, AASB 107, AASB
112, AASB 118, AASB 119, AASB 121, AASB 132, AASB
133, AASB 134, AASB 137, AASB. 139 AASB 140, AASB
1023 and AASB 1038]

These amendments are not effective for the annual reporting period ending 31 December 2010 and
have not been applied in preparing the Company’s financial statements. The nature of the impact
of the application of these standards is disclosure only.

-11 -



First American Title Insurance Company of Australia Pty Limited
Notes to and Forming Part of the Financial Statements
31 December 2010 (continued)

Note 1 Summary of significant accounting policies (continued)
The company will apply these standards for the annual reporting period on or after the operative
date set out above Note 1 Summary of significant accounting policies (continued)

(a)

(b)

(<)

(d)

(e)

Premium revenue
Premium revenue comprises amounts charged to the policyholders, excluding stamp duties
and GST.

The insurance risk relates to losses arising from title and associated defects existing at the
date the policy was accepted by the Company and premium revenue is recognised as fully

. earned at the date of attachment of the policy.

Outwards reinsurance

Premium ceded to reinsurers is recognised as an expense in accordance with the pattern of
reinsurance service received. Accordingly, in line with premium revenue, no reinsurance
premium has been treated as a prepayment at balance date.

Provision for outstanding claims

The liability for outstanding claims is measured as the central estimate of the present value
of expected future payments against claims incurred at the reporting date under general
insurance contracts issued by the Company, with an additional risk margin to allow for the
inherent uncertalnty in the central estimate.

The expected future payments include those in relation to claims incurred but not yet
reported (IBNR), claims incurred but not enough reported (IBNER) and anticipated claims
handling costs.

Claims handling costs include costs that can be associated directly with individual claims,
such as legal and other professional fees, and costs that can only be indirectly associated
with individual claims, such as claims administration costs.

The expected future payments are discounted to present value using a risk free rate.

A risk margin is applied to the outstanding claims liability, net of reinsurance and other
recoveries, to reflect the inherent uncertainty in the central estimate. A risk margin
increases the probability that the net liability is adequately provided. In the policy years
where the net liability is expected to exceed the aggregate reinsurance deductible a risk
margin is not brought to account (refer Note 18).

Reinsurance and other recoveries
Reinsurance and other recoveries receivable on paid claims, clalms reported but not yet
paid, IBNR and IBNER are recognised as revenue.

Recoveries are measured as the present value of the expected future receipts, calculated on
the same basis as the liability for outstanding claims.

Acquisition costs
Acquisition costs incurred in obtaining insurance contracts are recognised as an expense.

Costs are fully expensed at the date of attachment of the policy.

-12-



First American Title Insurance Company of Australia Pty Limited
Notes to and Forming Part of the Financial Statements
31 December 2010 (continued)

Note 1 Summary of significant accounting policies (continued)

(f)

(9)

Income tax '

The income tax expense and revenue for the period on the current period’s taxable income
is based on the national income tax rate for each jurisdiction adjusted by changes to
deferred tax assets and liabilities attributable to temporary differences between the tax
bases of assets and liabilities and their carrying amounts in the financial statements, and
unused tax losses. :

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates
expected to apply when the assets recovered or liabilities are settled, based on those tax
rates which are enacted or substantively enacted for each jurisdiction. The relevant tax
rates are applied to cumulative amounts deductible and assessable temporary differences to

‘measure the deferred tax asset and liability.

Deferred tax assets are recognised for deductible temporary differences and unused tax
losses only if it is probable that future taxable amounts will be available to utilise those
temporary differences and losses.

Current and deferred tax balances attributable to amounts recognlsed directly in equity are
also recognised directly in equity.

Assets backing general insurance liabilities

As part of its investment strategy the Company actively manages its investment portfolio to
ensure that investments mature in accordance with the expected pattern of future cash
flows arising from general insurance liabilities.

The Company has determined that éll financial assets are held to back general insurance
liabilities and. on that basis that all financial assets are valued at falr value through profit
and loss.

The following policies apply to financial assets held to back and match general insurance

- liabilities which are measured at the present value of expected future payments - refer Note

1 (c). These assets are:

= Cash and cash equivalents
= Trade and other receivables
= FixXed interest securities

Financial assets are designated at fair value through profit or loss or at amortised cost.
Initial recognition is at fair value, being the cost, in the Statement of Financial Position and
subsequent measurement is at fair value or at amortised cost with any resultant unrealised
profits and losses or unwmdlng of discount recognlsed in the Statement of Comprehensuve

- Income.-

Details of fair value for different types of financial assets are listed below:

» Cash assets and bank overdrafts are carried at face value of the amounts deposited
or drawn. The carrying amount of cash assets and bank overdrafts approximate
their fair value. For the purposes of the cash flow statement, cash includes cash on
hand, deposits held at call with banks and investments in money market
instruments, net of bank dverdrafts;

= Unlisted fixed interest securities are recorded at amounts based on valuations using
rates of interest equivalent to the yields obtainable on comparable investments at
balance date.

-13 -



First American Title Insurance Company of Australia Pty Limited
Notes to and Forming Part of the Financial Statements
31 December 2010 (continued)

‘Note 1 Summary of significant accounting policies (continued)

(h)

(i)

@)

All purchases and sales of financial assets that require delivery of the asset within the time
frame established by regulation or market convention (“regular way” transactions) are
recognised at trade date, being the date on wh|ch the Company commits to buy or sell the
asset.

In cases where the period between trade and settlement exceeds this time frame, the
transaction is recognised at settlement date. Financial assets are derecognised when the
rights to. receive future cash flows from the asset have expired, or have been transferred,
and the Company has transferred substantially the risks and rewards of ownership.

Amounts due from policyholders and intermediaries are initially recognised at fair value,
being the amounts due. They are subsequently measured at fair value which is
approximated by taklng the initially recognised amount and reducing |t for impairment as
appropriate.

A provision for impairment of receivables is established when there is objective evidence
that the Company will not be able to collect all amounts due according to the original terms
of the receivables. The amount of the provision is the difference between the asset’s
carrying amount and the net present value of the estimated future cash flows. The discount
is calculated using a risk free rate. The impairment charge is recognised in the Statement
of Comprehensive Income.

Property, plant and equipment

Property, plant and equipment is stated at historical cost less depreaatnon Historical cost
includes expenditure that is directly attributable to the acquisition of the items.
Subsequent costs are included in the assets’ carrying amount or recoghised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated with
the item will flow to the Company and the cost of the item can be measured reliably. All
other repairs and maintenance are charged to the Statement of Comprehensive Income
during the financial period in which they are incurred.

Dépreciation on property, plant and equipment is calculated using the straight line method
to allocate their cost over their estimated useful lives as follows;

Computer Equipment ' 3 -5 years
Furniture and Fittings 5 - 20 years

Gains or losses on disposals are determined by comparing proceeds with the carrying
amount and are included in the Statement of Comprehensive Income

Trade and other payables

These amounts represent liabilities for goods and services provided to the Company prior to
the end of the financial year which are unpaid. The amounts are unsecured and are paid
within agreed terms.

Employee benefits

Wages, salaries, annual leave and s:ck leave

Liabilities for wages and salaries, including non-monetary benefits, and annual leave
expected to be settled within twelve months of the reporting date, are recognised in other
payables in respect of employees’ services up to the reporting date, and are measured at
the amounts expected to be paid when the liabilities are settled.

-14 -



First American Title Insurance Company of Australia Pty Limited
Notes to and Forming Part of the Financial Statements
31 December 2010 (continued)

(k)

)

(m)

(n)

(o)

(pv)

(a)

(r)

Note 1 Summary of significant accodnting policies (continued)

Long service leave

The liability for long service leave is recognised.in the provision for employee beneﬂts and
measured as the present value of expected future payments to be made in respect of
services provided by employees up to the reporting date. Consideration is given to
expected future wage and salary levels, experience of employee departures and periods of
service.

Leases

Leases in which a significant portion of the risks and rewards of ownership are retained by
the lessor are classified as operating leases (note 26). Payments made under operating
leases (net of any incentives received from the lessor) are charged to the Statement of
Comprehensive Income on a straight-line basis over the period of the lease.

Other Fmancual Liabilities

Other financial liabilities are carried at the principal amounts which represent the value of
future cash flows associated with servicing debt. Interest is. accrued over the period it
becomes due and is recorded as part of payables.

Contributed equity
Ordinary shares and irredeemable, non-cumulative preference shares are classified  as
equity.

Foreign currency transactions
Foreign currency transactions are initially translated into Australian currency at rates of
exchange at the dates of the transaction. At balance date, amounts payable and receivable

‘in foreign currencies are translated into Australian currency at rates of exchange at that

date. Resulting exchange rate differences are brought to account in the foreign currency
translation reserve.

Impairment of assets

Assets that are subject to amortisation and depreciation are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and value in use.

Intanglble assets

Intangible assets are measured at cost. Those W|th a finite useful life are amortised usmg
the straight line method over the estimated useful life. Estimated useful lives are 2.5 to 3
years.

Revenue Recogmtlon from Software sales

_Revenue from the sale of a right to use the intangible asset is recogmsed as. part of other

income.
Management Fee Revenue

The Company receives revenue from a commonly controlled entlty which reflects an
allocation of agreed operatlng expenses.

-15 -



First American Title Insurance Company of Australia Pty Limited
- Notes to and Forming Part of the Financial Statements
31 December 2010 (continued)

Note 2 Cr|t|cal accounting judgements and estimates

The Company makes estimates and assumptions in respect of certain key assets and liabilities.
Estimates and judgements are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under
the circumstances.. The key areas in which critical estimates and judgements are applled are
described below. : :

(a)

The ultimate liability arising from claims made under insurance contracts
The company operates in a specialised line of business (title insurance) with few
competitors, resulting in a lack of comparable data relating to assumptions

The value of outstanding claims has been adjusted to reflect the uncertainty of the market
conditions. Whilst this represents the best estimate of the value at balance date, the
market uncertainty means the ultimate value of outstanding claims may be higher or lower
than the value recorded in the financial statements.

Provision is made at the year end for the estimated cost of claims incurred but not settled
at the Statement of Fmancna| Position date, including the cost of claims incurred but not yet
reported.

The estimated cost of claims includes direct expenses to be incurred in settling claims gross

‘of the expected value of subrogation rights and other recoveries. The Company takes all

reasonable steps to ensure that it has appropriate information regarding its claims
exposures. However, given the uncertainty in establishing claims provisions, it is likely that
the final outcome will prove to be different from the original liability established.

The estimation of claims incurred but not reported (IBNR) is subject to a greater degree of
uncertainty than the estimation of the cost of settling claims already notified to the
Company, where more information about the claim event is available. IBNR claims may
often not be apparent to the insured until many years after the events which gives rise to
the claim. The main difficulty in providing for title insurance IBNR claims is the lack of
experience within the Australian market. In calculating the estimated cost of unpaid claims
the Company uses a variety of estimation techniques, generally based upon statistical
analyses of historical experience, which assumes that the development pattern of the
current claims will be consistent with past experience. Allowance is made however, for
changes or uncertainties which may create distortions in the underlying statistics or which
might cause the cost of unsettied claims to increase or reduce when compared with the cost
of previously settled claims including:

= changes in Company processes - which might accelerate or slow down the
development and/or recording of paid or incurred claims, compared with the
statistics from previous periods

changes'in the legal environment

the effects of inflation

changes in the mix of business

the impact of large losses

movements in industry benchmarks

technological developments

A component of these estimation techniques is usually the estimation of the cost of notified
but not paid claims. In estimating the cost of these the Company has regard to the claims
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(b)

circumstances as reported, any information available from loss adjustors and information on
the cost of settling claims with similar characteristics in previous periods.

Large claims are generally assessed separately, being measured on a case by case basis or
projected separately in order to allow for possible distortion of the development and
incidence of these large claims.

The Company adopts multiple- methods to estimate the required level of provisions.  This
assists in giving greater understanding of the trends inherent in the data being projected.
The projections given by the various methodologies also assist in setting the range of
possible outcomes. The most appropriate estimation technique is selected taking into
account the characteristics of the business class and the extent of the development of each
accident year.

Provisions are calculated gross of any reinsurance recoveries. A separate estimate is made
of the amounts that will be recoverable from the reinsurer based upon the gross provisions. -

Details of specific assumptions used in derlvmg the outstanding claims liability at year end
are detailed in note 3.

Assets arising from reinsurance contracts .

Assets arising from reinsurance contracts are also computed using the above methods. In
addition, the recoverability. of these assets is assessed on a periodic basis to ensure that the
balance reflects the amounts that will ultimately be received, taking into consideration
factors such as counterparty and credit risk. Impairment is recognised where there is
objective evidence that the Company may not receive amounts due to it and these amounts
can be reliably measured.
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