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Hannover Reinsurance (Ireland) Limited

DIRECTORS’ REPORT

The Directors present their annual report and audited financial statements of Hannover Reinsurance
(Ireland) Limited (“the Company”) for the year ended 31 December 2011.

The transaction of treaty reinsurance business as part of the Non-Life Business Group of our 100%
shareholder Hannover Ruickversicherung AG is the principal activity of the Company. Within the Hannover
Re Group and the business centre Advanced Solutions, the Company is the centre of competency for
structured reinsurance products for the North American and British Isles markets.

Hannover Reinsurance (Ireland) Limited writes treaty reinsurance transactions under which structured
elements enable the coverage to be tailored to the individual needs of our clients. Within the structured
reinsurance field we are willing and able to absorb larger risk components in our transactions (‘blended
concepts’). The appropriate pricing for the actual risks transferred is a crucial element of the
considerations. Our risk management and aggregation control tools are consistent with those applied within
the property/casualty reinsurance business group of Hannover Riickversicherung AG.

Our major lines of business are general and automobile liability, professional indemnity, workers
compensation and property. With respect to the latter we endeavour to avoid huge aggregate exposures
from major natural catastrophe perils.

Since the beginning of the year 2008 the Company concentrates on doing business in North America and
the British Isles. This gives the Company more focus and will enable us to fully deploy our expertise in
those areas.

We are running off the existing portfolio from other parts of the world. Existing treaties stay on our books
until expiration but new business will emanate from the above mentioned areas, unless cedents from other
parts of the world have specific preferences to deal with the Company.

We market our products predominantly in cooperation with reinsurance brokers. Our client base is a subset
of that of the Hannover Re Non-Life Business Group, i.e. insurance companies, risk retention groups and
captives.

Structured features will remain a cornerstone of our product offerings, thereby reducing the volatility of our
transactions and hence the capital requirements for our overall book of business.

As specialized primary casualty and property insurance companies are our core customers our
transactions generally cover all or most lines of business written by our clients, either on a quota share or
aggregate excess of loss basis. In addition, single or multi-risk spread loss concepts complement our
portfolio.

After a 2010 year with significant one-time effects from the resolution of legacy issues, 2011 is best
characterised as ‘back to normal’. This holds true both for our business focus as well as for financials,
including the profits for the year.

The general market trends were not in our favour during 2011 and the demand for our surplus protection
products in the US remained at a low level. In the United Kingdom the state of the market is somewhat
different and we have successfully increased our writings especially in the motor line of business.

Whilst we have seen some interest in surplus protection type of reinsurance solutions like aggregate
excess of loss treaties and multi-year spread loss covers, it was at a comparatively low level. We view this
as a typical phenomenon during the soft phase of the reinsurance cycle. Medium to long term tailor-made
reinsurance solutions will continue to play an important role for the (re)insurance industry.



Hannover Reinsurance (Ireland) Limited

DIRECTORS’ REPORT (continued)

With our considerable experience in assessing risks and our expertise in structuring transactions,
combined with the financial strength of our Company and the reputation and business contacts of the
Hannover Re Group we are very well positioned and look forward to further successful and profitable years
ahead of us albeit being in a challenging market environment. Our experience combined with flexibility in
thinking enables us to provide our cedents with state of the art structured reinsurance solutions that are in
line with accounting, compliance and risk-transfer standards. Building on and further enhancing this
knowledge and these skills will put us in an excellent position to continue meeting high level client demand
and challenges in the future.

The result for the year is set out on page 13 and has been prepared in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the EU.

Gross premium written was EUR452.6m (2010: EUR409.0m), an increase of 11%.
Profit for the year was EUR36.9m (2010: EUR46.0m), a decrease of 20%.

Other comprehensive losses amounted to EUR2.2m (2010: EUR1.5m) net of deferred tax.

The Company continues to maintain a strong capital base with total shareholders’ equity of EUR460.2m at
31 December 2011 (2010: EUR462.5m) after paying a dividend of EUR37.0m to our shareholder.

Our A. M. Best financial strength rating is "A” (Excellent) with a positive outlook and the Standard and
Poor’s rating continues to be “AA-“ with a stable outlook.

On 15 July 2006, Statutory Instrument (S.l.) 380 of 2006 transposed into Irish Law the EU Reinsurance
Directive (“the Directive”). The Company was authorised by the Central Bank of Ireland as a composite
reinsurance undertaking under the Directive with effect from 10 December 2007.

We are actively working on making the Company Solvency Il compliant in line with the European
Commission’s Solvency Il initiative, which is aimed at creating a more risk-related solvency model within
the E.U. During 2011, we continued our dialogue with the Central Bank of Ireland, our regulator, in relation
to the internal model pre-application process (to obtain regulatory approval for the Company’s local use of
the Hannover Re Group’s internal model).

The Company is subject to the Corporate Governance Code for Credit Institutions and Insurance
Undertakings issued by the Central Bank of Ireland on 8 November 2010, effective from 1 January 2011
with some transitional arrangements. During 2011, the Company has been implementing the necessary
changes to its Corporate Governance, Risk and Compliance arrangements to ensure compliance with the
requirements of the Code. The Company is not required to comply with the additional requirements for
major institutions.

In addition, a new Fitness and Probity Regime came into effect on 1 December 2011 and will be fully
implemented by 1 December 2012. The Company is working towards compliance with the new regime by
the required deadlines.

In April 2011, we submitted our 2010 regulatory return which showed a solvency margin cover of 576% at
31 December 2010 (2009: 258%) as against the strategic solvency target of 150% set by the Company’s
Board of Directors. The Company had a solvency margin cover of 534% at 31 December 2011. This will
be included in our 2011 regulatory return when it is submitted in April 2012.
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Hannover Reinsurance (Ireland) Limited

DIRECTORS’ REPORT (continued)

Our business consists of the acceptance of reinsurance underwriting risks. We assume risks from our
business partners following actuarial and underwriting analyses and modelling of available data. The
assumption of such risks and opportunities should contribute to an increase in value of the Company over
time. The Company has identified its key risks as follows:

e Global risks

e Strategic risks

e Operating risks, defined as:
e Technical risks (see Note 2 of Financial Statements)
e Investment risks (see Note 2 of Financial Statements)
e Other operational risks

In addition to existing risk management processes, the Company has enhanced risk management
capabilities during the past year by allocating dedicated resources to Risk Management. The Company’s
Internal Audit arrangements are set out below.

Global Risks

Global risks derive from a number of factors including developments in legislation, political and social
changes. Risks of this type cannot be avoided as they are beyond our direct sphere of influence. Our risk
management measures ensure that through ongoing monitoring, such developments are identified as early
as possible and appropriate actions taken where practical.

Strateqic Risks

Strategic risks derive primarily from an imbalance between our defined corporate strategy and the business
environment. The Company aims to diversify the business written within its non-life reinsurance portfolio.
In addition, efficient capital management and a low administrative cost base of well-trained, internationally
experienced staff ensure flexibility and a quick response to changing markets.

Operational Risks

Operational risks are generally defined as the risk of losses occurring because of inadequacy or failure of
internal procedures, human error, system failure or other external events. The Company has no appetite
to take on operational risk to generate returns. The most significant operational risks include:

risk of business interruption and system failure
process management risks

risk of fraud

key man risk

In relation to the risk of business interruption and system failure, the Company has implemented and
regularly reviews a Business Continuity Plan which provides a clear framework for managing the risks
associated with business disruption. In addition, the Company receives centralised support from the
Hannover Re Group for its information technology requirements. The Group invests systematically in the
security and availability of information technology with the objective of maintaining the highest standards of
security and to minimise the risk of fraud.

In order to mitigate risks associated with process management and fraud risks, the Company has
implemented an internal controls system, including segregation of duties and delegated authorities, which
aims to ensure that risks are minimised to the fullest extent possible.

Key man risk is managed via succession planning, cross-training and staff development initiatives.



Hannover Reinsurance (Ireland) Limited

DIRECTORS’ REPORT (continued)

Risk Management System

The Board has appointed a committee with responsibility for oversight and advice to the Board in relation
to risk. In addition, a dedicated Risk Management Function has been set up during 2011 to further develop
the Company’s Risk Management System. Details are provided at Note 2 of these Financial Statements.

Internal Audit

Internal Audit forms an integral part of the corporate governance system of the Company, providing
independent assurance on the compliance, risk management and internal control systems. Internal Audit
services are provided by the Hannover Re Group internal audit function. Internal Audit is overseen by the
Company’s Audit Committee.

A dividend of EUR37m or EUR37 per ordinary share was paid during 2011 (2010: EUR50m or EUR50 per
ordinary share) out of the profits and retained earnings.

During 2011 it was agreed in principle by the Shareholders and the Boards of Directors of Hannover
Reinsurance (Ireland) Limited that the Company will merge with its sister company Hannover Life
Reassurance (Ireland) Limited in the course of 2012.

The Merger will be effected pursuant to Regulation 13(8) of the European Communities (Mergers and
Divisions of Companies) Regulations 1987 (the “Regulations”) and carried out pursuant to the “Terms of
Merger” as a “merger by absorption”.

The Hannover Re Group sees benefits for all stakeholders in a single company structure with the key
driver being capital efficiency and capital fungibility on a Solvency Il basis. Further we will realise corporate
governance efficiencies as currently corporate governance structures are duplicated in terms of the Board
of Directors, Sub-Committees of the Board, Compliance and Risk Management. The merger is expected to
be completed by September 2012.

As a requirement for the completion of the merger, Hannover Reinsurance (Ireland) Limited converted from
being a private limited company to being a public limited company with effect from 2 March 2012. The
Company’s name has changed from Hannover Reinsurance (Ireland) Limited to Hannover Reinsurance
(Ireland) Plc, as a result of the re-registration.

Hannover Ruck Beteiligung Verwaltungs-GmBH, the immediate parent undertaking of the Company, sold
the Company to Hannover Life Re AG, the immediate parent undertaking of Hannover Life Reassurance
(Ireland) Plc on 19 March 2012. As a result of this sale both the Company and Hannover Life Reassurance
(Ireland) Plc now have the same immediate parent undertaking.

The shares in the Company were transferred by way of capital contribution to Hannover Life Reassurance
(Ireland) Plc on 26 March 2012 and the Company is now a subsidiary of Hannover Life Reassurance
(Ireland) Plc.

These events have no material impact on the Company’s day-to-day operations. The merger is subject to
approval by the Central Bank of Ireland and completion of the necessary legal requirements.

Mr. Neil Brennan resigned as Company Secretary and Ms. Niamh Freemen was appointed as Company
Secretary on 16 March 2012.



Hannover Reinsurance (Ireland) Limited

DIRECTORS’ REPORT (continued)

Mr. Jirgen Lang resigned as Managing Director on 31 May 2011 and took the role of Acting Managing
Director until 31 December 2011 when he resigned as a Director.

Ms. Kathrin Scherff was appointed as Managing Director on 1 June 2011.
Ms. Clare O’Connor resigned as Company Secretary on 28 June 2011.
Mr. Neil Brennan was appointed as Company Secretary on 28 June 2011.

In accordance with the Articles of Association, the Directors are not required to retire by rotation.

The Directors and Secretary who held office at 31 December 2011 had no beneficial interests, other than
those shown below, in the shares, debentures and loan stock of the Company or any other group
companies.

Name Name of company Description Interest Interest at
of Director or of at end beginning of

Secretary instrument of year year/date of
appointment
(if later)

Common Stock
Ulrich Wallin Hannover Riickversicherung AG EUR1.00 3,180 3,180
Hannover Finance (Luxembourg) | Debentures
S.A EUR1,000.00 245 245
Common Stock
Roland Vogel Hannover Rickversicherung AG EUR1.00 120 120
Common Stock
Jurgen Lang Hannover Rickversicherung AG EUR1.00 800 680
Common Stock
Kathrin Scherff Hannover Riickversicherung AG EUR1.00 244 244

There were no contracts or arrangements of any significance in relation to the business of the Company in
which the Directors or Company Secretary had an interest as defined in the Companies Act, 1990, at any
time during the year ended 31 December 2011.

The Directors believe that they have complied with the requirements of Section 202 of the Companies Act,
1990, with regard to books of account by employing accounting personnel with appropriate expertise and
by providing adequate resources to the financial function. The books of account of the Company are
maintained at 2, Custom House Plaza, International Financial Services Centre, Dublin 1.









Hannover Reinsurance (Ireland) Limited

INDEPENDENT AUDITOR’S REPORT

We have audited the financial statements on pages 13 to 44 for the year ended 31 December 2011 which
comprise the Statement of Comprehensive Income, Statement of Financial Position, Statement of
Changes in Equity, Statement of Cash Flows and the related notes. These financial statements have
been prepared under the accounting policies set out therein.

This report is made solely to the Company’s members, as a body, in accordance with section 193 of the
Companies Act, 1990. Our audit work has been undertaken so that we might state to the Company’s
members those matters we are required to state to them in an auditor’s report and for no other purpose.
To the fullest extent permitted by law we do not accept or assume responsibility to anyone other than the
Company and the Company’s members as a body, for our audit work, for this report, or for the opinions
we have formed.

The directors’ responsibilities for preparing the Directors’ Report and the financial statements in
accordance with applicable law and International Financial Reporting Standards (IFRSs) as adopted by
the EU are set out in the Statement of Directors’ Responsibilities on page 10.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view in
accordance with IFRSs as adopted by the EU and have been properly prepared in accordance with the
Companies Acts, 1963 to 2009. We also report to you whether, in our opinion: proper books of account
have been kept by the Company; whether at the reporting period date, there exists a financial situation
requiring the convening of an extraordinary general meeting of the Company; and whether the information
given in the Directors’ Report is consistent with the financial statements. In addition, we state whether we
have obtained all the information and explanations necessary for the purposes of our audit, and whether
the Company'’s financial statements are in agreement with the books of account.

We also report to you if, in our opinion, any information specified by law regarding Directors’ remuneration
and Directors’ transactions is not disclosed and, where practicable, include such information in our report.

We read the Directors’ Report and consider implications for our report if we become aware of any
apparent misstatements within it.

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland), issued
by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financial statements. It also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the Company’s circumstances, consistently applied
and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that
the financial statements are free from material misstatement, whether caused by fraud or other irregularity
or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information
in the financial statements.
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Hannover Reinsurance (Ireland) Limited

STATEMENT OF CHANGES IN EQUITY

Figures in EUR thousand

Issued share
capital

Additional
paid-in capital

Retained

earnings

Available-for-
sale financial
assets

Total equity

At 1 January 2011 52,000 349,823 48,485 12,229 462,537
Changes in equity for 2011
Profit for the year - - 36,853 - 36,853
Other comprehensive loss, net
of tax = = - (2,158) (2,158)
Total comprehensive
income/(loss), net of tax - - 36,853 (2,158) 34,695
Dividends paid during the year - - (37,000) - (37,000)
At 31 December 2011 52,000 349,823 48,338 10,071 460,232
- . Available-for-
. . Issued share Additional Retained : . .
Figures in EUR thousand capital | paid-in capital eamnings sale financial | Total equity
assets
At 1 January 2010 52,000 349,823 52,474 13,740 468,037
Changes in equity for 2010
Profit for the year - - 46,011 - 46,011
Other comprehensive loss, net
of tax - - - (1,511) (1,511)
Total comprehensive
income/(loss), net of tax - - 46,011 (1,511) 44,500
Dividends paid during the year - - (50,000) - (50,000)
At 31 December 2010 52,000 349,823 48,485 12,229 462,537
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Hannover Reinsurance (Ireland) Limited

STATEMENT OF FINANCIAL POSITION

Figures in EUR thousand Note 2010
Assets
Property, plant and equipment 15 195 209
Deferred acquisition costs 6 40,976 25,114
Investments in subsidiaries and associates 12 281 281
Financial assets 13

- Debt securities — available-for-sale 892,634 854,702

- Debt securities — held-to-maturity 51,306 51,309

943,940 906,011

Funds held and contract deposits 7 466,960 360,001
Reinsurers’ share of technical contract
provisions 3 21,157 18,261
Corporation tax receivable 22 1,334 905
Deferred tax asset 23 1,390 1,113
Reinsurance and other receivables 8 23,478 14,169
Cash and cash equivalents 14 19,277 28,536
Total assets 1,518,988 1,354,600
Liabilities
Technical contract provisions 3 1,032,061 870,885
Financial liabilities

- Embedded derivative 10 - 1,755
Reinsurance and other payables 9 23,866 16,563
Deferred tax liability 23 2,829 2,860
Total liabilities 1,058,756 892,063
Net assets 460,232 462,537
Shareholders’ equity 24
Share capital 52,000 52,000
Capital contribution 349,823 349,823
Retained earnings 48,338 48,485
Other reserves 10,071 12,229
Total shareholders’ equity 460,232 462,537

On behalf of the board

Resell U

Mr. Richard O’Driscoll
Director
26 March 2012

Scher [

Ms. Kathrin Scherff
Director
26 March 2012
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STATEMENT OF CASH FLOWS

Hannover Reinsurance (Ireland) Limited

Figures in EUR thousand 2010
I. Cash flow from operating activities

Net profit (after taxes) 36,853 46,011

Changes in funds held (108,004) (100,458)

Net changes in contract deposits 4,268 (1,184)

Changes in unearned premium reserve (net) 50,755 (1,512)

Changes in tax assets / provisions for taxes (378) (1,527)

Changes in claims reserves (net) 80,268 (8,262)

Changes in deferred acquisitions costs (net) (13,910) 15,336

Changes in commission (net) - (32)

Change in other debtors 6,370 4,535

Change in other creditors 4,959 (7,629)

Changes in other assets and liabilities (net) (3,941) 25,512

Cash flow from operating activities 57,240 (29,210)
Il. Cash flow from investing activities

Realised and unrealised gain on derivative

instruments (1,726) (138)

Net realised gain on investments (3,076) (4,904)

Realised impairment loss on disposal of loans and

receivables - 19,459
Fixed-income securities available-for-sale -

- Proceeds from disposals/maturities 296,299 494,165

- Acquisitions (321,010) (656,685)

Loans and receivables

- Repayments - 240,143

Net acquisition of property, plant and equipment (6) (2)

Cash flow from investing activities (29,519) 92,038
lll. Cash flow from financing activities

Dividend paid (37,000) (50,000)

Cash flow from financing activities (37,000) (50,000)
IV. Exchange rate differences on cash and cash

equivalents 20 2,350
Change in cash and cash equivalents

(I + 1L+L+IV.) (9,259) 15,178
Cash and cash equivalents at the beginning of the

year 28,536 13,358

Change in cash and cash equivalents per cash flow

statement (9,259) 15,178

Cash and cash equivalents at the end of the

year 19,277 28,536
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ACCOUNTING POLICIES

Hannover Reinsurance (Ireland) Limited is a company domiciled in Ireland.

The financial statements were authorised for issue by the Directors on 26 March 2012.

Accounting Policies under International Financial Reporting Standards

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the EU.

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

The financial statements have been prepared in Euro (EUR), which is the Company’s functional currency.
Except where indicated, financial information presented in EUR has been rounded to the nearest
thousand. The financial statements are prepared on the historical cost basis, except for the following
assets and liabilities which are stated at their fair value: financial instruments classified as available-for-
sale and derivative financial instruments.

Judgements made by management in the application of IFRSs that have a significant effect on the
financial statements and estimates with a significant risk of material adjustment in the following year are
discussed in Note 1.

A number of new standards, amendments to standards and interpretations are not yet effective for annual
periods beginning on or after 1 January 2011 and have not been applied in these financial statements.
None of these, except for IFRS 9 and IFRS 13 as noted below, are expected to have a significant effect
on the measurement of the amounts recognised in the financial statements of the Company. IFRS 9
Financial Instruments issued in November 2009 will change the classification of financial assets. The
standard on adoption will require the Company to review the classification of investments currently held as
available-for-sale and held-to-maturity. It is effective for annual periods beginning on or after 1 January
2015. IFRS 13, ‘Fair Value Measurement’ defines fair value and sets out in a single IFRS a framework for
measuring fair value and requires disclosures about fair value measurements. It does not introduce any
new requirements to measure an asset or a liability at fair value, change what is measured at fair value in
IFRS, or address how to present changes in fair value. It is effective for annual periods beginning on or
after 1 January 2012. The Company is currently in the process of evaluating the potential effect of these
standards.

Recognition and Measurement of Insurance Contracts

In March 2004 the IASB published IFRS 4 "Insurance Contracts". Under IFRS 4 underwriting business is
to be subdivided into insurance or so-called "investment contracts". Contracts with a significant insurance
risk are considered to be insurance contracts, while contracts without significant insurance risk are to be
classified as investment contracts. The standard is also applicable to reinsurance contracts. IFRS 4
contains fundamental rules governing specific circumstances, such as the separation of embedded
derivatives and unbundling of deposit components. In conformity with these basic rules of IFRS 4 and the

IFRS Framework, the Company is availing itself of the option of retaining the previously used accounting
policies for insurance contracts (US GAAP).

The Company has certain contracts where the risk transfer between the ceding company and the
reinsurer is of merely subordinate importance. These contracts are recognised using the “deposit
accounting” method. Income and expenses on the underlying contract are recognised on an accruals
basis and reported net under other income (see note 18). The balances are included in reinsurance and
other payables on the Statement of Financial Position (see note 9).
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ACCOUNTING POLICIES (continued)

Basis of accounting for underwriting activities
Premium income and underwriting results are determined and reported in the year in which they arise.

Premium written

Premiums are accounted for over the period of provision of reinsurance cover under the underlying
contract. Premiums written include adjustments to premiums written in prior accounting periods and
estimates for “pipeline” premium.

Outward reinsurance premiums are recognised as an expense in accordance with the pattern of risks
retroceded.

Unearned premium
Unearned premium is premium that has already been written but is allocated to future risk periods.
Unearned premium is usually earned pro-rata over the length of the contract.

Acquisition costs

Acquisition costs comprise all direct and indirect costs arising from the conclusion of reinsurance
contracts. Deferred acquisition costs represent the proportion of commission incurred which corresponds
to the element of the premium as yet unearned on the related treaties.

Underwriting expenses
Brokerage fees, taxes and other fees are recorded in the year in which they are incurred. Profit
commission is recorded on an earned basis as incurred.

Claims outstanding
The provision for claims outstanding represents estimated losses as reported by ceding companies and,
where appropriate, an estimate of further losses.

The directors believe the provision for claims outstanding to be adequate to cover the ultimate net cost of
losses incurred to the reporting period date, but the provision is necessarily an estimate and may
ultimately be settled for a greater or lesser amount. Any subsequent differences arising are recorded in
the period in which they are determined.

Investment income and expense

Investment income comprises income from financial assets, including interest income on funds held and
contract deposits, held-to-maturity assets, available-for-sale assets, and cash and bank deposits. Also
included are realised gains from available-for-sale assets, unrealised gains on derivative financial
instruments, realised gains from disposal of derivative financial instruments, and other investment income.
Interest income on funds held assets represents the Company’s share of investment income on funds
held assets reported by the cedent. Interest income is recognised as it accrues on an effective interest
basis.

Investment expenses comprise investment management expenses, realised losses from available-for-sale
assets, impairments to any financial assets and other investment expenses.

Other income

Other income includes letter of credit fees, income on reversal of impairment on receivables, income on
deposit accounted treaties, net foreign exchange translation gains and other income. Income on deposit
accounted treaties represents the net income on treaties where the risk transfer between the ceding
company and the reinsurer is of merely subordinate importance. The net profit is recognised on these
contracts as other income over the period of the contract.

18



ACCOUNTING POLICIES (continued)

Finance costs
Finance costs comprise interest payable on borrowings on an accruals basis.

Pension costs

The Company operates a defined contribution pension scheme. Obligations for contributions to defined
contribution pension plans are recognised as an expense in the Statement of Comprehensive Income as
incurred.

Leased assets
Payments made under operating leases are recognised in the Statement of Comprehensive Income as
incurred on a straight-line basis over the terms of the leases.

Reinsurance recoverables
The Company purchases retrocession cover in the normal course of business for the purpose of limiting
its net loss and diversifying its risks. Retrocession arrangements do not relieve the Company from its
direct obligations to cedents.

Reinsurance recoverables on technical reserves are calculated according to the contractual conditions of
the retrocession contract on the basis of the gross technical reserves. Amounts recoverable under
reinsurance contracts are assessed for impairment at each reporting period date.

Deferred acquisition costs

Deferred acquisition costs principally consist of commissions and other variable costs directly connected
with the acquisition or renewal of existing reinsurance contracts. Deferred acquisition costs represent the
proportion of commission incurred which corresponds to the element of the premium as yet unearned on
the related contracts.

Tangible fixed assets
Tangible fixed assets are stated at cost less accumulated depreciation.

Depreciation is provided on a straight-line basis at the rates stated below, which are estimated to reduce
the assets to their residual values by the end of their expected working lives.

Annual rate
Leasehold improvements 4%
Computer equipment 25%
Furniture and fittings 25%
Office equipment 25%

Liabilities and related assets under liability adequacy test

The adequacy of the insurance liabilities arising from the Company’s reinsurance treaties is reviewed at
each reporting period date on a portfolio by portfolio basis using actuarial methods. The Company adopts
the “loss recognition” method set out under US GAAP. Should the result of the test indicate that the
reserves will not be sufficient, the entire shortfall is recognised as an expense. Actuarial calculations
regarding the adequacy of the reserves are subject to annual quality assurance reviews conducted by
external actuaries.

Financial assets
Investments are measured in accordance with IAS 39 “Financial Instruments: Recognition and
Measurement”.

The Company classifies investments according to the following categories: held-to-maturity, loans and

receivables and available-for-sale. The allocation and measurement of investments are determined by the
investment intent.
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ACCOUNTING POLICIES (continued)

Financial assets (continued)

Purchases and sales of equities and debt securities are recognised on the settlement date, which is when
all the risk and rewards of ownership of the asset are transferred.

Financial assets are initially recognised at cost. Financial assets classified as available-for-sale are
carried at fair value. Accrued interest income is recognised as part of the asset’s fair value. Unrealised
gains and losses arising out of changes in the fair value of securities held as available-for-sale are
recognised in other comprehensive income and shareholder's equity after deduction of deferred taxes.
Financial assets classified as held-to-maturity and loans and receivables are carried at amortised cost.
Impairment is taken only to the extent that repayment of a loan or debt instrument is no longer to be
expected. Accrued interest income is recognised as part of the asset’'s amortised cost.

The fair value of fixed-income and variable-yield securities and equities is determined primarily by means
of prices fixed on publicly quoting markets or exchanges on the basis of "bid" prices. If such financial
assets are not quoted on public markets, the fair value is calculated on the basis of the acknowledged
effective interest rate method or estimated using other financial assets with similar credit rating, duration
and return characteristics. Under the effective interest rate method the current market interest rate levels
in the relevant fixed-interest-rate periods are always taken as a basis.

Permanent impairments on fixed-income and variable-yield securities are recognised directly in the
Statement of Comprehensive Income. In the case of investments classified as available for sale, a
significant or prolonged decline in the fair value of the security below its cost is an objective evidence of
impairment resulting in the recognition of an impairment loss. The cumulative loss — measured as the
difference between the acquisition cost and the current fair value, less any impairment loss on that
financial asset previously recognised in profit or loss — is removed from equity and recognised as a loss in
the Statement of Comprehensive Income. If in a subsequent period the fair value of a debt instrument
classified as available for sale increases and the increase can be objectively related to an event occurring
after the impairment loss was recognised in profit or loss, the impairment loss is reversed through profit in
the Statement of Comprehensive Income.

Investments also encompass cash and cash equivalents and funds held and contract deposits.

Cash and cash equivalents are carried at face value and consist of cash at banks and in hand, deposits
held at call with banks, treasury bills and other short-term highly liquid investments with less than 90 days’
maturity from the date of acquisition.

Funds held and contract deposits are receivables due to reinsurers from their clients in the amount of their
contractually withheld cash deposits; they are recognised at cost. Appropriate allowance is made for credit
risks, if required.

Investments in subsidiaries are valued at cost. An impairment review is carried out and accounted for on
an annual basis.

Embedded derivatives

In accordance with IFRS 4, certain derivatives embedded in reinsurance contracts are removed from the
underlying insurance contract and accounted for at fair value pursuant to IAS 39. Fluctuations in the fair
value of derivative components are recognised as profit or loss in the Statement of Comprehensive
Income.

The Company calculates the fair value of the embedded derivatives using the market information
available on the valuation date on the basis of a "credit spread” method. Under this method the derivative
is valued at zero on the date when the contract is concluded and its value then fluctuates over time
according to changes in the credit spread of the securities.

The fair value of embedded derivatives is recognised in Financial Assets or Financial Liabilities in the
Statement of Financial Position.
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ACCOUNTING POLICIES (continued)

Accounts receivable
Accounts receivable under reinsurance business and other receivables are stated at their original cost
less any impairment losses. See “Impairment” for details of the Company’s impairment policy.

Derecognition of financial assets and liabilities

A financial asset is derecognised when the contractual rights to receive cash flows from the asset expire
together with substantially all the risks and rewards of ownership. A financial liability is derecognised
when the obligation under the liability is discharged or expires.

Impairment

The carrying amount of the Company’s assets is assessed at each reporting period date to determine
whether there is any indication of impairment. If any such indication exists, the recoverable amount is
estimated and the carrying value is reduced to the estimated recoverable amount by means of a charge to
the Statement of Comprehensive Income.

Foreign currencies

Transactions in foreign currencies are translated into EUR using average rates of exchange. Assets and
liabilities denominated in foreign currencies at the reporting period date are translated into EUR using the
rate of exchange ruling at that date. Foreign exchange differences arising on translation of monetary
items are recognised in the Statement of Comprehensive Income.

Taxation
Corporation tax is provided based on the profit or loss for the year. The Company is subject to Irish
corporation tax on qualifying trading operations at a rate of 12.5%.

Corporation tax is recognised in the Statement of Comprehensive Income as part of the profit or loss
except to the extent that it relates to items recognised directly in equity, in which case the related tax is
also recognised in equity.

Deferred tax is provided in full in accordance with IAS 12, using the Statement of Financial Position
liability method, providing for temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for taxation purposes. The amount of deferred tax
provided is based on the expected manner of realisation or settlement of the carrying amount of assets
and liabilities, using tax rates enacted or substantially enacted at the reporting period date. Deferred tax
assets and liabilities are not discounted.

A deferred tax asset is recognised only to the extent that it is probable that future tax profits will be
available against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is
no longer probable that the related tax benefit will be realised.

Dividend recognition

Under IAS 10 “Events after the Reporting Period”, shareholders’ dividends are accrued only when
declared and appropriately approved by the Company’s shareholders.
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NOTES

1. Accounting estimates and critical judgements

Critical accounting judgements in applying the Company’s accounting policies

In the financial statements it is to some extent necessary to make estimates and assumptions which affect
the assets and liabilities shown in the Statement of Financial Position, the information on reserves,
contingent claims and liabilities as at the reporting period date and the disclosure of income and expenses
during the reporting period. Key facts and circumstances subject to such assumptions and estimates
include, for example, the valuation of the Company’s technical contract provisions and financial assets.
Ultimate actual results may differ from these estimates.

The preparation of financial statements in conformity with IFRSs requires management to make
judgements, estimates and assumptions that affect the reported amounts of assets and liabilities shown in
the Statement of Financial Position, the information on contingent claims and liabilities at the reporting
period date and income and expenses during the reporting period. The estimates and associated
assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances. Actual results may differ from these estimates.

Certain critical accounting judgements in applying the Company’s accounting policies are detailed below.
Financial assets and liabilities

In determining the carrying values for certain financial assets and liabilities it is sometimes necessary to
make assumptions in order to calculate fair values. Financial assets are analysed in more detail in Note

13. Financial liabilities are analysed in more detail in Note 10.

2. Management of technical and financial risks

The principal activity of the Company consists of the transaction of reinsurance business.

The Company has further enhanced its Risk Management capabilities during the past year, as follows:

e The Risk Committee was established by the Board on 9 December 2010, and has responsibility
for oversight and advice to the Board on the current risk exposures of the Company and future
risk strategy. The Risk Committee advises the Board on risk appetite, oversees the risk
management function, ensures that an effective risk management system is in place, and ensures
that sufficient internal capital and regulatory capital is in place to cover the risks.

e Arisk strategy, risk appetite and risk framework have been approved by the Board.

e During 2011, a dedicated Risk Management function was established, its terms of reference set
and a Risk Manager has been appointed.

Since its establishment, the Risk Management function has focused on enhancing the risk management
system, including processes for risk monitoring and oversight.

The Company intends to implement an internal capital model to calculate its solvency requirements under
Solvency I, and during 2011, continued the pre-application process with the Central Bank of Ireland. The
Risk Management function has responsibility for the Internal Model, in accordance with the requirements
of Solvency II.
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NOTES

Risk management objectives and policies for mitigating technical insurance risk

Underwriting Risk — The Company’s business consists of the acceptance of underwriting risks. The
primary activity carried out by the Company is the reinsurance of the risk of loss from insurance
companies that are directly subject to the risk. In addition, the Company is exposed to uncertainty
surrounding the timing of claims payments. The Company assumes business partners’ risks where such
risks are assessed as contributing to an increase in value of the Company. The Company follows detailed
underwriting guidelines to mitigate these risks.

The Company uses several methods to assess and monitor its reinsurance risk exposures. These include
a risk management information system, the purchase of retrocession cover, monitoring of aggregate
exposures and the use of stress tests and sensitivity analysis.

The Company seeks to diversity its portfolio by line of business, geographic exposure and client base.
The following table shows the Company’s exposure to reinsurance risk by Line of Business and the
geographical concentration of those risks by country of risk origin.

For the year ended 31 December 2011:

UK us Other | Total
Accident & Health Gross Aggregate Exposure - - | 52,644 52,644
Gross Written Premium - - | 25,571 25,571
Property (Catastrophe) Gross Aggregate Exposure - 20,083 5,261 25,344
Gross Written Premium - 5,021 746 5,767
Property (Non-Catastrophe) Gross Aggregate Exposure - 93,338 3,252 96,590
Gross Written Premium - 53,906 1,759 55,665
Professional Lines Gross Aggregate Exposure 112,305 69,788 - | 182,093
Gross Written Premium 53,746 17,351 - 71,097
Motor Gross Aggregate Exposure 259,782 89,043 - | 348,825
Gross Written Premium 227,114 44,639 - | 271,753
Marine Gross Aggregate Exposure - - | 11,485 11,485
Gross Written Premium - - 5,827 5,827
Liability Gross Aggregate Exposure - 72,090 5,022 77,112
Gross Written Premium - 15,643 1,256 16,899
Total Gross Aggregate Exposure 372,087 | 344,342 | 77,664 | 794,093
Gross Written Premium 280,860 | 136,560 | 35,158 | 452,579
For the year ended 31 December 2010:
UK us Other Total
Accident & Health Gross Aggregate Exposure - -| 56,715 56,715
Gross Written Premium - - 27,518 27,518
Property (Catastrophe) Gross Aggregate Exposure - 34,902 | 11,206 | 46,108
Gross Written Premium - 8,725 2,801 11,526
Property (Non-Catastrophe) | Gross Aggregate Exposure - 79,024 | (29,240) 49,784
Gross Written Premium - 57,244 | (17,623) 39,621
Professional Lines Gross Aggregate Exposure 77,778 | 107,382 - | 185,160
Gross Written Premium 36,709 26,947 - 63,656
Motor Gross Aggregate Exposure 120,824 | 188,563 14,833 | 324,220
Gross Written Premium 111,788 98,984 7,415 | 218,187
Marine Gross Aggregate Exposure - - 9,020 9,020
Gross Written Premium - - 5,501 5,501
Liability Gross Aggregate Exposure - | 167,956 4,000 | 171,956
Gross Written Premium - 41,982 1,000 42,982
Total Gross Aggregate Exposure 198,602 | 577,827 66,534 | 842,963
Gross Written Premium 148,497 | 233,882 26,612 | 408,991
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NOTES (continued)

Reinsurance Credit Risk - The Company’s underwriting guidelines detail the net risk that the Company is
permitted to accept consistent with a balanced portfolio and the financial strength of the Company.
Retrocession cover is purchased as deemed necessary from both within the Hannover Re Group and
from third party cedents. In order to minimise the default risk, retrocession partners are selected carefully
with due regard to their credit risk.

The Company has ceded claims outstanding from retrocessionaires of EUR20.1m as at 31 December
2011 (2010: EUR17.3m), all of whom are rated “A” or above by Standard and Poor’s or equivalent. The
Company has not experienced any default of balances due from retrocessionaires during the year.

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s
financial risk management structure. The Company has established an Investment Committee and
detailed Investment Guidelines are in place and regularly updated. This Committee reports regularly to
the Board of Directors on its activities.

Investment risks consist primarily of market, credit and liquidity risks. The nature of the Company’s
exposure to investment risk and its objectives, policies and processes for managing investment risk have
not changed significantly from the prior period.

Irish regulatory requirements specify that the Company’s investment portfolio should be adequately
matched to the underlying liabilities, diversified, liquid and secure.

The investment portfolio is closely matched to insurance obligations by currency and maturity. A maturity
analysis of the Company’s financial assets and liabilities is provided under liquidity risk below.

Market risk

The most significant market risks are interest rate risk and currency risk.

Interest rate risk

Interest rate risk refers to an unfavourable change in the value of financial assets held in the portfolio due
to changes in the general interest rate level. Interest rate risk arises primarily from the Company’s
investments in fixed income securities. Declining interest rates lead to increases and rising interest rates
lead to decreases in the fair value of the fixed income securities.

The following table shows the yield to maturity on the Company’s investments by asset class:

Figures in % 0 2010
Coupon Yield to Coupon Yield to
Rate Maturity Rate Maturity
Government 2.781 1.39 2.864 1.70
Semi-Government 3.264 1.43 3.489 1.58
Covered Bonds 3.577 3.04 3.448 2.53
Mortgage/asset backed 2.959 3.82 1.912 2.30
Corporates 3.875 2.49 4.018 2.34
Fixed Income 3.366 2.20 3.307 2.05
Time Deposits 0.614 0.61 0.537 0.54
Short term investments 0.456 0.30 0.579 0.57
Short Term Investments 0.580 0.54 0.545 0.54
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NOTES (continued)

Market risk (continued)

Currency risk

Currency risks are of importance to the Company as a considerable proportion of the business is written
in foreign currencies, most notably US dollars. These risks are typically mitigated as the Company
adheres to the principle of matching currency exposure by treaty.

The Company’s unmatched currency exposure is as follows:

Figures in EUR thousand UsD GBP Other Total
31 December 2011

Total Assets 606,263 410,801 9,650 1,026,714
Total Liabilities (584,935) (420,492) | (10,281) (1,015,708)
Net Unmatched Assets 21,328 (9,691) (631) 11,006
Figures in EUR thousand USD GBP Other Total
31 December 2010

Total Assets 595,000 223,887 12,825 831,712
Total Liabilities (592,358) (235,772) | (14,797) (842,927)
Net Unmatched Assets 2,642 (11,885) (1,972) (11,215)

Sensitivity testing

The table below shows the results of sensitivity testing on the Company’s profit or loss (before tax) and
equity to changes in market risk factors on the Company’s financial assets.

Figures in EUR thousand 0 2010
P&L Equity P&L Equity

Interest Rate Risk

Fixed income securities available-for-

sale

+100 basis point shift in yield curves - (25,429) - (24,674)

-100 basis point shift in yield curves - 26,569 - 25,807

Currency Rate Risk

10 percent increase in USD exchange rate (1,922) (1,922) 107 107

10 percent decrease in USD exchange rate 2,143 2,143 (130) (130)

10 percent increase in GBP exchange rate 1,073 1,073 1,089 1,089

10 percent decrease in GBP exchange rate (1,198) (1,198) (1,331) (1,331)

The nature of the Company’s exposures to market risk and its objectives, policies and processes for
managing market risk have not changed significantly from the prior period. The “value at risk” (VaR) is a
vital tool used by the Company’s investment managers (Talanx Asset Management GmbH) for managing
market price risks. The VaR is determined and a calculation is performed of the maximum loss potential
with a confidence level of 95% and a holding period of 10 days. The sensitivity of the investment portfolio
to a shift up and down of 100bps is included in the above figures.
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NOTES (continued)

Credit risk

Credit risk consists primarily of the risk of complete or partial failure of counterparties and the associated
default on payment. Also significant here is so-called migration risk, which results from a deterioration in
counterparty credit quality and is reflected in a change in fair value.

The Company’s key areas of exposure to credit risk include:
e amounts due from ceding companies
e reinsurers’ share of technical contract provisions

Included in amounts due from ceding companies are funds held and contract deposits which represent
the collateral contractually withheld by our cedents to cover the technical liabilities the Company has
reinsured. Counterparty risk is mitigated as these investments are covered by a legal right of offset under
the terms of the contract and as such are excluded in the credit risk tables below. An analysis of the rating
structure of the funds held and contract deposits amount of EUR467.0m identifies EUR278.4m unrated.
The Company has a legal right of offset on all of these balances.

The Company operates a policy to manage its reinsurance counterparty exposures. The Company
assesses the creditworthiness of all reinsurers by reviewing public rating information and from internal
investigations.

The nature of the Company’s exposures to credit risk and its objectives, policies and processes for
managing credit risk have not changed significantly from the prior period.

The following table analyses the rating structure of amounts due from ceding companies and reinsurers’
share of technical contract provisions using Standard & Poor’s or equivalent ratings:

Figures in EUR thousand AAA AA A BBB <BBB NR Total

31 December 2011
Reinsurers’ share of

technical contract provisions -| 21,157 - - - - 21,157
Reinsurance contract

receivables -| 14,082 977 2,006 469 5,863 23,397
Total carrying amount - | 35,239 977 2,006 469 5,863 44,554

31 December 2010
Reinsurers’ share of

technical contract provisions - 16,532 1,729 - - - 18,261
Reinsurance contract

receivables - 5,185 3,358 123 2,471 2,898 14,035
Total carrying amount -| 21,717 | 5,087 123 2,471 2,898 32,296

The carrying amounts above represent the Company’s maximum exposure to credit risk at year end.
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NOTES (continued)

Credit risk

Default/Spread Risks

Default/spread risks arise out of a failure to pay (interest and/or capital repayment) or a change in the
credit status (rating downgrade) of issuers of securities. Significant importance is given to credit
assessment conducted on the basis of the credit quality criteria set out in the investment guidelines.

The Company manages default/spread risk in respect of debt securities by implementing investment
guidelines prepared following Hannover Re Group’s global philosophy and guidelines. These guidelines
place limits on the Company’s investment portfolio mix and its exposure to a single counterparty, by
reference to the credit rating of the counterparty. Financial assets are graded according to current credit
ratings issued by rating agencies such as Standard and Poor’s and A.M. Best.

The following table analyses the rating structure of the Company’s debt securities using Standard &

Poor’s ratings:

Figures in EUR Government Semi- | Corporate Asset Total
thousand Government backed

31 December 2011

AAA 176,764 106,307 3,312 154,304 47% | 440,687
AA 41,381 48,615 47,191 34,123 18% | 171,310
A 8,082 1,480 250,659 7,716 28% | 267,937
BBB - - 47,497 8,110 6% | 55,607
<BBB - - - 8,399 1% 8,399
Total carrying amount 226,227 156,402 348,659 212,652 | 100% | 943,940
31 December 2010

AAA 292,581 84,457 25,497 146,159 51% | 548,694
AA 15,463 47,417 27,944 19,275 17% | 110,099
A - 1,475 215,522 7,501 26% | 224,498
BBB - - 8,449 11,077 5% | 19,526
<BBB - - - 3,194 1% 3,194
Total carrying amount 308,044 133,349 277,412 187,206 | 100% | 906,011
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NOTES (continued)

Credit risk (continued)

The carrying amounts of assets include assets that are past due and impaired. An age analysis including

impairments of the carrying amounts of these insurance assets is presented below.

Figures in EUR thousand 0 2010
90 -120 More than 90 -120 More than
days 120 days days 120 days

31 December 2011
Reinsurance receivables - - 450 45
Impairment carried forward - - - (7,001)
Recovery in the reporting period - - - 4,076
Written off in the reporting period - - - 3,853
Foreign exchange (loss)/gain on impairment - - - (928)
Total carrying amount - - 450 45

In 2010 the Company received a payment of EUR4.1m as final settlement for an amount more than 120
days past due of EUR7.0m.

Liquidity risk

Liquidity risk refers to the risk that it may not be possible to sell holdings or close open positions due to
the illiquidity of markets as well as the risk that traded volumes influence the markets in question forcing
the price downwards.

The Investment Committee ensures that adequate liquidity is retained in the portfolio to meet the
projected cash demands of business development. To achieve this the Company performs regular
liquidity planning as part of its quarterly forecast process to predict cash inflows and outflows from
reinsurance and investments contracts to ensure that the Company is able to meet its payment
obligations over the short, medium and long term.

The nature of the Company’s exposure to liquidity risk and its objectives, policies and processes for
managing liquidity risk have not changed significantly from the prior period.

The following table shows a contractual maturity analysis of the Company’s fixed income securities and
loans & receivables:

28



NOTES (continued)

Liquidity risk (continued)

Figures in EUR thousand 0 2010
Amortised Fair Value Amortised Fair Value
Cost Cost
Held-to-Maturity
due after two through three years 51,306 53,213 - -
due after three through four years - - 51,309 54,642
Total 51,306 53,213 51,309 54,642
Available-for-sale
due in one year 163,719 155,449 103,355 104,312
due after one through two years 89,189 91,821 179,946 183,575
due after two through three years 115,840 118,375 79,906 84,383
due after three through four years 173,608 177,458 94,709 96,592
due after four through five years 139,361 141,496 200,722 201,554
due after five through ten years 156,792 158,243 133,799 135,243
due after ten years 51,187 49,792 48,289 49,043
Total 889,696 892,634 840,726 854,702

The following table shows a maturity analysis of the Company’s insurance liabilities. Funds withheld (see
note 7) have been netted against gross outstanding claims provisions:

Figures in EUR thousand Gross Funds Withheld Net
Outstanding
Claims Provision
2011
Maturity
due in one year 513,182 289,188 223,994
due after one through two years 87,939 49,544 38,395
due after two through three years 58,262 32,827 25,435
due after three through four years 42,639 24,048 18,591
due after four through five years 28,459 16,017 12,442
due after five through ten years 57,508 32,407 25,101
due after ten years 40,602 22,929 17,673
Total 828,591 466,960 361,631
Figures in EUR thousand Outstanding Funds Withheld Net
Claims Provision
2010
Maturity
due in one year 396,786 212,833 183,953
due after one through two years 129,907 63,422 66,485
due after two through three years 82,734 38,150 44,585
due after three through four years 52,354 23,285 29,069
due after four through five years 28,614 11,716 16,897
due after five through ten years 33,434 10,570 22,864
due after ten years 255 25 230
Total 724,084 360,001 364,083
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NOTES (continued)

3. Technical contract provisions

Figures in EUR thousand 2011

Gross Reinsurance Net
Unearned premium reserve 203,470 1,044 202,426
Outstanding claims provisions 828,591 20,113 808,478
Total contract provisions 1,032,061 21,157 1,010,904
Current 716,652 13,500 703,152
Non-Current 315,409 7,657 307,752
Total 1,032,061 21,157 1,010,904
Figures in EUR thousand 2010

Gross Reinsurance Net
Unearned premium reserve 146,801 998 145,803
Outstanding claims provisions 724,084 17,263 706,821
Total contract provisions 870,885 18,261 852,624
Current 543,587 4,980 538,607
Non-Current 327,298 13,281 314,017
Total 870,885 18,261 852,624

The Company writes reinsurance transactions with structural elements including explicit recognition of
interest on funds withheld by cedents. The inclusion of claims development tables would give a distorted
representation of the run-off patterns on the technical contract provisions and thus would not present a
true and fair view of the accounts. For this reason they have been excluded.

During the prior year the Company was paid EUR111.3m in a commutation which resulted in a release of
EUR148.3m in reserves, a decrease of EUR18.1m in payables and generated a profit on commutation of
EURS55.1m. The Company has not reported any other prior year developments.
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NOTES (continued)

3. Technical contract provisions (continued)

() Analysis of movement in unearned premium reserve

Figures in EUR thousand 2010
Gross

Balance at 1 January 146,801 140,231
Foreign exchange translation 5,994 8,214
Change 50,675 (1,644)
Balance at 31 December 203,470 146,801
Reinsurance

Balance at 1 January 998 1,025
Foreign exchange translation 126 105
Change (80) (132)
Balance at 31 December 1,044 998
Net at 31 December 202,426 145,803
Current 202,426 145,803

ii) Analysis of movement in outstanding claims provisions

Figures in EUR thousand 2010
Gross

Balance at 1 January 724,085 739,321
Foreign exchange translation 21,396 42,222
Change 83,110 (57,458)
Balance at 31 December 828,591 724,085
Reinsurance

Balance at 1 January 17,263 66,474
Foreign exchange translation 9 (15)
Change 2,841 (49,196)
Balance at 31 December 20,113 17,263
Net at 31 December 808,478 706,822
Current 500,726 392,803
Non-Current 307,752 314,019
Total 808,478 706,822

(iii) Analysis of movement in provision for profit commissions

Balance at 1 January - 32
Foreign exchange translation - -
Change - (32)

Balance at 31 December

Reinsurance

Balance at 1 January

Foreign exchange translation

Change

Balance at 31 December

Net at 31 December

Current
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NOTES (continued)

4. Net claims incurred

Figures in EUR thousand Note 0 2010
Gross amount

Claims paid 205,249 335,074
Change in claims reserves 3 (ii) 83,110 (57,458)
Gross claims incurred 288,359 277,616

Reinsurance amount

Claims paid 481 54,010
Change in claims reserves 3 (ii) 2,841 (49,196)
Ceded claims incurred 3,322 4,814
Net total claims incurred 285,037 272,802

5. Underwriting and acquisition costs

Figures in EUR thousand Note 0 2010
Commission paid gross 99,425 74,515
Commission paid ceded (7,993) (8,446)
Change in profit commission reserve 3 (iii) - (32)
Profit commission paid 27,289 7,674
Changes in deferred acquisition costs (net) 6 (13,910) 15,336
Other acquisition costs (net) 4,116 10,117
Total underwriting and acquisition costs 108,927 99,164

6. Deferred acquisition costs

As part of the Company’s reinsurance business certain acquisition costs are deferred. An analysis of the
movement is set out below:

Figures in EUR thousand Note 0 2010
Balance at 1 January 25,114 38,178
Foreign exchange translation 1,952 2,272
Change in provision 5 13,910 (15,336)
Balance at 31 December 40,976 25,114
Current 40,976 25,114

7. Funds held and contract deposits

Figures in EUR thousand 2011 2010
Funds held and contract deposits 466,960 360,001
Current 289,188 212,833
Non-Current 177,772 147,168
Total 466,960 360,001
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NOTES (continued)

8. Reinsurance and other receivables

Figures in EUR thousand 2010
Reinsurance receivables 23,397 14,035
Other receivables 81 134
Total other receivables 23,478 14,169
Current 23,478 14,169
Total 23,478 14,169

The carrying amount of reinsurance contract and other receivables is deemed to be a reasonable
approximation of fair value. Reinsurance receivables include actual account balances due plus an
estimate of the amount due for the period for which accounts have not yet been received. The
reinsurance receivable balance is diversified among a range of cedents.

9. Reinsurance and other payables

Figures in EUR thousand 2010
Reinsurance payables 6,928 6,565
Reinsurance funds withheld 4,786 -
Other payables and accrued expenses 1,070 3,491
Contract deposits — third party cedents 11,082 6,507
Total 23,866 16,563
Current 23,866 16,563

The carrying amount of reinsurance and other payables is deemed to be a reasonable approximation of
fair value.

10. Financial Liabilities

Embedded Derivative
During the year the Company held a treaty which met the criteria which requires the application of the
prescriptions in IFRS 4 governing embedded derivatives. This treaty was commuted during the year.

The derivatives embedded in such host contracts are to be reported separately from the underlying
reinsurance arrangements at fair value. The nature of the embedded derivative is akin to a credit default
swap (CDS), which is an arrangement to exchange a predetermined fixed rate over the life of the CDS
against a payment in case a credit event occurs. The Company calculates a fair value for the embedded
derivative using a theoretical CDS valuation method based on the default probability and supported by a
market index for the underlying securities on the valuation date. Under this method the derivative is
valued at zero on the date the contract is concluded and its value then fluctuates over time according to
changes in the credit spread of the underlying securities.

The cumulative value of the derivative is shown in the Statement of Financial Position under other
financial liabilities with the movement reported in the Statement of Comprehensive Income as an
unrealised loss. The summary impact is as follows:

Figures in EUR thousand 2011 2010
Opening balance (1,755) (1,796)
Exchange gain/ (loss) 29 (97)
Realised/ unrealised gain arising in the current year (note 1,726 138
16)

Closing balance - (1,755)
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NOTES (continued)

11. Letters of credit

Clients residing in the United States are required, pursuant to their insurance laws, to obtain collateral in
order to further secure the Company’s obligations under certain reinsurance contracts. Letters of credit
issued on the Company’s behalf from approved banks is the form of collateral typically used by the
Company. Letters of credit which have been issued on behalf of the Company at 31 December 2011
amounted to USD323,932,854 (2010: USD360,048,533).

12. Investment in subsidiaries and associates

Country % of Fair Value Fair value
Figures in EUR thousand of Ownership 31/12/2011 31/12/2010
Incorporation Interest
Hannover Reinsurance Guernsey 100% 250 250
(Guernsey) PCC Limited
Hannover Re Advanced Ireland 100% 31 31
Solutions Limited
Total 281 281

Hannover Re Advanced Solutions Limited, the registered office of which is 2, Custom House Plaza,
International Financial Services Centre, Dublin 1, does not trade. In the opinion of the directors the net
realisable value of the investment is not less than cost.

On 26 March 1999, the Company acquired 250,000 core shares of EUR1 each, this being the entire
issued share capital of Hannover Re (Guernsey) PCC Limited. Hannover Re (Guernsey) PCC Limited,
the registered office of which is Maison Trinity, Trinity Square, St Peter Port, Guernsey, Channel Islands,
was incorporated to promote protected cell services to clients. In the opinion of the directors the net
realisable value of the investment is not less than cost.
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NOTES (continued)

13. Financial assets

The table below set out the Company’s classifications of each class of financial assets and their fair

values:

Figures in EUR thousand 2011

Held-to- Available- Total Fair value

maturity for-sale carrying

amount

Debt securities - Fixed rate
Government bonds - 226,227 226,227 226,227
Semi-government bonds - 156,403 156,403 156,403
Corporate bonds 51,306 297,352 348,658 350,565
Mortgage & covered bonds - 212,652 212,652 212,652
Total 51,306 892,634 943,940 945,847
Current - 155,449 155,449 155,449
Non-Current 51,306 737,185 788,491 790,398
Total 51,306 892,634 943,940 945,847
Figures in EUR thousand 2010

Held-to- Available- Total Fair value

maturity for-sale carrying

amount

Debt securities - Fixed rate
Government bonds - 308,044 308,044 308,044
Semi-government bonds - 133,349 133,349 133,349
Corporate bonds 51,309 226,103 277,412 280,745
Mortgage & covered bonds - 187,206 187,206 187,206
Total 51,309 854,702 906,011 909,344
Current - 104,312 104,312 104,312
Non-Current 51,309 750,390 801,699 805,032
Total 51,309 854,702 906,011 909,344

Debt securities

The fair value of the bond investment (held-to-maturity) in Talanx AG (5.43%, Maturity 07/08/2013) as at
31 December 2011 was EUR53,312,033 (2010: EUR54,642,210).

35




NOTES (continued)

13. Financial assets (continued)

Fair value hierarchy
The table below analyses financial instruments carried at fair value, by valuation method. The different
levels have been defined as follows:

Level 1: Quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3: Inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

The fair values of financial assets and liabilities are determined using the methods described in
Accounting Policies — D. Summary of significant accounting policies.

2011

Figures in EUR thousand Level 1 Level 2 Level 3 Total Fair

value
Debt securities - Fixed rate
Government bonds 217,144 9,083 - 226,227
Semi-government bonds 139,362 17,041 - 156,403
Corporate bonds - 297,352 - 297,352
Mortgage & covered bonds - 212,652 - 212,652
Total 356,506 536,128 - 892,634
Financial Liabilities
Embedded Derivative - - - -
Total 356,506 536,128 - 892,634

Figures in EUR thousand Level 1 Level 2 Level 3 Total Fair
value
Debt securities - Fixed rate
Government bonds 300,452 7,592 - 308,044
Semi-government bonds 112,359 20,990 - 133,349
Corporate bonds 12,067 214,036 - 226,103
Mortgage & covered bonds - 187,206 - 187,206
Total 424,877 429,824 - 854,702
Financial Liabilities
Embedded Derivative - 1,755 - 1,755
Total - 1,755 - 1,755

36
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13. Financial assets (continued)

Loans and receivables

Effective 28 December 2007 guarantees given by Talanx AG for the technical balances on a group of
reinsurance contracts with related parties (see note 26) were transferred with legal force from Hannover
Ruckversicherung AG to Hannover Reinsurance (Ireland) Ltd. The guarantees provided for cash
compensation from the guarantor in the event that the technical balances plus compounded interest at a
rate of 5% paid on the evaluation date were not covered by the present value of the future earnings from
these contracts. The contracts in question were classified as financial instruments with the character of
loans and receivables in accordance with IAS 39 and measured at amortised cost (so-called “investment
contracts”). Within the meaning of the agreement, the evaluation date was December 31, 2009 and every
fifth anniversary of that date thereafter. Effective 17 July 2010 the group of reinsurance contracts were
commutated for a cash settlement of EUR240.1m resulting in an impairment charge of €19.5m (see note
17).

The table below presents the movement on loans and receivables during the reporting period.

Figures in EUR thousand 2011 2010
Balance at 1 January - 259,602
(Decrease)/increase in loans & receivables during the - (259,602)

reporting period

Interest accrued during the reporting period -

Balance at 31 December - R

14. Cash and cash equivalents

Figures in EUR thousand 2011 2010
Bank and cash balances 7,479 6,868
Short term bank deposits 11,798 21,668
Cash and cash equivalents in the statement of cash

flows 19,277 28,536

Short term bank deposits are invested in approved financial institutions at prevailing money market rates.
The funds are normally invested for periods of less than one month.
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NOTES (continued)

15. Property, plant and equipment

Figures in EUR

2011

thousand

Leasehold | Computer Furniture Office Total

Improvements | Equipment & Fittings Equipment

Cost or valuation
At beginning of year 239 83 24 19 365
Additions in year - 8 - - 8
Disposals in year - (29) - - (29)
At end of year 239 62 24 19 344
Depreciation
At beginning of year 55 58 24 19 156
Charge for year 10 11 - - 21
Disposals in year - (28) - - (28)
At end of year 65 41 24 19 149
Net book value
At 31 December 2011 174 21 - - 195
Figures in EUR 2010
thousand

Leasehold | Computer Furniture Office Total

Improvements | Equipment & Fittings Equipment

Cost or valuation
At beginning of year 239 81 24 19 363
Additions in year - 2 - - 2
Disposals in year - - - -
At end of year 239 83 24 19 365
Depreciation
At beginning of year 46 45 22 19 132
Charge for year 9 13 2 - 24
Disposals in year - - - - -
At end of year 55 58 24 19 156
Net book value
At 31 December 2010 184 25 - - 209
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16. Investment income

Figures in EUR thousand 2011 2010
Interest income:
- Funds held and contract deposits 16,845 12,909
- Held-to-maturity assets 2,711 2,715
- Available-for-sale assets 27,880 24,875
- Cash and bank deposits 164 99
Realised gains from available-for-sale assets 5,016 9,841
Net realised gain on disposal of embedded derivative 1,726 -
Net unrealised gain on embedded derivative - 138
Other investment income 702 4
Total investment income 55,044 50,581
17. Investment expenses
Figures in EUR thousand 2011 2010
Realised losses from available-for-sale assets (1,940) (4,936)
Impairment recognised on disposal of loans & receivables - (19,459)
(see note 13)
Impairment of fixed income securities - (296)
Investment management expenses (1,229) (1,197)
Other investment expenses (2,114) -
Total investment expenses (5,283) (25,888)
18. Other income
Figures in EUR thousand 2011 2010
Income on deposit accounted treaties 1,126 1,946
Letter of credit fees (82) 820
Income from reversal of impairment on receivables - 4,076
Other 104 (35)
Net foreign exchange translation gain 1,874 1,058
Total other income 3,022 7,865
19. Administrative expenses
The average number of persons employed by the Company during the year was as follows:
2011 2010
Underwriting & actuarial 8 7
Administration and financial reporting 15 13
Total 23 20
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NOTES (continued)

19. Administrative expenses (continued)

Administrative expenses incurred in the year can be analysed as follows.

Figures in EUR thousand 2010
Depreciation 21 24
Personnel expenses

- Wages and salaries 2,382 2,244
- Contributions to defined contribution pension plans 119 114
- Compulsory social security contributions 186 150
- Other personnel expenses 32 55
Goods and services 236 (1,446)
Software costs 323 54
Operating leases 189 189
Loss on disposal of fixed assets 1 -
Auditor’s remuneration

- Statutory audit 132 138
- Other assurance 27 27
- Tax advisory services 6 6
Total administrative expenses 3,654 1,555

Included in goods and services in 2010 is an amount of EUR(3,500) which represents the release of legal
fees accrued relating to the successful commutation of a treaty which the Company was treating as a
doubtful debtor (refer to note 2.3).

20. Employee benefits

The Company operates a defined contribution pension scheme. The assets of the scheme are held
separately from those of the Company in an independently administered trust. The pension charge
represents contributions payable by the Company to the scheme and amounted to EUR118,617 (2010:
EUR113,598). All contributions were fully paid within 21 days of the end of the month to which they
relate.

During 2008 the Company established the Hannover Reinsurance (Ireland) Ltd Share Participation
scheme, which is an Irish Revenue Commissioners approved scheme under paragraphs 12-16, Schedule
12C, Taxes Consolidation Act 1997. The scheme is open to eligible employees meeting certain criteria.

21. Operating leases

The Company has annual commitments under non-cancellable operating leases to make the following
payments:

Figures in EUR thousand 2010
Less than one year - 189
Between one and five years - 756
More than five years - 1,276
Total - 2,221

The lease previously held by the Company has been assigned to a third party. On 14 November 2011 a
new lease was taken out by a sister company, Hannover Life Reassurance (Ireland) Ltd, to cover the
shared premises of both companies. Costs will be apportioned on an internally agreed basis. During the
year ended 31 December 2011 EURO.2m (2010: EURO0.2m) was recognised as an expense in the
Statement of Comprehensive Income in respect of operating leases.
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22. Taxes
Figures in EUR thousand Note 2011 2010
Analysis of net tax asset/(liability) at the
reporting period date:
Corporation tax asset current year 429 905
Corporation tax asset prior year 905 -
Deferred tax asset 23 1,390 1,113
Deferred tax liability 23 (2,829) (2,860)
Total tax liability (105) (842)
Figures in EUR thousand 2011 2010
Analysis of charge in the year:
Corporation tax on the profit for the year 5,289 6,597
Total tax charge 5,289 6,597

Factors affecting tax charge in year

The tax charge for the year differs from that based on the standard rate of corporation tax in Ireland. The

differences are explained below:

Figures in EUR thousand 2011 2010
Reconciliation of effective tax rate:
Profit before tax 42,142 52,608
Current tax based on standard rate of 12.5% (2011: 12.5%) 5,268 6,576
Expenses disallowed for tax purposes 21 21
Total 5,289 6,597

Factors that may affect future tax charges

Corporation tax rates in respect of trading income in the Republic of Ireland are 12.5%.

23. Deferred tax assets and liabilities

Fair Value
Fixed income securities

Figures in EUR thousand 2011 2010
Balance at 1 January (1,747) (1,963)
Recognised in equity 308 216
Balance at 31 December (1,439) (1,747)
Deferred tax asset 1,390 1,113
Deferred tax liability (2,829) (2,860)
Current (1,439) (1,747)

The entire amount of deferred tax relates to the origination and reversal of temporary timing differences
on unrealised gains and losses recognised through other comprehensive income.
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24. Capital and reserves

Capital management

The Company’s policy is to maintain a strong capital base to protect shareholders’ and creditors’ interests
and satisfy regulators and rating agencies whilst still creating shareholder value. The Company’s capital
base is managed as a portfolio of available-for-sale fixed income securities and held-to-maturity fixed
income securities.

The Company is regulated by the Central Bank of Ireland who set out certain minimum capital
requirements. The Company reviews its solvency position on an ongoing basis. In April 2011, the
Company submitted its 2010 regulatory return which showed a solvency margin cover of 576% at 31
December 2010 (2009: 258%) as against the strategic solvency target of 150% set by the Company’s
Board of Directors. The Company has been in compliance with all applicable external capital
requirements throughout the reporting period.

The Company expects to show a solvency margin cover of 534% when it submits its 2011 return in April
2012.

Fair value reserve
The fair value reserve includes the cumulative net change in the fair value of available-for-sale
investments until the investment is derecognised.

Share Capital

Figures in EUR thousand

2010

Authorised

2,000,000 ordinary shares of EUR52 each 104,000 | 104,000
Allotted, called up and fully paid

1,000,000 ordinary shares of EUR52 each 52,000 52,000

The Company'’s share capital consists of 1,000,000 voting and dividend bearing registered shares with a
nominal value of EUR52. The shares are fully paid.

Capital contribution

This is a capital contribution made by the former direct parent company, Hannover Riickversicherung AG.
The contribution was made unconditionally and does not represent a loan to the Company, or otherwise
constitute a debt owed by the Company. The Directors have resolved to make the contributions non-
distributable.

Retained earnings
Retained earnings are comprised of the cumulative profit recognised by the Company in its Statement of
Comprehensive Income less dividends paid.

Dividends

The following dividends were approved for payment by the Directors and paid during the year.
Figures in EUR thousand 2010
EUR37 per ordinary share 37,000 | 50,000
(2010: EURS0 per ordinary share)
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25. Currency translation

Foreign currency items in the Statement of Comprehensive Income are translated into EUR at the
average rate of exchange. Statement of Financial Position items denominated in a foreign currency are
translated at the spot rate of exchange at the reporting period date. The key exchange rates applicable

are detailed below.

Spot rate of exchange on the

reporting period date

2011

Average rate of exchange

1 EUR corresponds to 2010
CAD 1.32 1.33 1.38 1.38
CNY 8.15 8.75 9.00 9.01
GBP 0.84 0.86 0.87 0.86
NOK 7.77 7.81 7.79 8.05
usD 1.29 1.33 1.39 1.33

26. Related parties

IAS 24 defines related parties inter alia as parent companies and subsidiaries, subsidiaries of a common
parent company, associated companies, legal entities under the influence of management and the
management of the Company itself. The following significant business relations existed with related

parties.

Figures in EUR thousand

2010

Statement of Comprehensive Income

Net premium earned 51,408 64,721
Underwriting result (17,892) 14,522
Investment income 3,125 3,046
Administrative expenses (308) (600)
Investment expenses (1,052) (1,042)
Impairment recognised on disposal of loans & receivables (see note - (19,459)
17)

Total (16,127) (3,533)

Figures in EUR thousand

2010

Statement of Financial Position

Assets

Investment in subsidiaries & associates 281 281
Deferred acquisition costs 1,012 -
Debt securities — held to maturity 51,306 51,309
Funds held and contract deposits 11,324 9,346
Reinsurers’ share of technical contract provisions 16,561 16,432
Reinsurance and other receivables 13,843 5,306
Total 94,327 82,674
Liabilities

Technical contract provisions 176,997 111,918
Reinsurance and other payables 3,709 1,757
Total 180,706 113,675
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26. Related parties (continued)

Transactions with key management personnel

Key management personnel compensation included in note 19 is as follows:

Figures in EUR thousand 2011 2010
Salary and social welfare contributions 1,152 922
Other long term benefits 187 7
Pension contributions 73 55
Total 1,412 984

Included in the above amounts are:

Figures in EUR thousand 2011 2010
Directors’ fees 40 35
Executive officers’ salary and other remuneration, 323 229
including pension contribution

Total 363 264

27. Group entities

The Company’s ultimate parent undertaking continues to be HDI Haftpflichtverband der Deutschen
Industrie V.a.G., a company incorporated and operating in Germany. The largest group in which the
results of the Company are consolidated is that headed by HDI Haftpflichtverband der Deutschen
Industrie V.a.G., and the consolidated financial statements may be obtained from Riethorst 2, 30659
Hannover, Germany.

The smallest group in which the results of the Company are consolidated is that headed by Hannover

Ruckversicherung AG, and the consolidated financial statements may be obtained from Karl-Wiechert-
Allee 50, 30625 Hannover, Germany.

28. Consolidation exemption

The Company has availed of the exemption from preparing consolidated accounts as allowed under IAS
27, paragraph 10 as consolidated financial statements under International Financial Reporting Standards
have been prepared by the Company’s parent undertaking and are available for public use. Details of the
parent undertaking of the Company are disclosed in Note 27.

29. Comparartive amounts

The comparative amounts are for the period from 1 January 2010 to 31 December 2010.

30. Subsequent events

Details of subsequent events are disclosed in the Directors’ Report on page 7.
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