Liability/long-tail This segment includes classes
where there is typically a considerable delay in claims

settlement on business written.

This delay can occur because timely advice of claims
circumstances may involve legal action to determine the
extent of liability for loss. On occurrence form business
there can also be a delay in notification on the part of
the assured.

14,076 policies/
programmes written

78% expiring risks renewed

Rates unchanged on 2010
renewal book

www.novae.com




Against the background of a difficult trading environment,

an increase in profitability reflected a strong and disciplined
performance. The establishment of Novae Re resulted in some
modest benefit to the expense ratio, although this was largely
offset by a cautious reserving approach at this early stage.

Two of the units which made an outstanding contribution

to profits in 2009, marine liability and London market
professional indemnity, both improved further in 2010. This
was again due to favourable development of reserves set up
on earlier years. Positive reserve developments also benefitted
the UK general liability, international casualty and medical
malpractice units.

“Q:;:E_
Professional indemnity —

London market

Novae underwrites mainly primary risk
on both large complex risks and small to
medium enterprise business. The account
is geographically diversified, with only
incidental US exposures.

Both financial institutions and London market D&O units
had to contend with a particularly difficult environment. This
was also true of motor business, although an improvement in
the rating environment for private car business suggests that
more favourable conditions might benefit the fleet motor
market in 2011. Aviation reinsurance achieved a marked
improvement compared to 2009, with substantial losses
giving way to a small profit in 2010, despite a significant
number of loss events.

The liability/long-tail component produced a worthwhile
level of profit on business transacted in 2002 and prior. This
was due to favourable settlement relative to reserves carried
on some high profile bank claims.

2010 2009
Segmental performance £m £m
Gross written premium 291.2 215.5
Net ‘I;remium revenue H 217.0 1691
Net ‘(.:‘laims incurred H (141.4) (1062)
Pohcy acquisition costs H (46.5) (373)
“(‘).i)‘e.:‘;ating expenses H (19.8) (217)
Profit ” 27.6 234
Claims ratio ” 65.2% 62.8%
Aé&&isition cost ratio H 21.5% 221%
“O;é‘.r‘ating expense ratio H 9.1% 128%
Ej&ﬁbined ratio H 95.8% 977%
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Operating review continued

People

Culture and values

As part of its broader strategic review, the Board confirmed

its commitment to Novae's values of commitment, initiative,
quality, courtesy and the environment. In addition, there is an
explicit commitment within the strategy to a performance-
driven culture.

In July 2010, the Group’s Human Resources (“HR”) Director
set out for the Board how Novae can maximise engagement
and individual performance throughout the business. Key
elements of this approach to people management have been
rolled out through a new HR system which includes an on-
line performance management system and a learning and
development module. The Board also endorsed a new
methodology to be applied to Novae’s succession and

talent management.

Employee profile
Novae had 263 employees as at 31 December 2010 (2009: 245).
The increase in headcount may be analysed as follows:

Headcount at 31 December 2009 245
Novae Re 9
Other joiners 37
Less: leavers (28)

18
Headcount at 31 December 2010 263

www.novae.com

Employee engagement

Novae believes that an engaged and motivated employee
group is vital to achievement of a performance-driven
culture and in turn the attainment of strategic objectives.

An employee communication strategy is key to achieving
employee engagement. To this end Novae has established
an employee consultation forum chaired by the Group Chief
Executive. This approach is in addition to regular company-
wide presentations for employees, a regular people bulletin
and face-to-face briefings.

Learning and development

Novae continues to invest in the learning and development
of its employees. During the year 224 employees attended
courses at a cost to the Group of £0.2 million.

The Group encourages employees to train for a wide range of
professional qualifications, including those of the Chartered
Institute of Insurance and the professional actuarial and
accountancy bodies. Structured study and exam leave are
provided to candidates sitting external exams, with financial
incentives available on achieving relevant qualifications.

Annual performance plans are completed by mid-February,
with goals set for the forthcoming year. Interim appraisals are
conducted in the summer to monitor progress against targets.
Remedial help is offered to employees who are doing less well
than anticipated.



Fig. 03 Group structure*

Novae Group plc
Ultimate holding company

Novae Management Limited
Infrastructure company

Novae Holdings Limited
Intermediate holding company

Novae Syndicates Limited
Lloyd’s managing agency
Manages Syndicate 2007

Novae Corporate Underwriting Limited

Lloyd’s corporate memberl00%
participation on Syndicate 2007

*excludes inactive/non-trading companies. All entities are 100% owned.

Novae Underwriting Limited
Lloyd’s service company

Compensation

Novae’s compensation structure has four components: base
salary and benefits; pension contributions; annual bonus;
and long-term equity incentives.

Salaries are generally set at peer group medians for equivalent
roles. During 2010 a range of benchmarking exercises were
undertaken using data from both the insurance industry and
the financial services sector more generally to ensure salary
levels are competitive but not excessive. Benefits, which are
available to all employees on an equivalent basis, include
health, permanent disability and life insurance.

Novae operates a money-purchase pension scheme under
which participating employees contribute 5% of gross salary
with Novae contributions set at 11.0% to 18.5%, depending on
age. 199 employees are members of the scheme, representing
82% of employees eligible to participate.

All permanent employees are eligible to be considered for an
annual bonus. The amount, which is set by reference to basic
salary, is determined by the Group’s financial and operating
performance and by the achievement of objectives specific to
each individual, and set out in the annual performance plan.

UK employees are eligible to join Novae’s Share Incentive
Plan under which they may contribute up to £125 a month
from their gross salary to acquire shares in the Group; this

is matched by an employer contribution of up to £250.

In addition, the 2007 Long Term Incentive Plan is potentially
available to all permanent employees of the Group.

Under this scheme provisional awards may vest after
three years provided explicit performance criteria are
satisfied. The Board expects a meaningful level of personal
investment in Novae shares by employees, particularly
those in senior positions.

Infrastructure

Corporate structure
The Group is made up of 26 corporate entities and one
ongoing managed syndicate (see figure 03 above).

The Group’s insurance operations are now carried out
through its Lloyd’s business which is owned by Novae
Holdings Limited, an intermediate holding company.

Novae Holdings also owns 18 inactive companies, 15 of which
are inactive legacy corporate members. All 18 inactive
companies are a result of the Group’s genesis as a Lloyd’s
investment trust. Several of these companies have significant
tax losses which are of potential benefit to the remainder of
the Group.

Staff are employed by Novae Management Limited, an
infrastructure business which also holds the Group’s fixed
assets and the great majority of its third party contracts for
the provision of external services.
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Operating review continued

The Lloyd’s business
The Lloyd’s business is made up of the Group’s managing

agency, corporate member and service company subsidiaries.

All three entities are either regulated by the FSA or subject to
the franchise performance and capital regime of Lloyd’s, or
both. The managing agency has responsibility for the
production of the business plan for the syndicate, which
must be approved by Lloyd’s, proposing underwriting risk
appetite and discharging a number of Novae’s obligations to
overseas regulators.

The Lloyd’s business underwrites though Syndicate 2007.

At the year end Syndicate 2007 had three naturally open
Lloyd’s years of account, being 2010, 2009 and 2008. The 2008
underwriting year, which was closed in the usual way in
February 2011, was the last year in which natural names
participated. Together with SCOR, 16 names accounted for
6.0% of Syndicate 2007 with the Novae corporate member
accounting for 94.0%. In 2009 SCOR was the sole third party
capacity provider, accounting for 5.6% of Syndicate 2007 with
Novae's share increasing to 94.4%. With effect from 2010 the
Group is the sole capacity provider to Syndicate 2007.

Syndicate 2007 has increased its premium capacity

to £575 million for 2011 from £525 million in 2010.
Substantially all of the growth in capacity is accounted for
by the growth in Novae Re and the European property and
personal accident units.

www.novae.com

NICL

NICLs renewal rights were transferred to the Group’s Lloyd’s
business in the first quarter of 2010. In September 2010 Novae
received the legal consents required to transfer NICL's
insurance liabilities to Syndicate 2007. In the final quarter
Novae reorganised its capital deployment around the Group,
with substantially all of NICLs share capital being reallocated
to the Group’s Lloyd’s business or returned to shareholders.
NICL has returned its principal regulatory permissions to

the FSA.

Operational structure
The Group’s insurance operations are now solely carried out
by Novae’s Lloyd’s business.

Following a Board reorganisation in early 2010 the non-
executive directors of the Group holding company also serve
as non-executive directors of the Group’s managing agency
subsidiary, streamlining reporting and decision-making. At
the same time a number of changes have been made to the
Risk Committee, partly in response to Solvency II. As a result
of these changes the Risk Committee, now consisting entirely
of non-executive directors, is providing oversight of risk
management across the Group on behalf of both the
regulated entities and the Group’s capital providers.

Functional committees, chaired by an executive director

or senior manager, have been formed to address each of the
risk pillars identified under Solvency II. These committees
retain day-to-day responsibility for the conduct of the Group’s
business and report directly to the Risk Committee.



Systems

During 2010 the focus has been on preparations for Solvency
II, continued development of management information,
consolidation around the workflow solutions implemented
in 2009 and investment in services supporting the Zurich
operation.

A comprehensive review of the IT strategy was undertaken

in the second half of the year. This looked at the current
delivery of IT services measured against the existing business
requirements and the changes required over the next three to
five years to support the Group’s strategy.

The output from this review was a prioritised set of change
programmes covering governance and controls, investment
in infrastructure, development of underwriting, actuarial and
financial systems and a number of data driven initiatives.
These are aimed at supporting the business by delivering
competitive advantage from IT, improving decision support,
process efficiency and meeting the requirements of

Solvency II.

Novae continues to have a policy of avoiding internal
development of proprietary software. The Group’s systems
work off bought-in solutions provided by third party
vendors such as Xchanging, Capita and Salmon. Novae
participates in user groups led by software vendors and as
aresult is able to wield considerable influence in future
development whilst avoiding up-front costs and risks
associated with in-house development.

To support the longer term growth of the business Novae
plans to move more of the IT hosting and service provision
to an outsourced model. This is expected to provide a better
model for achieving the required scalability, reduce risk and
provide operational excellence.

Risk
Risk management
Novae is a risk-taking business. The setting of risk appetite

and monitoring of risk posture against agreed tolerances is
critical to Novae's success.

Risk affects all parts of the Group’s financial statements.
The income statement reflects the difference between
premiums earned and claims recognised, including the
effects of over- or under-reserving for business previously
written. The liability side of the balance sheet is dominated
by gross claims reserves, the accuracy of which depends on
an actuarial assessment of risk stretching back over several
years. The asset side of the balance sheet is predominantly
accounted for by financial assets, the value of which can
fluctuate, and reinsurance recoveries, which expose the
Group to counterparty risk. The financial result for a
particular period may be heavily influenced by balance
sheet movements given the scale of individual balance
sheet footings in comparison to expected profits.

The Group has formed a Risk Committee to identify and
manage risk across its business. Historically this was made
up of the Chairman, the Group’s executive directors (one
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Operating review continued

of whom chaired the committee) and an external risk
consultant. During 2010 the composition of the Risk
Committee was fundamentally changed to meet the
requirements of Solvency II.

Regulatory change and Solvency I1

Solvency Il is an EU-imposed regulatory and capital

regime which is expected to become effective 1 January 2013.
It will have a profound effect on the way that the European
insurance industry operates. As a result Solvency II
compliance presents a material risk to the Group.

If Lloyd’s is not satisfied that a managing agency is making
sufficient progress towards Solvency II compliance, its
ultimate sanction is to remove its access to the marketplace.
Separately, there is a significant risk that the FSA may choose
to interpret Solvency II in a more onerous way than other
national regulators in the EU, that political pressure is applied
to the FSA or other regulators which is harmful to the Group
or that the reorganisation of the FSA and the likely transfer of
powers to the as yet unformed PRA and CPMA leads to a loss
of regulatory momentum or skilled personnel with adverse
effects on Novae.

The effects of Solvency II on the Group are likely to manifest
themselves primarily in terms of capital requirements, capital
modelling and the form and quality of capital employed; and
in terms of the processes and governance structures used by
Novae in its day-to-day operations.

Novae has participated in the latest Quantitative Impact
Study to establish the capital implications of Solvency IT on
the Group. Because Solvency Il is designed to provide 99.5%

www.novae.com

confidence of business solvency over a 12 month return
period (which is generally equated to a Standard & Poor’s
BBB+ rating), and the Lloyd’s financial strength rating
aspirations are significantly stronger than this, to date the
direct capital effects of Solvency II on Novae appear relatively
modest. However, the capital approval process is not yet
tested and the risk remains that the Group may require more
capital as a direct result of Solvency II, which would have a
negative effect on its return on equity.

In anticipation of the changes to systems of governance
required by Solvency II, Novae’s Risk Committee is now
chaired by Laurie Adams, a non-executive director of the
Group, and its members are also non-executive directors.

It meets quarterly and its standing agenda includes written
reports from chairmen of committees established to review
the individual risk pillars identified in Solvency II. The
individual risk pillars are insurance risk; credit risk; market
risk; liquidity risk; capital risk; regulatory and operational
risk; and strategy and group risk.

The economic cycle

Insured values are generally linked to the level of economic
activity. In an economic downturn wage rolls, the value of
fees raised by professional services firms and other measures
of economic output tend to fall. Similarly, the value of
tangible and intangible assets may fall in response to lower
levels of economic activity. Premium rates often soften
alongside falling insured values. The economic outlook in the
Group’s two principal geographic markets (the UK and the
US, which together accounted for 59% of the Group’s gross



written premium in 2010) is uncertain and a period of

weak growth, or a double dip recession, could have adverse
consequences on the Group’s financial performance.

This is one of the reasons why Novae has chosen to diversify
geographically, in particular focussing on business sourced
from the EU and certain emerging economies.

The insurance cycle

The insurance cycle describes the phenomenon of rate
hardening, accompanied by restrictions on policy wordings,
followed by a period of rate softening and the widening of
coverage. Historically, the non-life insurance cycle has been
judged to last around eight years from peak to peak, although
the diverse nature of the industry means that different classes
have seen rate hardening and softening at different times.

The cycle reflects the availability of capital and the supply and
demand for non-life insurance. An abundance of capital and
the availability of investment profits have tended to result in
capital surplus within the industry, increasing competition for
business and driving down its price. The losses that follow
from undisciplined underwriting, particularly in longer tail
classes, can take several years to emerge, and this delay can
lead to further rate softening and thus increase the amount

of capital ultimately destroyed. Eventually, a sufficiently

large loss event, or combination of loss events, results in
capitulation, following which rates rise and capital is
replenished, starting the upward phase of the cycle. The last
soft market lasted from 1997-2001, and it was the World Trade
Center loss in September 2001 which proved the tipping
point. A number of existing and new insurers were capitalised

in the period after September 2001 and most insurers enjoyed
a period of high profits in the subsequent years.

Rates for liability business have been softening since 2005,
and more recently property rates have also started to soften,
albeit from higher absolute levels. The non-life insurance
industry is over-capitalised and until this surplus capital is
absorbed by losses or returned to investors positive rating
momentum is unlikely. The duration of the soft phase of the
market is therefore uncertain. The ability and speed at which
investors commit new capital when rates do start to harden
will determine the duration and intensity of the subsequent
hard market.

Interest rate sensitivity

The non-life insurance industry is sensitive to changes

in interest rates. The liability/long-tail element of the market
is particularly interest rate sensitive because its transaction
cycle, from policy inception and payment of premium to
settlement of claims, is by definition longer than for
property/short-tail business, and thus a larger proportion
of the value of an individual transaction is accounted for

by investment return.

Interest rate sensitivity extends beyond the amount and
volatility of investment return, however. An important
consideration in the capital setting process is the expected
net present value of outstanding claims. The time value of
money is directly proportional to the discount rate. In a low
interest rate environment, therefore, the discounted value
of outstanding claims rises. Under these circumstances,
underwriters are required to provide more capital to offset
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Operating review continued

the reduction in the discount rate at the same time as
investment return is falling. This can have a multiplicative
negative effect on return on capital unless compensating
rating or business mix changes are made. In a competitive
marketplace a single insurer is unlikely to be able to force
through rate change. Novae’s response to a period of low
interest rates is to increase the weighting of its business
mix in favour of property/short-tail business.

Financial leverage

Insurance businesses are inherently leveraged, as the
movement of a single balance sheet line item can have a
disproportionate effect on in-year profits quite separate from
the underlying profitability of business written in that period.
This is particularly true of liability/long-tail businesses, where
the settlement period (and thus ultimate outcome) is subject
to uncertainty for longer. For example, as at December 2010
Novae’s level of invested assets was 3.9 times its shareholders’
funds. A 3% negative return from its investment portfolio
would therefore lead to a fall of almost 12% in

shareholders’ funds.

www.novae.com

Geographic reach and distribution

Lloyd’s obtains around 45% of its gross written premium
from the US and a further 20% from the UK. Some two thirds
of its premium income therefore comes from two markets,
both of which are heavily penetrated by brokers and in
which competitive forces are strong. Novae has a smaller
US weighting than that of the Lloyd’s market as a whole, at
around 20%, but a larger UK weighting, at around 40%; its
combined UK/US exposure is therefore broadly in line with
that of Lloyd’s. Attracting additional UK or US business is
relatively easy if competitive terms are quoted, but can lead
to a loss of geographic diversification and thus a high
exposure to individual loss events arising in those

two markets.

In order to improve geographic diversification and reduce
volatility most Lloyd’s businesses have sought to develop
business in other national markets. The Group has sought to
do this on its traditional direct and reinsurance business and
more recently through the formation of Novae Re, which is
based in London and Zurich and which is writing a diversified
international reinsurance account. However, there are risks
that the control environment in an overseas office such as
Zurich may prove less effective than that in London, and also
that business sourced from less familiar markets may not be
priced adequately given local regulatory, legal or tax
consequences which are not fully appreciated.



Outlook

The Board expects a downward pressure on rating levels
to continue in many areas, offset by some isolated areas of
hardening. In the absence of a major loss event affecting
the industry’s capital position, the rating outlook

remains challenging.

The Board has targeted a net loss ratio of 60% for 2011.
This is made up of an underlying loss ratio of 55% and a
natural peril catastrophe loss budget equivalent to five
points of net loss ratio.

Investment return is currently expected to be around
1.5%, reflecting continuing low base rates and a sharply
steepening yield curve at the short end of the duration
spectrum.

Scale benefits from the growth of Novae Re and the
European property teams in particular, as well as reduced
reinsurance spend and cost efficiencies, will each work to
enhance Novae’s financial performance in 2011. Together
with a more efficient balance sheet, the prospects for a
rising return on equity, notwithstanding industry
headwinds, are good.
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Corporate and social responsibility

Novae’s long-term sustainability is dependent not only on
its profitability, but upon ethical treatment of stakeholders
such as investors, clients, and suppliers; on its investment
in human capital (its staff and the community in which it
operates); and on its consideration for the environment.
Novae’s policies in these areas are therefore central to its
business practice.

Stakeholders

[nvestors

Regular meetings are held with corporate investor
representative bodies. Those meetings influence the
disclosures in this Annual Report and enable the
representative bodies better to advise investors on Novae’s
reporting. Direct contact with major shareholders is
described in the corporate governance statement. The
Group’s dialogue with corporate investors and their advisory
bodies, as well as with analysts, is open and continuous.

The Group's registrars are provided with detailed information
on its corporate transactions for the support of private
investors. A dedicated helpline is maintained. The Company
Secretary’s team also provides shareholders with

direct assistance.

www.novae.com

Clients

Novae’s staff handbook and procedures manuals, which

are reviewed annually and as commercial or regulatory need
arises, provide clear statements to the Group’s staff of its
corporate values. These are consistent with its legal and
regulatory obligations. The Group’s insurance clients and
their brokers can expect staff to uphold Novae’s reputation
for professionalism and integrity.

All remuneration agreements entered into by the Group with
insurance intermediaries, whether relating to commission or
other fees, are fully disclosed to clients.

The Group’s directors and staff record gifts and corporate
entertainment they receive in excess of a modest threshold.
Moderate hospitality is an accepted business courtesy, but
there are strict limits imposed on the entertainment by Novae
staff of the Group’s clients and their brokers. Potential
conflicts of interest or duty facing the directors of Group
companies are addressed in accordance with the provisions
of the Companies Act 2006.

Novae has no corporate political affiliations and makes no
political donations of any kind.

Suppliers
Novae deals fairly, openly and in accordance with agreed
terms of trade with its suppliers and other business partners.



Human capital

Staff

Novae’s success in attracting, retaining and motivating
appropriately qualified staff is dependent not simply on
salary levels, but also on the Group’s input to training, equal
opportunities, family life, health and safety, extra-curricular
team activities and equity participation. Novae's commitment
to these aspects of HR management benefits the Group by
maintaining the quality of its workforce.

Both in-house and external training is led by the appraisal
system, which identifies skills gaps and development needs.
Staff are provided with study leave and the training fees are
paid by the Group. Success in professional examinations is
recognised by the payment of bonuses. Professional staff
embarking upon their careers are required to study for
professional examinations appropriate to their

particular discipline.

Staff are recruited, trained, and rewarded on the basis of
merit and contribution to Novae, irrespective of their sex,
age, disability, nationality, ethnic origin, religion, sexual
orientation, political persuasion, or political party or trade
union membership.

Working wholly or partly from home, where this is feasible
for the role, is supported by IT provision. This forms part of
Novae's flexible working arrangements for parents of younger
children and helps to recruit and retain the best people.
Child-care vouchers for staff who have young children

are provided.

Novae aims to provide a safe working environment and to
promote good health among staff. The Group’s health and
safety policy forms part of the staff handbook. Novae carries
out regular reviews to ensure that office equipment is safe
and properly used.

The Staff Sports and Social Committee has its own budget
and co-ordinates sporting, social and community events.
Novae teams competed in football and netball events in 2010.
The Group pays for kit for use by Novae sports teams and
sponsors their participation in internal and external
competitions. Corporate membership has been negotiated

at a gym close to the London office.

Sickness absence as a proportion of total working time has
improved slightly to 0.8% (12 months to December 2010)
from 0.9% (12 months to December 2009).

Novae’s Share Incentive Plan (SIP) was introduced in 2001.

It enables staff at all levels in the Group to build a stake in
Novae and 62% (2009: 57%) of eligible staff participate. In
2008 the Group introduced a Novae-sponsored Self-Invested
Personal Pension Plan (SIPP) to encourage further equity
participation and pension planning. The SIP and SIPP may
be linked: 9% of staff (2009: 9%) participate in the latter.

Increased equity participation is not simply an attractive
employee benefit. The resulting alignment of the interests
of staff and investors fosters long-term staff commitment to
Novae. Staff turnover among Novae SIP participants was 7%
in 2010. Among non-participants it was 16%.
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Corporate and social responsibility continued

|
rig. 04 Recycling as at 31 December 2010

Recycled

waste

Community

Novae’s support for community programmes that contribute
positively to society benefits the Group by providing its staff
with team-building tasks and opportunities outside the work
place for personal development.

The Group’s Charities Committee has an annual budget of
£10,000. Staff participate in sponsored events raising funds
for charities in which they have a particular interest. Subject
to a cap, Novae matches the funds raised. Some funding is
given following staff nominations of charities and there is

a particular emphasis on the support of smaller charities for
which the Group’s donation will make a difference. Novae
also supports staff who give their time to the Lloyd’s
Community Programme.

Total donations to charities in 2010 amounted to £120,740
(£47,434 in 2009; £37,342 in 2008; £24,963 in 2007; £10,400 in
2006) and were as follows:

£ £
Prince’s Trust contributions:
Sponsored events 84,224
Corporate membership 25,000
109,224
Other charitable donations 11,516
120,740

Novae's support for the Prince’s Trust continues. As patrons,
the Group contributed £116,659 in 2010 (comprising £109,224
of corporate support and a further £7,435 through
fundraising events in which the Group’s staff participated).
The Trust’s work with the young is focused on mentoring
support to secure goals in employment, education or
training. The main event which Novae sponsored during the
year was the Prince’s Trust Rock Gala.

In addition Novae has contributed £25,000 to Team GB for
London 2012.

www.novae.com

Environment

Novae is committed to a rigorous recycling and waste policy.
All paper, glass, cans and, where possible, plastics are
recycled. Many of the environmental initiatives have been
promoted by members of staff. The percentage of waste
material sent to landfill sites in 2010 has remained at 35%
(2009 35%; 2008 36%) (see figure 04 above).

The Group’s paper archive is under continuing review with
the intention of reducing its size. Where possible, unwanted
paper records are recycled, improving data security, and the
environmental impact of document recovery is reduced by
recalling scanned records. Improved workflow and document
management systems have been introduced in order to
reduce both the circulation of hard copy documents and

the subsequent need for paper archive.

Within the limits of a multi-tenanted building, Novae is
working to reduce energy consumption. Where possible,
computer equipment is switched off at night and lighting
systems are programmed. The internal environment of
Novae’s head office building is controlled by an energy-
efficient system. According to figures produced by the
landlord, the building consumes 30% less energy and
emits 33% less carbon dioxide than a conventionally
air-conditioned building.

No company cars are provided and staff use public transport
wherever possible on the Group’s business. The impact of the
establishment of Novae Re’s Zurich office is managed so far
as possible by tele- and video-conferencing. Novae also
subsidises UK staff in the Ride to Work scheme.



Accreditation

Novae is a constituent company in the FTSE4Good Index
Series. This identifies companies that are considered by the
FTSE to be working towards environmental sustainability
and developing positive relationships with stakeholders.

The Group continues to review policies in those areas over
which it has direct control, such as working practices and
community involvement, and to support credible initiatives
for making a positive contribution in other areas where
Novae’s impact is less direct.
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Financial review

increased by 53%”

Oliver Corbett
Chief Financial Officer

“Gross written premiums have

Income statement

Gross premium revenue

Gross written premiums were £587.7 million (2009: £384.1
million), an increase of 53%. Gross premium revenue was
£528.7 million (2009: £389.1 million), an increase of 36%.

The increase in gross written premiums is primarily
attributable to Novae Re, the European property and personal
accident unit and an increase in direct motor business:

£m £m
2009 gross written premium 384.1
Novae Re 103.5
European property & personal accident 33.8
Direct motor 30.9
Combined effect of new units 168.2
Other movements 35.4
2010 gross written premium 587.7

Outwards reinsurance

Premiums ceded to reinsurers amounted to £98.1 million in
2010 compared to gross premium revenue of £528.7 million.
The reinsurance spend ratio was 18.6% (2009: £85.5 million,
£389.1 million and 22.0% respectively).

The decrease in the ratio reflects two factors. First, Novae Re’s
underwriting strategy is to control risk by diversification
rather than retrocession which affects the overall amount

of reinsurance purchased at Group level. Secondly, the
underlying reinsurance spend has been significantly reduced
in line with the strategy set out in December 2009.

www.novae.com

Claims

Gross claims incurred were £338.8 million. These were offset
by reinsurance recoveries of £81.4 million. Net claims incurred
were therefore £257.4 million, representing a claims ratio of
59.8% based on net premium revenue of £430.6 million (2009:
net claims incurred of £194.7 million and a claims ratio of
64.1% based on net premium revenue of £303.6 million).

Acquisition costs

Acquisition costs in 2010 were £100.1 million compared to
net premium revenue of £430.6 million. The acquisition cost
ratio was 23.2% (2009: £70.8 million, £303.6 million and
23.3% respectively).

Novae Re, which writes largely treaty reinsurance business,
incurs lower acquisition costs than the Group’s direct
underwriting units. Over time this should lead to a modest
reduction in the acquisition cost ratio. This may be offset
by initiatives launched by certain major brokers to levy
underwriters with a carrier charge.

Operating expenses

2010 operating expenses after restructuring costs were

£60.1 million. After excluding costs unallocated by segment
of £23.8 million the operating expense ratio was 8.4% (2009:
£52.9 million, £17.3 million and 11.8% respectively). Costs
unallocated by segment (being profit-related bonus,

LTIP charges and certain other Group corporate costs
excluding restructuring costs) were £22.9 million, equivalent
to 5.3% of net earned premium (2009: £17.3 million and
5.7% respectively).



The detailed profile of operating expenses is as follows:

2010 2009
£m £m
Pre-bonus employee costs 27.2 23.1
IT costs 4.8 4.1
Establishment costs 33 2.9
Legal and professional costs 2.6 2.3
Other costs 3.2 2.7
41.1 35.1
Lloyd’s and other regulatory costs 10.3 9.8
Bonus (including employer’s NI) 15.6 8.7
Equity incentive charges 83 4.0
Amortisation of intangible assets 1.3 1.4
Total cost base 71.6 59.0
Deferral/claims handling adjustments (11.3) (4.4)
Syndicate ownership adjustments (1.1 (1.7)
Operating expenses before restructuring costs 59.2 52.9
Restructuring costs 0.9 -
Operating expenses 60.1 6249

The principal movements in operating costs between 2010
and 2009 reflect continuing investment in and development
of the business. These can be analysed as follows:

£m
2009 3581}
Novae Re units 3.0
Year-on-year salary movement effect 0.9
European property & PA 0.4
Other movements 1.7
2010 41.1

2010 was the first full year at Novae for the Novae Re and
European property & personal accident units. Novae Re had
not reached its full headcount at the start of the year and has
continued to recruit during 2010. This has resulted in an
increase in core costs, partially offset by savings elsewhere.

The restructuring costs of £0.9 million relate to the transfer

of NICLs run-off account to Syndicate 2007, the costs of the
return of capital and rationalisation and other cost reduction
initiatives.

Investment income

Investment income was £25.4 million in 2010 (2009: £31.0
million). This is equivalent to a total return of 2.4% on average
invested assets of £1,078.0 million (2009: 3.0% and £1,050.2
million respectively).

Fee and commission income
Fees and commissions amounted to £1.4 million
(2009: £1.1 million).

The UK trade credit unit generates fee income from the
provision of credit scoring and other related services. In 2010
this income amounted to £0.9 million (2009: £0.7 million).

Novae has entered a consortium and quota share arrangement
for this unit for 2011, as a result of which commission income
will rise modestly.

Fees and profit commission totalling £0.5 million were
earned in respect of third party capacity on prior
underwriting years of Syndicate 2007 (2009: £0.4 million).
As Novae’s participation on Syndicate 2007 is now 100%,
this source of income will cease when the 2009 year of
account is closed.
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Financial review continued

Fig. 05 Premium mix by currency

2010 2009
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Financing costs

Financing costs in 2010 were £8.7 million, unchanged from
2009 excluding the gain of £7.7 million on purchase and
cancellation of 2017 notes, and arose as follows:

2010 2009

£m £m

2017 subordinated notes 5.6 6.9

2034 Dekania notes L5 1.3

Bank letters of credit and other fees

(including increase in and extension of the

Group’s banking facilities) 1.6 0.5

Underlying financing charge 8.7 8.7

Less: gain on purchase and cancellation of 2017 notes - (7.7)

Financing charge 8.7 1.0

In October 2010 Novae extended its banking facilities for a
further 12 months on improved terms.

Assuming no changes to the Group’s capital structure, the
Board currently expects Novae’s financing cost in 2011 to be
around £8 million.

Foreign exchange gains and losses
Novae reported a foreign exchange gain of £4.0 million in
2010 (2009: £12.1 million loss), as follows:

2010 2009

£m £m

Foreign exchange gains on monetary items 4.2 1.4
Notional foreign exchange loss on

non-monetary items 0.2) (13.5)

Net foreign exchange gains/ (losses) 4.0 (12.1)

www.novae.com

Novae’s principal exposure is to the US dollar, which
accounted for approximately 38% of gross written premium
in 2010 (see figure 05 above).

Monetary foreign currency gains and losses occur when
non-sterling monetary balances, such as investment assets
or liabilities under insurance contracts, are translated at
exchange rates which fluctuate from one reporting period to
another. In general the Group seeks to maintain a broadly
neutral foreign currency stance and avoids taking speculative
views on currency movements. Nevertheless, given the size
of the Group’s balance sheet precise currency matching is
not practical and thus monetary exchange gains and losses
are inevitable.

IFRS requires non-monetary items to be carried at historical
exchange rates on the balance sheet. In comparison
monetary items are recognised at closing rates. As a result
non-monetary items including unearned premiums,
reinsurers’ share of unearned premiums and deferred
acquisition costs can give rise to a foreign currency gain or
loss when they are recognised in the income statement.

The non-monetary loss during 2009 was a result of the US
dollar weakening (reaching £1:$1.61 at 31 December 2009).
During 2010, more stable exchange rates have resulted in a
smaller non-monetary loss of £0.2 million.



Fig. 06 Investment split
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Fig. 07 Currency mix of investment assets
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Tax

Novae’s tax charge for the full year was £10.5 million (2009:
tax credit of £22.2 million), representing an effective tax rate
0f 29.9%. The tax credit in 2009 reflects the recognition of the
tax recoverable on substantially all of the Group’s historic
trading losses.

These historical tax losses continue to enable the profits from
Novae’s Lloyd’s business to be shielded from corporation tax
payments. The charge in the year relates to utilisation of
deferred tax assets. The tax benefits have no fixed life and will
be available to Novae until such time as they are fully used.
The remainder of the Group is unable to benefit from these
historical losses and therefore is liable to UK corporation tax
on taxable profits. As a result a provision has been made to
reflect corporation tax payable across the remainder of the
Group, principally NICL. A further provision of £0.1 million
has been made for tax payable in Switzerland in respect of
Novae Re’s operations in Zurich.

Balance sheet

Investment assets

Novae had investment assets of £1,144.0 million at 31
December 2010 (2009: £1,033.4 million). Of these £858.4
million were managed in segregated accounts or as bilateral
cash deposits, £192.8 million were in pooled funds and
£92.8 million in Lloyd’s overseas deposits (see figure 06
above). Novae’s investment assets continue to be held
primarily in sterling and US dollars (see figure 07 above).

The Group manages and monitors its investment assets in
three distinct pools:

¢ Lloyd’s business own solvency capital (funds at Lloyd’s):
£287.3 million (2009: £245.5 million). This is managed on
Novae’s behalf by Amundi. This is substantially invested
in short duration investment grade bonds with a small
allocation to cash; approximately 88% is held in sterling

and the balance in US dollars. US dollar solvency capital is
held to protect against weakness in the sterling exchange
rate leading to an incremental capital requirement. In
addition to own funds at Lloyd’s, Novae has a US $45.0
million bank letter of credit provided for the 2010 and 2011
years of account

* Lloyd’s business premium trust funds: £752.8 million (2009:
£593.5 million). The Group’s assets are managed in
segregated pools by Amundi, Insight, Morgan Stanley and
Schroders. These assets are primarily invested in short
duration investment grade sterling and US dollar bonds,
with smaller Canadian dollar and euro portfolios. Assets
arising in other currencies are either converted into sterling
or held in pooled local currency funds managed by Lloyd’s

Corporate cash: £100.8 million (2009: £10.2 million). Assets
not required elsewhere in the Group are held at the
corporate centre. Cash deposits are made with Novae’s
clearing bankers or are managed by Royal London Cash
Management. There are also some small holdings in pooled
money market bond funds. At 31 December 2010 corporate
cash included £32.1 million which was returned to
shareholders on 21 January 2011

Figure 08 (overleaf) shows the composition of investment
assets by security rating and duration.

Novae's investment guidelines are limited to investment
grade bonds, with an individual counterparty limit
determined by financial strength rating. There are no
sub-investment grade holdings and a specific preclusion on
Portuguese, Irish, Italian, Greek and Spanish sovereign issues.
There is no exposure to any asset class other than cash and
investment grade bonds.

As at 31 December 2010 the average duration across the
Group’s investment portfolio was 0.9 years (2009: 1.7 years).
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Financial review continued

Fig. 08 Investment assets
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Fig. 09 Reinsurance recoveries over 60 days
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Reinsurance contracts
Reinsurance contract assets were £369.7 million as at
31 December 2010 (2009: £388.7 million).

This total is made up of three elements. First, unearned
reinsurance premiums totalled £30.8 million (2009: £28.4
million). This reflects the cost of reinsurance contracts
where an element of the protection remains unearned at
the balance sheet date and is therefore carried forward
for the benefit of 2011.

Second, reinsurers’ share of notified claims was £223.0 million
(2009: £273.3 million). This represents amounts recoverable
from reinsurers for claims which have been notified and
quantified. Although this amount can be accurately assessed,
it may take several years for the underlying gross claims, and
then the subsequent reinsurance recoveries, to be paid. This
is stated net of a bad debt provision of £3.2 million (2009:

£7.9 million).

The third element is reinsurers’ share of gross claims incurred
but not reported, which was £115.9 million at December 2010
(2009: £87.0 million). An assumed recovery rate is applied to
the estimated gross loss ratio at a class of business level. As a
result, this is the most subjective component of the
reinsurance contract asset.

The great majority of the Group’s outward reinsurance
continues to be collected in accordance with its terms and

on a timely basis (see figure 09 above). Amounts due but
unpaid, net of provisions in respect of one insolvent reinsurer,
were £0.7 million at the year end (2009: £3.1 million).

Where reinsurers are slow to settle, Novae takes robust
remedial action.

www.novae.com

Deferred tax asset

As at 31 December 2010 Novae had £134.5 million of trading
losses. These are primarily held as trading losses in the Lloyd’s
corporate member and are available to offset against future
taxable profits in that entity. Applying a 27% effective rate of
UK corporation tax generates a tax asset of £36.3 million
(2009: £162.2 million, 28.0% and £45.3 million respectively).

No credit has been taken for capital losses of £45.8 million
(2009: £45.8 million).

Intangible assets

Intangible assets, representing acquired syndicate
participations within the Group’s Lloyd’s business, were

£8.4 million as at 31 December 2010 (2009: £9.7 million).
The in-year movement reflects the annual amortisation
charge. Syndicate capacity rights are amortised over 15 years
subject to an impairment test.

Insurance contracts
As at 31 December 2010 technical reserves were:

2010 2009

£m £m

Notified gross claims 610.7 683.4
Incurred but not reported claims (“IBNR”) 488.6 353.4
Gross claims reserves 1,099.3  1,036.8
Unearned premium reserve 243.2 173.2
Total 1,342.5 1,210.0

The Group’s aggregate level of net claims reserves was £57.9
million or 8.2% higher than the total derived from a class-by-
class assessment of best estimate liabilities (December 2009:
£41.6 million or 6.6%).



Fig. 10 Insurance contracts
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Debt structure
As at 31 December 2010 the Group had gross debt of £120.4
million, made up as follows:

2010 2009

£m £m

2017 subordinated notes 68.8 69.1

2034 Dekania notes 22.9 22.4
US $45.0 million bank letter of credit (off balance sheet)  28.7 -

Gross debt 120.4 91.5

Less: free cash held at corporate centre (excludes
cash held in respect of January 2011 capital return) (68.7) (10.2)
51.7 81.3

Novae had a £15.0 million revolving credit facility which was
undrawn at the year end (2009: undrawn revolving credit
facility of £15.0 million).

Shareholders’ funds

The Group’s shareholders’ funds were £293.6 million as at

31 December 2010 (2009: £313.7 million). Of this, £8.4 million
was accounted for by intangible assets, with the balance of
£285.2 million being net tangible assets (2009: £9.7 million
and £304.0 million respectively).

Shareholders’ funds and net tangible assets both fell by
£32.9 million as a result of the return of capital announced
in December 2010.

Gearing

As at 31 December 2010 Novae was 41% geared, expressing
gross debt of £120.4 million as a percentage of shareholders’
funds of £293.6 million (2009: 29% geared based on £91.5
million and £313.7 million respectively).

Discontinued units

The discontinued units are made up of liability reinsurance,
healthcare and third party liability written in 2002 and prior
by Syndicates 1241 and 1007. Deterioration within the
discontinued units during 2010 mostly related to one specific
contract and was offset within the 2002 and prior
underwriting years by the favourable settlement of some high
profile bank claims (reported within the liability/long-tail
segment).

There has been further progress in reducing the significance
of 2002 and prior liabilities. The population of lead claims
(in relation to both discontinued units and other business)
from 2002 and prior is down to 844 at 31 December 2010
(December 2009: 1,314; December 2005: 6,117). This
represents a reduction of 86% in the population of lead
claims over the past five years.

Novae's share of gross claims reserves accounted for by the
discontinued units has fallen to £67.1 million or 6% of the
Group’s overall gross claims reserves:

2010 2009

£m £m

Property/short-tail 187.2 133.9
Liability/long-tail 845.0 801.8
Continuing 1,032.2 935.7
Discontinued units 67.1 101.1
Total 1,099.3 1,036.8

In February 2011 the Group announced that it was
reinsuring Syndicates 1007 and 1241 into Syndicate 2007
given the reduction in uncertainty relating to business
written in 2002 and prior.
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Financial review continued

Capital

Capital regime

Following the transfer of NICLs insurance liabilities in
September 2010 to the Group’s Lloyd’s business Novae’s
capital structure has become simpler. The Group’s Lloyd’s
member is now the principal consumer of regulatory capital;
Novae’s managing agency and Lloyd’s service company also
have capital requirements although these are not material in
Group terms.

Lloyd’s assesses capital via its Economic Capital Adequacy
(“ECA”) model. This takes as its starting point the FSA's
Individual Capital Adequacy (“ICA”) approach which is then
loaded by 35% to meet Lloyd’s higher financial strength rating
objectives. Novae's ECA capital may be adjusted by Lloyd’s to
reflect its assessment of reserving strength and the regulatory
business plan submitted by the Group’s managing agency for
the next financial year. Following discussion with Lloyd’s, the
capital requirement for the Group’s Lloyd’s member is set. The
corporate member is then required to satisfy the capital test
at coming into line dates in June and November. Under the
FSA’s ICA rules, Novae is also required to maintain continuous
capital assessment and advise both the FSA and Lloyd’s
should its capital position deteriorate.

The ECA capital agreed with Lloyd’s is allocated to the Group’s
underwriting units to reflect their relative capital intensity.
Underwriting units are charged for the capital support they
require at an annual rate estimated by reference to the Capital
Asset Pricing Model. Bonuses are only available to
underwriting units when their annual financial results exceed
all claims and costs, including the cost of capital. Although
variability between units means that some strongly
performing units can receive a bonus even though the results
at Group level are weak (because other units have had

www.novae.com

proportionately higher losses), this does create a formal link
between the profitability of underwriting units, the capital on
which they depend to operate and the remuneration they
receive.

During 2010 the hurdle rate applied to underwriting units
was 11.0% (2009: 12.0%). This is set at the start of the year

at a modest premium to the pre-tax cost of capital. The cost
of capital is re-calculated monthly and during 2010 it varied
between eight and ten per cent.

Capital requirements

Novae provides all of the capacity on Syndicate 2007 for the
2011 underwriting year. Stamp capacity has been increased
from £525 million in 2010 to £575 million in 2011, primarily
driven by the expected increase in business written by Novae
Re and the European property and personal accident unit.

The Group’s corporate member has an ECA requirement

for 2011 of £337.5 million, compared to £311.1 million at the
same stage last year. Of the 2011 requirement approximately
£15.0 million was required to support the run-off of the 2002
and prior open syndicate participations (2010: £38.0 million).
The Group’s solvency requirement can therefore be assessed
as follows:

2011 2010
Underwriting year £m £m
Stamp capacity 575.0 525.0
ECA requirement ST S
As a percentage of stamp 59% 59%
ECA excluding 2002 and prior run-off 322.5 273.1
As a percentage of stamp 56% 52%




The movement in Novae’s ECA requirement from the 2010
underwriting year to the 2011 underwriting year may be
analysed as follows:

£m
2010 ECA 311.1
Reduction in investment rates 29.7
Change in volume/mix of business 19.7
Run-off of 2002 & prior years (23.0)
2011 ECA B

A major component of the change in the capital requirement
continues to be a result of lower interest rates. Since 2009 the
Group’s capital requirement has increased by £47.0 million as
aresult of sustained reductions in interest rates.

Novae came into line for the 2011 underwriting year on
29 November 2010. It satisfied its capital requirement
as follows:

Sources of capital £m Uses of capital £m
Own funds at Lloyd’s 287.3 2011 ECArequirement  337.5
Earned pipeline profits 21.5
Lloyds TSB letter of credit 28.7

337.5 337.5

Capital buffer

At 31 December 2010 the Group had gross capital available

of £414.0 million, being shareholders’ funds of £293.6 million
and debt (including the Lloyds TSB letter of credit) of £120.4
million (2009: £405.2 million, £313.7 million and £91.5 million
respectively).

At the year end £337.5 million was deployed as funds
at Lloyd’s.

The Group’s capital buffer, being the difference between
gross capital available and solvency capital deployed,

is £76.5 million. Not all of this is readily realisable, as an
element relates to tangible and intangible assets and deferred
tax. The net amount, which may be supplemented by use of
the Group’s revolving credit facility, is available to meet
catastrophe losses and other large working capital swings.

Financial management

Dividend policy

The Group’s current dividend policy, which was set out
formally in the 2006 prospectus, is to pay out as dividends
not less than 30% of the profits available for distribution
subject to solvency and regulatory requirements.

Novae returned to the dividend list with a payment
equivalent to 8.4p per share in May 2008, being a final
dividend for the 2007 financial year. Its payment pattern since
the resumption of dividends has been as follows (restated for
subsequent share consolidations):

o FY2007: 8.4p

e FY2008: 15.8p, being a core dividend of 11.3p and a special
dividend of 4.5p

* FY2009: 12.4p

Novae declared an interim dividend in August 2010 of 3.7p
per share (restated for December 2010 share consolidation).
The Board has recommended the payment of a 2010 final
dividend of 12.0p per share. If approved, this would represent
a total payment for the 2010 financial year of 15.7p, an
increase of 26.6% on the 12.4p paid in respect of the 2009
financial year. On this basis, including an adjustment to the
45.0p capital return to reflect the share consolidation, total
distributions since the 2006 rights issue are 102.9p per share.
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Financial review continued

Following the return of capital the Board has reviewed the
Group’s dividend policy. In the absence of unforeseen
circumstances (of which the most significant is abnormally
high loss experience) the Board intends to adopt a dividend
policy for 2011 which is likely to represent a payout ratio of
nearer 50% rather than the current 30%, subject to solvency
and regulatory requirements. Thereafter, a progressive
dividend policy will be followed in the absence of unforeseen
circumstances. This will be supplemented by special
dividends or share buy backs in the event of an accumulation
of surplus capital.

Liquidity management

Novae’s principal banking facilities are provided by Lloyds
Banking Group. These facilities were extended in October
2010 for a further 12 months on improved terms.

The banking package is made up of a US $45.0 million
letter of credit facility (which is an admissible asset for
Lloyd’s solvency purposes for the 2011 underwriting year)
and a £15.0 million revolving credit facility. The revolving
credit facility expires in December 2012 and is available as
a liquidity buffer to meet working capital requirements
across the Group.

Barclays continues to provide banking services for the Group’s
managed syndicate.

Foreign exchange management

Currency exposures arise primarily from the translation of
underwriting profits or losses into sterling. In addition,
currency mis-match can occur on large claims where the
gross inwards claims may be denominated in one of a range
of currencies but the associated reinsurance asset is in either
sterling or US dollars. Operating expenses are generally
incurred in sterling although an element is paid in US dollars
and a rising proportion in Swiss francs following the
formation of Novae Re.

www.novae.com

The Board reviews Novae's net exposure to underwriting
profits or losses emerging in US dollars quarterly, following
each reserving exercise. Where a significant long or short
position is identified on mature years of account, the Group
seeks to mitigate its currency risk, primarily through nil cost
options or forward contracts. However, care needs to be taken
in currency hedging to ensure that the underlying cash flow
is reasonably certain. The Board does not take speculative
currency positions.

Employee benefit trust and own shares

The Group’s employee benefit trust, which is separately
managed by a firm of professional trustees based in Jersey,
is used to manage Novae’s liabilities under its share-based
incentive schemes.

The Board has set a series of targets in relation to the Group’s
maximum liability to share-based incentive schemes from
time to time. These targets, which were reviewed in 2010, are
designed to ensure that Novae’s obligations as employer to
deliver shares to employees whose awards have vested can
be met with a reasonable degree of likelihood and without
resorting to the issue of new shares. As awards vest the
employee benefit trust earmarks shares to relevant
employees. Employees who wish to sell, for example to cover
income tax and national insurance liabilities, generally do so
by allowing the trust to re-acquire the shares in question.

To the extent that the trust’s shareholding is below the level
required to meet the Board’s hedging targets it makes market
purchases if it is free to do so (it does not trade in a closed
period, for example).

As at 31 December 2010 the Group'’s total liability under all
share-based incentive schemes, assuming full vesting and
ignoring employee liability to income tax and national
insurance, was 5.0 million shares. As at that date the trust
held 1.7 million shares.



Tax management

Novae continues to be able to shelter current profits with
past losses, resulting in immaterial cash corporation tax
payments. The benefit of past losses is recognised in the
balance sheet as a deferred tax asset, which at 31 December
2010 stood at £36.3 million. As Novae generates pre-tax
profits, the deferred tax asset will be run down to the point
at which significant cash tax becomes potentially payable.

All but one of Novae’s listed peer group have established
offshore elements to their corporate structure to reduce their
effective tax rate. Given the continuing focus on post-tax
return on equity, Novae would be at a structural disadvantage
if it were to pay a higher rate of corporation tax than peer
group companies with which it competes for capital. As a
result, work will commence in 2011 to review the Group’s
medium-term tax domicile. A change is unlikely before

2012 given Novae’s deferred tax asset.

Accounting developments

New or updated accounting standards during 2010 have
had minimal impact on Novae’s disclosures. The IFRS 8
segmental disclosures (pages 93 to 96) have been revised in
light of the Board’s conclusion that the most appropriate
business segmentation through which to manage the Group
is between property/short-tail and liability/long-tail (as
opposed to the four segments previously reported, being
Specialty, Property, Liability and Aviation & Marine). These
two ongoing segments therefore form the basis of Novae's
financial reporting and comparative information for
earlier periods has been revised accordingly.

The risk disclosures (pages 68 to 92) have been modified

to reflect the changes made to the Group risk management
and committee structure in light of the requirements of
Solvency II.

An exposure draft of IFRS 4 Phase 2 Insurance Contracts was
released in July 2010. Should the exposure draft be enacted,

it would represent a fundamental change to IFRS insurance
accounting. The timing of the eventual introduction of IFRS 4
Phase 2 remains in doubt; it was originally scheduled for
2012, but 2014 is now a more likely date.

Novae's subsidiaries and managed syndicates continue

to report under UK GAAP. The ASB issued a consultation
paper on the future of UK GAAP in August 2009; were these
proposals to be adopted then all Novae entities would have to
apply IFRS. The provisional implementation date of 2012 has
been delayed. Should the timing of this change not coincide
with that of IFRS 4 Phase 2, then it is possible that the Group’s
subsidiaries will have to report on three different bases in
three consecutive years. This will have resource and cost
implications as well as being unhelpful in the context of
consistency of reporting.

O R P Corbett

Chief Financial Officer
3 March 2011
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Board of directors

John Hastings-Bass* (56)
Non-Executive Chairman

John was appointed to the Board in
May 2007 and became Chairman in
May 2008. He began his career with
Jardine Matheson in Hong Kong and
later Singapore and Beijing. He was a
director of Jardine Lloyd Thompson from
1997 to 2006 and was Chief Executive
of its International Business Group.
He is Chairman of the Nomination
Committee and a member of the Risk
and Remuneration Committees. He
has had a role with Arthur J Gallagher
(UK) Ltd since July 2007, as Chairman,
International Development.

Oliver Corbett (46)
Chief Financial Officer

Oliver joined the Group in October
2003 from Dresdner Kleinwort
Wasserstein, where he was Managing
Director, Investment Banking. He

was a member of the SG Warburg
corporate finance department from
1989 to 1994. Between 1994 and 2000
he was a partner in Phoenix Securities,
later Donaldson Lufkin Jenrette. He

is a chartered accountant. He is a
non-executive director of Rathbone
Brothers plc and Chairman of its Audit
Committee.
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Matthew Fosh (53)
Group Chief Executive

Matthew joined the Group in
November 2002. In 1989, he
co-founded Seagray Fosh Futures
Limited, a company involved in the
sale and execution of equity and
interest rate derivatives. The company
grew to become one of the largest
brokers on LIFFE before its sale to
Garban Intercapital in 2000. He was
elected to the Council of Lloyd’s as
arepresentative of Novae Corporate
Underwriting Limited with effect from
February 2010 and is a non-executive
director of Ariscom, Compagnia di
Assicurazioni S.p.A. He is a member of
the Nomination Committee.

Jeremy Adams (54)
Chief Executive of Novae Syndicates
Limited and Group Risk Officer

Jeremy joined the Group in October
2001 and was appointed to the Board
in April 2004. He has spent more than
25 years in the London insurance
market, initially at Willis, before being
a founding director of Special Risk
Services and subsequently a senior
executive of Trenwick’s UK operations.



Laurie Adams* (54)
Non-Executive Director

Laurie was appointed to the Board in
July 2008. He qualified as a solicitor
at Allen & Overy and subsequently
spent over 20 years in senior legal and
compliance roles in the investment
banking industry, including Citigroup
and ABN Amro. He is a non-executive
director of Northern Rock plc and a
member of the Supervisory Council
of Citadele Bank, Latvia as a nominee
for the EBRD. He is Chairman of the
Risk Committee and a member of
the Group’s Audit and Remuneration
Committees.

David Henderson* (62)
Non-Executive Director

David was appointed to the Board

in September 2006. He began his
career specialising in personal tax

and UK trusts. From 1974 to 1984 he
was a banker at Morgan Grenfell, and
from 1984 to 1995, he was in financial
services executive recruitment with
Russell Reynolds Associates. He joined
the Board of Kleinwort Benson Group
plc as Personnel Director in 1995 and
was appointed Chief Executive of its
private banking business in 1997,

and Chairman in 2004. He is Chairman
of the Remuneration Committee

and a member of the Audit and
Nomination Committees.

Sir Bryan Carsberg* (72)
Non-Executive Director

Sir Bryan joined the Board in
September 2003. He was both Director
General of Telecommunications

(1984 to 1992) and of the Office

of Fair Trading (1992 to 1995). He

was Deputy Chairman of the UK
Accounting Standards Board (1992

to 1994) and Secretary General of the
International Standards Committee
(1995 to 2001). He holds a number of
other non-executive directorships. He
is Chairman of the Audit Committee
and a member of the Remuneration
and Nomination Committees. He

is the Senior Independent Non-
Executive Director.

David Pye* (63)
Non-Executive Director

David was appointed to the Board in
March 2010. He has 40 years’ experience
as both an underwriter and a director

in the London Company and Lloyd’s
markets. He is a non-executive director
of Independent Services Group Limited
and Chairman of Independent London

Market Services Limited. He is Chairman
of Equity Syndicate Management Limited,

the managing agency of Equity Red Star
Syndicate 218, the largest Lloyd’s motor
syndicate. He was previously Chief
Executive of Creechurch Underwriting
Limited, now part of Canopius.

He is a member of the Audit and

Risk Committees.

Tony Hambro (63)
Non-Executive Director

Tony was appointed to the Board in
January 2004. He is an associate
director of Caledonia Investments plc,
which is a major shareholder in
Novae. From 1994 to 2002 he was

an executive director of Ockham
Holdings PLC, and from 2004 to
January 2008 a non-executive director
of Marketform Group Limited. He is
currently a non-executive director

of a number of companies, including
three in India and others in the UK
and France.

*Independent Non-Executive Director

Novae Group plc » Annual Report 2010

o]
=1
@
Z.
=3
93
@
@
—
@
S.
g

sjuauidle)s [eroueury 90UBUIIA0S QIEIOCIIO':)

UOHBULIOUL 1910

f,



42

Directors’ report

The directors present their Report and the audited Financial
Statements for the year ended 31 December 2010.

Principal activities and business review

Novae Group plc is the holding company of a group which
carries on insurance business and associated financial
activities. The Business Review on pages 1 to 39, the
Corporate Governance Statement on pages 45 to 49 and the
Remuneration Committee Report on pages 50 to 57 form part
of this Report.

Results and dividend

Profit before tax was £35.1 million. The results for the
period ended 31 December 2010 are set out in full in the
Operating and Financial Review. The directors recommend
the payment of a final dividend of 12.0 pence per New
Ordinary share of £1.125 (2009: nil). An interim dividend of
3.3 pence per ordinary share of £1 was paid in October 2010
(2009: two interim dividends of 3.0 pence per share and

8.0 pence per share).

Share capital

A return of capital was approved by shareholders on 20
December 2010 and became effective on 22 December 2010.
For each ordinary share of £1 held shareholders received
either 1 B or 1 C share and eight New Ordinary Shares of
£1.125 each for every nine existing ordinary shares of £1 each.
The B shares are non-cumulative redeemable preference
shares with a nominal value of 45.0 pence, redeemable on

17 January 2011 and 16 January 2012. The C shares are non-
cumulative irredeemable preference shares with a nominal
value of 1.0 pence. Recipients of the C shares were entitled

to receive a special dividend payment of 45.0 pence per C
share payable on 21 January 2011. The C shares were then
automatically converted into deferred shares. The deferred
shares will be acquired by the Company and cancelled during
March 2011. As part of the return of capital, existing ordinary
shares of £1 each were consolidated on 23 December 2010 so
that shareholders received eight New Ordinary shares of
£1.125 each for every nine existing ordinary shares of £1 each.

www.novae.com

At 3 March 2011 there are 1,836,591 B shares with a nominal
value of 45.0 pence per share in issue and 65,085,640 New
Ordinary shares of £1.125 in issue. There are no longer any

C shares in issue. The C shares were redesignated as deferred
shares on 21 January 2011 and the resulting 16,690,769
deferred shares will be acquired and cancelled in March 2011.

There is one Default share of £1 in issue, arising from the sub-
division and consolidation of the Ordinary shares of £1 into
New Ordinary Shares of £1.125. This share will be acquired by
the Company in March 2011 and then cancelled.

Substantial shareholdings

The directors and staff own 7.8% (2009: 6.7%) of the ordinary

share capital of Novae Group plc directly and through the All

Employee Share Ownership Plan (“AESOP”) and its successor,
the Share Incentive Plan (“SIP”).

An analysis of the share register is set out in the investor
relations section of the annual report on page 119. At 3 March
2011 Novae Group plc was aware of the following beneficial
interests of 3.0% or more in the Company’s issued ordinary
share capital.

No of New Ordinary shares Percentage
Fidelity Investments 8,663,961 13.31%
The Prudential Assurance Company 7,516,735 11.55%
Schroder Investment Management 4,735,555 7.28%
Caledonia Investments 4,696,909 7.22%
Legal & General Investment Management 3,824,459 5.88%
Brederode International 3,306,941 5.08%
AXA SA 2,550,751 3.92%
Jupiter Asset Management 2,203,478 3.39%

Own shares

At 31 December 2010, shares held by trustees of the Group’s
various share incentive and deferred bonus schemes were as
follows: the Trustees of the Group’s AESOP/SIP, Novae Group
SIP Trustee Company Limited, held 671,606 New Ordinary
shares of £1.125 each (2009: 622,764 ordinary shares of

£1 each); and the Trustees of the Group’s Employee Share
Ownership Trust, Ogier Employee Benefit Trustee Limited
(which holds shares in order to meet expected future
liabilities arising from the Group’s long-term incentive plans
and deferred bonus awards) held 1,657,211 New Ordinary
Shares of £1.125 each (2009: 2,010,989 ordinary shares of

£1 each).



At 3 March 2011, the Trustees” shareholdings were as follows:
Novae Group SIP Trustee Company Limited, 696,030 New
Ordinary shares; Ogier Employee Benefit Trustee Limited,
1,657,211 New Ordinary shares.

During the year, the Trustees acquired 2,896,728 ordinary
shares of £1 each (4.0% of issued share capital) at a cost of
£9.1 million to provide for future incentive plans. During
2010, 3,044,014 ordinary shares of £1 each (4.2% of issued
share capital) vested under long-term incentive plans and
deferred bonus awards, at a value of £9.1 million. The effect of
the share consolidation was to reduce these shares in number
by 206,492. The remaining increase during the year of 48,842
shares relates to the maintenance of the Group’s AESOP/SIP.
The maximum number of own shares held during the year
was 2,341,114 shares (restated for the share consolidation,
3.6% of issued share capital).

Directors

The names of the current directors and their biographical
details are set out on pages 40 and 41. All of the directors
served throughout the period, with the exception of D ] Pye
who was appointed on 4 March 2010. A M Nichols resigned
as an executive director on 29 April 2010. Since the year
end, on 11 February 2011, P C Matson resigned as an
executive director.

Directors’ interests

The directors’ total interests in the New Ordinary
shares of £1.125 are shown below. The directors’ interests
at 31 December 2009 have been restated to reflect the
share consolidation in December 2010.

New ordinary shares of £1.125
31 December 31 December

2010 2009*
M K Fosh 818,588 810,041
P C Matson 540,095 524,843
J R Adams 537,914 520,395
O R P Corbett 365,401 350,815
J P Hastings-Bass 26,666 26,666
R D C Henderson 35,555 17,777
LP Adams 17,777 8,888
D] Pye 9,175 286
Sir Bryan Carsberg - -
A E G Hambro - -

*or at date of appointment

The movement between 31 December 2009 and 31 December
2010 reflects all of the movements in share interests during
2010, including the share consolidation in December 2010,
and movements between 31 December 2009 and 4 March
2010 disclosed in the annual report for the year ended

31 December 2009.

No director held any shares non-beneficially either at

31 December 2010 or 31 December 2009. Details of directors’
interests in the AESOBP, SIP and Long Term Incentive Plan
awards and remuneration are set out in the report on
directors’ remuneration on pages 55 to 57.

There have been no changes to the beneficial and other
interests of the directors in the shares of Novae Group plc
as shown above from 31 December 2010 to 3 March 2011.

Employees

Working relationships at Novae Group plc are based on
mutual trust and respect. The executive management team is
accessible to all staff and the Group Chief Executive holds
regular informal briefings for all staff to discuss financial,
strategic and other issues affecting the Group and its
performance. These briefings are supplemented by team
meetings held by line managers, and communication via the
intranet and through a quarterly staff bulletin.

The Group strives for equal opportunities for all present
and potential staff, and its employment practices meet all
legislative requirements, in particular those relating to
discrimination, whether on grounds of race, religion, sex,
sexuality or disability.

The Group aims to provide a safe working environment.

A detailed Health and Safety policy is incorporated in the
staff handbook and is accessible via the intranet. Reviews
are regularly undertaken to ensure that office equipment is
used safely.

Social, environmental and ethical matters

The Board, through the Risk Committee, reviews the Group’s
processes to ensure that significant risks to short and long-
term value arising from social, environmental and ethical
matters are identified and assessed, as well as opportunities
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Directors’ report continued

to enhance value that may arise from an appropriate
response. The Group has in place effective systems for
managing significant risks which, where relevant,
incorporate performance management systems

and appropriate remuneration incentives.

Community involvement

Details of the Group’s charitable donations and community
involvement can be found in the Corporate and Social
Responsibility section of the Business Review on pages 26
to 29.

Political contributions

The Group made no political contributions during the year
(2009: £nil).

Creditor payment policy and practice

Whenever possible, purchase orders are placed on the basis
of the Group’s standard terms and conditions which are
incorporated into the order documentation.

The Group's policy, in relation to all of its suppliers, is to settle
the terms of payment when agreeing the terms of the
transaction and to abide by those terms, provided that it is
satisfied that the supplier has provided the goods or services
in accordance with the agreed terms and conditions. The
Group does not follow any code or statement on payment
practice, but it is the Group’s policy to pay all of its suppliers
within 30 days of the end of the month in which it receives the
goods or services.

Where specific terms and conditions have been agreed which
vary from the Group’s standard payment terms, it accepts
responsibility to suppliers to comply with these.

The amounts due to Novae Group plc’s trade creditors at
31 December 2010 represented 28 days of average daily
purchases throughout the year.

www.novae.com

Annual General Meeting

The Notice of Annual General Meeting is enclosed with
this document.

Auditor

KPMG Audit Plc has expressed its willingness to continue in
office and, in accordance with the provisions of Section 489
of the Companies Act 2006, a resolution proposing its re-
appointment will be put forward at the forthcoming Annual
General Meeting.

Disclosure of information to auditors

Each of the directors who is a director at the date of approval
of this report confirms that:

1. So far as the director is aware, there is no relevant audit
information of which the auditors of Novae Group plc are
unaware; and

2. The director has taken all the steps that he ought to have
taken as a director in order to make himself aware of any
relevant audit information and to establish that the
auditors of Novae Group plc are aware of that information.

This confirmation is given and should be interpreted with the
provisions of Section 418(2) of the Companies Act 2006.

By order of the Board

M ] Turvey
Secretary
3 March 2011



Corporate governance statement

Combined Code

Novae Group plc has applied the principles set out in

the Combined Code on Corporate Governance (June 2008)
(“the code”) as they apply to listed companies outside the
FTSE 350 throughout the year ended 31 December 2010 and
has established arrangements which it believes are
appropriate for a group undertaking insurance business and
associated activities. Novae Group plc was, however, listed
within the FTSE 350 for part of the year ended 31 December
2009 and the code, as it applies to FTSE 350 companies,
requires that at least half the Board, excluding the Chairman,
should comprise non-executive directors deemed to be
independent. During the year ended 31 December 2010, four
of the other five non-executive directors, excluding the
Chairman, were independent for the purposes of this code.
Novae Group plc complies with all other provisions of the
code. DJ Pye was appointed as an additional independent
non-executive director with effect from 4 March 2010.

The Board

The Board is made up of a non-executive Chairman, five non-
executive directors and three executive directors. The Board
meets six times a year and additionally when necessary. At
each scheduled meeting directors are apprised of the Group’s
underwriting performance, investment performance and
financial position, together with relevant strategic issues.

Sir Bryan Carsberg is the Senior Independent Non-Executive
Director. He is available to shareholders who wish to contact
him.

The Board has a schedule of matters that it reserves for itself,
which is reviewed annually. These matters include, amongst
others, a change in the nature of the Group’s business,
material acquisitions and disposals of assets, partnership

or joint ventures involving the Group, certain capital
expenditure, dividend policy, changes in the Group’s capital
structure, approval of the Group’s financial statements and
approval of all circulars and listing particulars required by
the UK Listing Authority.

The directors bring to the Board a wide range of experience
and skills and participate fully in decisions on key issues
facing the Group. The non-executive directors have individual
and collective access to the Chairman when required. The
Group maintains appropriate insurance cover in respect of
legal action which may be brought against the directors.

The Board has four standing committees: the Audit
Committee, the Nomination Committee, the Remuneration
Committee and the Risk Committee. Their terms of reference
are available on request and are given on the Group’s website.

The attendance of directors at Board and Committee
meetings during the calendar year 2010 was as follows:

Audit Nomination Remuneration Risk
Board Committee Committee Committee Committee
Number of meetings during 2010 Attended Possible Attended Possible Attended Possible Attended Possible Attended Possible
JR Adams 7 7 - - - - - - 2 2
LP Adams 6 7 4 4 - — 2 2 2 2
Sir Bryan Carsberg 7 7 4 4 1 1 4 4 - -
O RP Corbett 7 7 - - - - - - 2 2
M K Fosh 7 7 - - 1 1 - - 2 2
A E G Hambro 3 7 - - - - - . - _
J P Hastings-Bass 7 7 - - 1 1 4 4 4 4
R D C Henderson 6 7 4 4 1 1 4 4 - -
P C Matson 7 7 - - - - - - 2
D]J Pye 5 5 2 3 - - - - 2
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Corporate governance statement continued

Chairman and Group Chief Executive

The Chairman, a non-executive director, is responsible for
the running of the Board and its meetings and ensuring that
effective communications are maintained with shareholders.
The Chairman ensures that directors receive accurate, timely
and clear information regarding the Group.

The Board is responsible to shareholders for the overall
direction and control of the Group. The Group Chief
Executive is responsible to the Board for the running of the
Group and for the management of its senior executives within
parameters set by the Board. The Group Chief Executive is
also responsible for the development, recommendation and
implementation of the Group’s strategic plans.

Board balance and independence

The non-executive directors are of sufficient calibre that
their views carry significant weight in the Board’s decision-
making process.

Five of the six non-executive directors, L P Adams, Sir Bryan
Carsberg, ] P Hastings-Bass, R D C Henderson and D ] Pye, are
independent for code purposes. They are considered to be
free from any relationship with the executive management
of the Company which would materially interfere with the
exercise of their independent judgement. A E G Hambro is
employed by Caledonia Investments plc. His presence on
the Board ensures that the shareholder perspective is given
appropriate emphasis in the Board’s deliberations and he is
in any event demonstrably independent of the Group’s
executive management.

Re-election

In accordance with the requirements of the UK Corporate
Governance Code for FTSE 350 companies, applicable for
financial years beginning 1 January 2011, all of the directors
will offer themselves for re-election at the 2011 Annual
General Meeting.

Induction, training and evaluation

Induction and training

On appointment directors are provided with a structured
induction course and are introduced to senior managers
below Board level. Directors are able to attend relevant
training courses upon joining the Board and thereafter.

www.novae.com

Supply of information

The Board is satisfied that it is provided with information in
an appropriate form and of sufficient quality to enable it to
discharge its duties.

The Company Secretary is responsible for ensuring that
Board procedures are followed and all directors have access
to his advice and services. Directors may, in the furtherance
of their duties, seek independent professional advice at the
Group’s expense.

Board evaluation

Board performance is evaluated by a detailed on-line
questionnaire, which also encompasses evaluation of the
Chairman’s and Board Committees’ performance. The
performance of the Board during 2010 has been evaluated.

Relations with shareholders

The Group Chief Executive and other executive directors
hold regular meetings with institutional shareholders to
discuss the Group’s strategy and financial performance.
The Chairman speaks to or meets leading institutional
shareholders annually. The Senior Non-Executive Director
is available to shareholders if required.

The Annual Report is designed to present a balanced and
understandable view of the Group’s activities and prospects.
The Chairman’s statement and the Operating and Financial
Review provide an assessment of the Group’s affairs and
position.

The Chairmen of each of the Audit, Remuneration and
Nomination Committees are ordinarily available to
shareholders at the Annual General Meeting, along with
all other directors, and the Chairman of the Board ensures
that investor participation in the meeting is encouraged.

The Group’s website (www.novae.com) gives access to the
Group’s share price and to other information about the
Group, its structure, its underwriting activities and its
senior personnel.



Board Committees

Remuneration Committee

The Remuneration Committee comprises the following
directors: R D C Henderson (Chairman), Sir Bryan Carsberg,
L P Adams and J P Hastings-Bass. Its report is set out on
pages 50 to 57.

Nomination Committee

Membership

The Nomination Committee comprises the following
directors: J P Hastings-Bass (Chairman), Sir Bryan Carsberg,
R D C Henderson and M K Fosh. The Committee meets
annually and additionally as required. In 2010 it met once.

Role

The Board has delegated to the Nomination Committee
responsibility for reviewing and proposing appointments to
the Board and for recommending any other changes to the
composition of the Board or of Board Committees. The
Committee selects candidates for appointment to the Board
to meet its desired composition and sets the procedure for
the appointment of new directors. It ensures that succession
plans are in place for key Board members.

Principal issues

The principal issues addressed by the Committee in 2010
were the appointment of an additional independent non-
executive director in the light of the requirements of the UK
Corporate Governance Code and succession planning for
executive and non-executive directors.

Risk Committee

Membership

The Risk Committee comprises the following directors:
L P Adams (Chairman), D J Pye and J P Hastings-Bass.
The Committee meets quarterly.

Role
Its role and activities are discussed further in the Risk
Disclosures on pages 68 to 92.

Principal issues

The principal issues addressed in 2010 were the
reorganisation of the structure of the committees within
Novae to address the requirements of Solvency II, business
continuity planning and the risk management strategy.

Audit Committee

Membership

The Audit Committee comprises Sir Bryan Carsberg
(Chairman), R D C Henderson, D J Pye and L P Adams.

The Committee meets quarterly. The Board has determined
that Sir Bryan Carsberg, a chartered accountant, has “recent
and relevant financial experience” as required by the code.

Role

The Board has delegated to the Committee responsibility for
overseeing the financial reporting and internal control of the
Group and for maintaining an appropriate relationship with
external auditors. The main role of the Committee is to
encourage and safeguard the highest standards of integrity,
financial reporting, risk management and internal control.
In doing this, the principal responsibilities of the
Committee include:

¢ Reviewing the form and content of and monitoring the
integrity of the Company’s and the Group’s financial
statements

¢ Monitoring and reviewing the arrangements for ensuring
the objectivity and effectiveness of the external and
internal audit functions

¢ Recommending to the Board the appointment,
re-appointment or removal of the external auditors

¢ Reviewing the adequacy and effectiveness of the Group’s
internal controls and risk management systems

¢ Reviewing and monitoring the Group’s ethical standards,
procedures for ensuring compliance with regulatory and
financial reporting requirements and its relationship with
the relevant regulatory authorities
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Corporate governance statement continued

To assist the Commiittee in fulfilling its role, a number of
senior executives were invited to attend its meetings. These
included the Group Chief Executive, the Chief Financial
Officer, the Group Financial Controller, the Group Internal
Auditor, the Chief Information Officer and the Group Actuary.
The Group’s external auditor was also invited to attend each
meeting of the Committee. During the year the Committee
met with the Group Internal Auditor and the Group’s external
auditors without executive management present. This
provided an opportunity for the internal and external
auditors to raise any matters of concern in confidence.

No such issues were raised in 2010.

Principal issues

The principal issues addressed during 2010 included claims
reserving gross and net of reinsurance; the reserving process;
capital modelling and pricing; developments in and
compliance with financial accounting requirements; the
preparatory work for meeting the requirements under
Solvency II due in 2012; the internal audit plan and reports;
and the risk management system.

External auditors

The Group auditors, KPMG Audit Plc, have provided
assurance services to the Novae Group for over 10 years (with
audit partner rotation as appropriate). The Committee keeps
the desirability of market testing under review, having regard
to the costs of change and the benefits of a fresh review.

Non-assurance services

In 2003 the Group adopted a policy covering the provision of
non-assurance services to the Group by the external auditor.
Fees for assurance services are defined for this purpose as the
aggregate of amounts paid or due for statutory audit and
external actuarial review.

This policy was introduced to enhance the governance
around the provision of such services and to provide a clear
and transparent framework to ensure the objectivity and
independence of external auditors. Under the policy there is a
cap on the aggregate amount paid or due for non-assurance
services, expressed as a percentage of the aggregate amount
paid or due for assurance services. The written approval of

www.novae.com

the Audit Committee is required if this reaches 25% and in
any event if there is a perceived conflict of interest between
assurance and non-assurance services. The overall amount of
fees paid or due to external auditors for both assurance and
non-assurance services is subject to formal annual review by
the Audit Committee.

The Audit Committee is satisfied that the external auditors
remain independent.

The full terms of reference of all the committees of the Board
are available on www.novae.com or from the Company
Secretary.

All of the Board committees received information and
support from management during the year to enable them
to carry out their duties and responsibilities effectively.

All of the committees have access to appropriate external
independent advice.

Internal control

The Board, although retaining ultimate responsibility for its
operation, has delegated the review of the effectiveness of the
system of internal controls to the Audit Committee. Such a
system, however, is designed to manage rather than eliminate
the risk of failure to achieve business objectives and can only
provide reasonable assurance against material mis-statement
or loss, and of the safeguarding of assets, the maintenance of
proper accounting records, the reliability of financial
information, compliance with appropriate legislation, Lloyd’s
and FSA regulation and best practice and the identification
and management of business risk.

The Group internal audit function, reporting to the Audit
Committee, operates independently of the other aspects of
the Group’s management structure. It continually reviews the
Group’s system of internal controls.

Detailed implementation of the system of internal financial
control throughout the Group has been delegated to
executive management by the Board. These controls include
financial controls that assist the Board in meeting its
responsibilities for the integrity and accuracy of the Group’s
accounting records. The Group’s financial statements,
prepared from these records, comply with generally accepted
accounting principles.



The Board exercises control over appropriate strategic,
financial, operational and compliance issues. There is a
clearly defined organisational structure with established lines
of reporting and decision-making authority. Performance is
monitored against pre-established targets contained in
budgets and annual plans.

Details concerning risk management are provided on pages
68 to 92. The Board considers the information it receives to be
sufficient to enable it to review the effectiveness of the
Company’s system of internal control in accordance with
Turnbull guidance.

Going concern

See page 92.

Compliance with code provisions

Novae Group plc’s compliance with the code’s provisions
(C1.1, C2.1, C3.1-C3.7), and the statement relating to the
going concern basis adopted in preparing the financial
statements, has been reviewed by the Group’s auditors, KPMG
Audit Plc, in accordance with the guidelines published by the
Auditing Practices Board.

By order of the Board

M ] Turvey
Secretary
3 March 2011

Novae Group plc » Annual Report 2010

MOTAJI ssauIsng

Q
=]
=
o
o
=
()
=3
(e}
o
g
o
=3
o
=3
o
@

Sjuauralels feroueul]

UONBUWLIONUT 19U}




Remuneration Committee report

UNAUDITED SECTION

This report sets out the remuneration policy for the
Company'’s directors, describes its implementation and
discloses the amounts payable in respect of 2010, and sets out
the policy for the forthcoming and, to the extent possible,
future financial years.

This report has been prepared in accordance with the Large
and Medium-sized Companies and Groups (Accounts and
Reports) Regulations 2008. It also meets the relevant
requirements of the listing rules of the Financial Services
Authority (“FSA”) and describes how the Board has applied
the principles of good governance relating to the directors’
remuneration contained in the Combined Code for the year
under review and the new UK Corporate Governance Code in
respect of the policy in future years.

A resolution to approve the report will be proposed at the
Annual General Meeting of Novae Group plc, at which the
Chairman of the Remuneration Committee will be available
to answer questions on remuneration policy. Those sections
of the report that are required to be audited have been
identified as such.

The report covers the following:

¢ The Committee’s objectives, membership and main
activities in 2010

¢ A statement of Novae's remuneration policy and practice
for executive directors, senior executives as well as
describing our policy and practice for all employees where
relevant

¢ Commentary on the alignment between remuneration and
Novae's strategy

* A description of Novae’s all employee share plans and
share incentive plans

* Policy and fees payable to non-executive directors
(“NEDs”)

* Tables summarising the 2010 position on:
- Directors’ remuneration
— Executive directors’ pension arrangements
— Directors’ interests in share-based incentive plans

— Directors’ interest in shares

www.novae.com

Role of the Committee

The Committee’s role is to determine and recommend to the
Board the broad policy for the remuneration of the Company’s
executive directors and other senior employees of the Group.
The principal responsibilities of the Committee include:

e Determining individual arrangements for the remuneration
of the executive directors, the Chairman, the Company
Secretary and employees whose base annual salary exceeds
£175,000

¢ Determining the remuneration policy for employees whose
base annual salary exceeds £100,000

* Reviewing the balance of total compensation between fixed
pay (base salary, benefits and pension contributions) and
performance-linked elements (annual bonus and long-
term incentives)

* Reviewing the Group’s approach to contractual terms on
the termination of senior employees

¢ Ensuring compliance with the UKLA Listing Rules, the
Combined Code (from 2011, the UK Corporate Governance
Code), the Companies Act 2006 and Schedule 8 to the Large
and Medium-sized Companies and Groups (Accounts and
Reports) Regulations 2008

* Being responsible for the selection of and setting the terms
of reference for remuneration consultants

¢ Ensuring that no director or employee of the Group is
involved in any decision as to his or her own remuneration

The full terms of reference of the Committee are available on
www.novae.com or from the Company Secretary.

The composition of the Committee

The members of the Committee in 2010 were:

R D C Henderson (Chairman)
L P Adams

Sir Bryan Carsberg

J P Hastings-Bass

Meetings and attendance:
The Committee met four times during 2010. All members
attended all four meetings.

To assist the Commiittee in fulfilling its role, a number of
senior executives were invited to attend its meetings. These
have included the Group Chief Executive, the Chief Financial



Officer, the Group Company Secretary and Legal Counsel and
the Group Director of HR. When these individuals attend
meetings of the Committee, they play no part in the
determination of their own remuneration arrangements.

The Committee has also taken advice from Hewitt New
Bridge Street (“HNBS”) on directors’ remuneration. Aon, the
parent company of HNBS, provides reinsurance brokerage
services for Novae. In providing these other services the
Committee is satisfied that there are no conflicts of interest.

Committee activities during 2010

Having conducted a comprehensive review of Novae’s
practices following the publication last year of the FSA
Code of Practice on Remuneration (with which the
Company is not formally required to comply but which it
wished to review in order to ensure it is observing good
practice over its remuneration policies), the Committee has
taken its findings into account (more detail is set out below)

Ensured, through the operation of appropriate
remuneration policies, effective risk management on each
constituent element of reward

The Committee has actively considered how best to
respond to the changes outlined in the revised combined
UK Corporate Governance Code and associated guidance

Benchmarked both Novae’s approach to remuneration
generally and the current level of remuneration for
executive directors

Implemented changes to the structure of Novae’s annual
bonus plan and considered further improvements and
refinements for the future

Within the current rules, considered changes to the
operation of Novae’s LTIP scheme performance measures
as well as the participant population

Remuneration policy

The Committee considers it important that there is strong
alignment between the remuneration policy for senior

executives and (i) the Group’s strategy, (ii) the interests of

shareholders and (iii) the remuneration of less senior

employees generally. Senior executives (as well as employees
across the Group) should be well rewarded, on a market
competitive basis, for the delivery of stretching goals, but
should receive reduced awards when business performance
is below that required by the Board and shareholders.

To achieve this alignment and to reflect both the market
place in which Novae operates and the risk-taking nature
of the business, the following principles are applied:

e Save for when it is evident through benchmarking
of total reward that an individual is below market within
Novae’s particular sector, executive directors have not been
considered for a salary increase. Only one executive
director has been awarded a salary increase since 2007

* When company performance is very good, high levels of
variable pay are applied by reference to the market

* To manage risk within the variable compensation elements
through the application of caps for reward, using longer-
term performance periods and increasingly paying these
elements in shares and subject to deferral. Clawback
provisions have also been agreed in respect of all future
awards made under the bonus and long-term incentive
plans as detailed below
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¢ Considering pay and conditions in the rest of the workforce
outside the senior management population. By applying a S

continuum in respect of the principles employed for senior
directors i.e. benchmarking against a reliable set of salary
surveys and only increasing salaries where the data
produces clear evidence to do so, and rewarding individual
performance through variable pay when group
performance permits
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The following chart shows the proportionate breakdown of
directors’ remuneration at target and maximum
performance. Target performance assumes a bonus payment
of 50% of the maximum and a value of the LTTP of 55% of the
face value of the award at grant. Maximum performance

assumes maximum bonus is payable and all LTIP awards are
released. Share price movements are not taken into account.

Fig. 11 Proportionate breakdown of
directors’ remuneration
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Remuneration committee report continued

Annual base salary

As a function of a benchmarking exercise in 2009, the
Committee agreed an increase for one executive director
which took effect on 1 April 2010 (see below). In September
2010, the executive directors’ salaries were benchmarked
again as part of a larger benchmarking review of the entire
remuneration policy.

Three specific groups were used for comparator purposes:
(1) a specific group of non-life insurers, (2) a financial group
comprising 19 financial companies (excluding consumer
finance companies, investment trusts and non-life insurers);
and (3) a general group comprising 20 FTSE companies
immediately above and 20 below Novae in terms of market
capitalisation.

The benchmarking exercise confirmed that base salary levels
are generally set at levels below the median and mean both
of Novae’s comparator group as well as the wider market
capitalisation related group. Set out below are the base
salaries for the executive directors at 31 December 2010, with
comparative information for the previous two financial years.

2010 2009 2008

£ £ £
J R Adams 260,000 260,000 260,000
ORP Corbett 275,000 275,000 275,000
M K Fosh 340,000 340,000 340,000
P C Matson 275,000 260,000 260,000
Benefits

Novae provides life insurance, private healthcare insurance
and long-term disability insurance for executive directors on
terms identical to those offered to all employees. Unusually
by market standards, car and fuel benefits, or a cash
equivalent sum, are not offered.

Pensions

Executive directors are treated in the same way as other staff
in respect of pension arrangements. A contribution set by
reference to a percentage of base salary is paid into the
Group’s money purchase scheme or, at an individual’s
option, to a pre-existing pension scheme. The percentage is
determined by reference to age with contributions in respect
of three executive directors at 31 December 2010 being set
at 18.5% and for the other executive director, O R P Corbett,
at 16.5%.

www.novae.com

There have been no changes to the terms on which directors’
pension contributions were made during the year. There are
no unfunded promises or similar arrangements for directors.

Annual bonus plan

Recognising the constraint around base salary levels, the
annual bonus plan is designed to provide a significant
potential reward for executives with a strong emphasis on
share-based deferral. In order to be eligible to receive a
bonus, executive directors and other non-underwriting
employees are required to meet pre-set specific targets.

For 2010, the maximum annual bonus potential continued to
be capped at 3.0x an executive’s salary, provided the executive
elects to take the entire bonus in the form of shares. To the
extent the executive elects to receive the bonus in cash, the
amount is scaled back by 50%. Accordingly, the maximum
cash bonus level for 2010 was 1.5x salary.

To the extent an executive director takes the share alternative,
half of the total bonus award will be released in equal
tranches on the first, second and third anniversary of the
award date, provided that the executive director in question
is a continuing employee or good leaver on those dates.

From 2011, the payment structure of the bonus will be
changed to take account of market practice, amendments to
the FSA Code of Practice on Remuneration and to facilitate
the application of the clawback facility which the Committee
is implementing. The Committee considers that the rigorous
performance management target-setting process coupled
with the significant long-term share-based deferral
significantly reduces the risk profile of the annual bonus plan.
The annual bonus arrangements encompass three aspects,
affordability, stretching financial targets and non-financial
targets. Affordability is assured through setting out in
advance a financial trigger point which must be met before a
bonus pool is initiated. Stretching financial targets are set by
reference to the cost of capital and financial forecasts laid
down during the budgeting process. The non-financial targets
are arrived at through the Group’s strategic objectives as well
as regulatory and compliance obligations. Awards continue to
be deferred with an equal tranche of shares being released
over a three year period and in future years will be subject to
a clawback provision. Such provisions will be actioned in the
event of a mis-recording of company financial results or any
other matter deemed a sufficient breach of the Group’s

stated approach.



2007 Long Term Incentive Plan

The 2007 Long Term Incentive Plan (“LTIP”) was adopted at
the 2007 Annual General Meeting and is the sole long-term

equity incentive arrangement in which executives currently
participate.

Awards may not normally exceed 200% of annual base salary.
However, awards made to date have generally been below
that level, for instance award levels in 2010 were equivalent
in value to 80% of base salary (by reference to the market
value of the shares at the date of grant). This grant level has
been determined taking account of the overall value of the
package and level of challenge in the performance
conditions.

During the year the LTIP was reviewed by the Committee

to ensure compliance with best practice and the prevailing
market trends. The scheme was considered fit for the purpose
save for the fact that share awards do not carry an entitlement
to dividends over the vesting period.

Therefore, a resolution will be proposed at the forthcoming
AGM to amend the rules of the LTIP to include dividends for
vested shares over the performance period. The Committee
believes that this change best ensures alignment of
shareholders’ interests through encouraging through the LTIP
a progressive dividend policy, aligning executives’ rewards
with total shareholder returns and to reflect standard market
practice. Grant levels and performance conditions have taken
into account the additional value of this dividend equivalent.

Awards granted in prior years under the 2007 LTIP have

been subject to two performance conditions, each applying
to one half of the award. The first performance condition

has been based on growth in net asset value (NAV), where a
sliding scale range of growth has been set in excess of the risk
free rate. The second performance condition has been based
on Novae’s total shareholder return (TSR) against a peer group
of companies drawn from the FTSE non-life insurance sector.

The Committee has reviewed the effectiveness of

the performance conditions and considers that a TSR
performance condition has some practical limitations due
to a decreasing number of suitable comparators. It considers
that the NAV performance condition (growth in excess of the
risk free rate) is still an effective performance condition.

Following this review, for future awards an NAV growth range
measured over three years will determine the following level
of vesting.

Average annual NAV
growth over three years

(post-tax basis of calculation) Percentage of an award vesting

Risk free rate +5% p.a.
or less pre-tax 0%

Between 0% and 100% on a
straight line basis

Between risk free rate +5% p.a.
and +10% p.a. pre-tax

Risk free rate +10% p.a.
or more pre-tax 100%

There is to be a further alteration to create two independent
hurdles with NAV representing 75% of any possible vesting
and TSR 25%. The TSR comparator group continues to be
made up of Amlin, Beazley, Catlin, Chaucer, Hardy, Hiscox
and Omega.

Performance conditions are verified by HNBS on behalf of
the Committee.

The risk profile of the LTIP is mitigated through the following
design features:

¢ The balance of complementary performance measures

* The overlapping three year performance periods for
consecutive annual awards meaning that sustainable
performance is rewarded without there being undue
focus on a particular financial year’s performance

Novae Group plc » Annual Report 2010
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Remuneration committee report continued

The Share Incentive Plan (the “SIP”)

Under the SIB, the Group matches 2:1 the Partnership shares
bought by employees with Matching shares. These are subject
to a statutory maximum and are held in trust for a prescribed
period. Executive directors are entitled to participate in the
SIP on the same terms as for other employees.

Service agreements

It is Novae’s policy that executive directors should have
service agreements with an indefinite term, subject only
to normal retirement age. The current service contracts of
directors serving during 2010 were entered into on similar
terms on the dates shown below.

Name Date of contract
J R Adams 2 April 2008
O R P Corbett 2 April 2008
M K Fosh 2 April 2008
A M Nichols 2 April 2008

All executive directors have contractual notice periods of

12 months. The contractual provisions on termination of
employment are, in each case, 12 months’ salary and benefits,
inclusive of such bonuses, if any, as may have been earned
under the bonus rules and targets.

Non-executive directors

All non-executive directors have contracts for services and
their remuneration is determined by the Board based on
recommendations made by the executive directors, subject

to the relevant provisions in the Company’s Articles of
Association. Non-executive directors are not eligible to
participate in any of the Group’s incentive or pension schemes.

The current non-executive directors, the date of their
appointment and the expiry date of their current three-year
term are as follows:

Date of directorship Current three-year term expires

L P Adams 31 July 2008 31 July 2011
Sir Bryan Carsberg 12 September 2003 12 September 2012
AE G Hambro 15 January 2004 15 January 2013
J P Hastings-Bass 24 May 2007 24 May 2013
R D C Henderson 18 September 2006 18 September 2012
D] Pye 4 March 2010 4 March 2013

www.novae.com

The annual fees are as follows:

e Chairman: £96,250
¢ Senior Independent Non-Executive Director: £70,000
¢ Other non-executive directors: £35,000 for the
Group Board plus £10,000 for membership of the NSL,
and prior to 11 October 2010, NICL boards

With the exception of the Chairman and Senior Independent
Non-Executive Director, to whom no additional fees are paid,
the non-executive directors are also paid additional annual
fees for chairing or being a member of committees of the
Board, as follows:

¢ Audit Committee: chairman £5,000, membership £2,500
¢ Risk Committee: chairman £5,000, membership £2,500
¢ Remuneration Committee: chairman £5,000,
membership £2,500
¢ Nomination Committee: chairman £2,500,
membership £1,250

Share ownership guidelines

Executive directors are required to retain no less than 50% of
the net of tax value from vested share awards until such time
as a shareholding equivalent to 100% of their rate of base
salary has been achieved. The definition of shareholding
includes deferred bonus shares. Shares are valued for
ownership guideline purposes at NAV.



AUDITED SECTION

The following sections of this report which have been subject to audit, set out the interests and remuneration of the directors
during the year ended 31 December 2010.

Directors’ remuneration in 2010

This section of the report sets out the remuneration that was paid to the directors who served during the year ended
31 December 2010.

Year ended Deferred Year ended
31 December bonus 31 December
Annual  Annual 2010 payable Total  Year ended 2009  Year ended
bonus bonus Payments excluding in shares including 31 December excluding 31 December
payable  payable inlieu of deferred over three deferred 2010 deferred 2009
Salary  Benefits in cash inshares dividends® Fees element years* element Pension element® Pension
£000 £000 £000 £000 £000 £000 £000 £7000 £000 £000 £000 £000
Executive directors

M K Fosh 340 7 - 459 34 - 840 459 1,299 63 418 63
J R Adams 260 5 - 351 26 - 642 351 993 48 319 48
O R P Corbett 275 6 - 371 27 - 679 371 1,050 45 338 45
P C Matson 271 2 371 - 26 - 670 - 670 50 319 48
A M Nichols®” 7 4 - 77 20 - 178 77 255 14 286 43

Non-executive directors
J P Hastings-Bass - - - - - 94 94 - 94 - 83 -
LP Adams - - - - - 50 50 - 50 - 33 -
Sir Bryan Carsberg - - - - - 69 69 - 69 - 65 -
A E G Hambro® - - - - - 43 43 - 43 - 30 -
R D C Henderson - - - - - 51 51 - 51 - 39 -
D] Pye - - - - - 41 41 - 41 - - -
1,223 24 371 1,258 133 348 3357 1258 4,615 220 1,930 247

Bonus awards made annually to executive directors are rewarded at the discretion of the Remuneration Committee and are
calculated by reference to a corporate scorecard which encompasses annually set financial and non financial targets.
! AM Nichols resigned from the Board on 29 April 2010 but continued to be employed by Novae; the remuneration disclosed in the table relates to the period during which he was a

director. Subsequent to his resignation he received the following remuneration: salary £155,000; benefits £7,000; annual bonus payable in shares £155,000; deferred bonus payable
in shares over three years £155,000; pension £29,000

N

remuneration paid directly to this director’s employer

w

being payments in relation to dividends accrued on deferred bonuses payable in shares during the year

-

the deferred bonus in respect of 2010 is payable in shares in three equal instalments in March 2012, 2013 and 2014 provided either the director has not given notice or the
Remuneration Committee has deemed him a good leaver (as defined)

@

the deferred bonus in respect of 2009 was paid in shares and is subject to claw back in three equal instalments in March 2011, 2012 and 2013. It was awarded as follows: M K Fosh
£68,000; ] R Adams £52,000; O R P Corbett £55,000; P C Matson £52,000; A M Nichols £46,000
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Remuneration committee report continued

Directors’ interests in share-based long-term incentive plans

Directors’ interests in the 2005 and 2007 LTIPs were as follows:

During

During

During

At the year the year the year At Date from Market Market
Name of Date of 31/12/09! Awarded Vested Lapsed 31/12/10 which price price
award award No No No No No exercisable on award at vesting
M K Fosh 2005 LTTP 8/1/07 106,509 - 106,509 - - 8/1/10 £3.45 £2.98
2007 LTTP 14/5/07 46,988 - 21,854 25,134 - 14/5/10 £4.15 £3.12

2007 LTTP 14/3/08 155,000 - - - 155,000 14/3/11 £3.40

2007 LTTP 6/3/09 181,500 - - - 181,500 6/3/12 £2.86

2007 LTTP 26/3/10 - 75,000 - - 75,000 26/3/13 £2.95
] R Adams 2005LTIP  8/1/07 106,509 - 106,509 - - 8/1/10 £3.45 £2.98
2007 LTIP  14/5/07 35,241 - 16,390 18,851 - 14/5/10 £4.15 £3.12

2007 LTIP  14/3/08 155,000 - - - 155,000 14/3/11 £3.40

2007 LTTP 6/3/09 181,500 - - - 181,500 6/3/12 £2.86

2007 LTTP 26/3/10 - 75,000 - - 75,000 26/3/13 £2.95
O R P Corbett 2005 LTTP 8/1/07 106,509 - 106,509 - - 8/1/10 £3.45 £2.98
2007 LTTP 14/5/07 37,590 - 17,483 20,107 - 14/5/10 £4.15 £3.12

2007 LTTP 14/3/08 155,000 - - - 155,000 14/3/11 £3.40

2007 LTTP 6/3/09 181,500 - - - 181,500 6/3/12 £2.86

2007 LTTP 26/3/10 - 75,000 - - 75,000 26/3/13 £2.95
P C Matson 2005LTIP  8/1/07 106,509 - 106,509 - - 8/1/10 £3.45 £2.98
2007 LTIP  14/5/07 35,241 - 16,390 18,851 - 14/5/10 £4.15 £3.12

2007 LTIP  14/3/08 155,000 - - - 155,000  14/3/11 £3.40

2007 LTIP 6/3/09 181,500 - - - 181,500 63/12 £2.86

2007 LTIP 26/3/10 - 75,000 - - 75,000 26/3/13 £2.95
A M Nichols? 2005 LTTP 8/1/07 106,509 - 106,509 - - 8/1/10 £3.45 £2.98
2007 LTIP 14/5/07 35,241 - 16,390 18,851 - 14/5/10 £4.15 £3.12

2007 LTIP 14/3/08 155,000 - - - 155,000 14/3/11 £3.40

2007 LTIP 6/3/09 80,000 - - - 80,000 6/3/12 £2.86

2007 LTIP 26/3/10 - 75,000 - - 75,000 26/3/13 £2.95

! For awards pre-May 2008, the share price and number of awards have been adjusted to reflect the 1-for-10 share consolidation in May 2008.

2 Resigned 29 April 2010.

Vesting conditions of all awards are summarised in note 12(c) to the financial statements.

www.novae.com



The Share Incentive Plan

The participations of the executive directors in the SIP (and its
predecessor AESOP) are shown below. They are not included
in the schedule of directors’ interests shown on page 43. Each
executive director purchased the maximum number of shares
possible throughout the year and was awarded corresponding

Matching shares. All figures reflect the 8-for-9 share

consolidation.
At31 At31
December Granted in December
2010 2010 2009
Partnership shares
J R Adams 3,435 450 2,985
O R P Corbett 2,857 450 2,407
M K Fosh 2,857 450 2,407
P C Matson 1,922 450 1,472
A M Nichols (resigned 29 April 2010) 2,857 450 2,407
Matching shares
J R Adams 6,872 900 5,972
O R P Corbett 5,716 900 4,816
M K Fosh 5,716 900 4,816
P C Matson 3,845 900 2,945
A M Nichols (resigned 29 April 2010) 5,716 900 4,816

Share dilution limits

As at 31 December 2010 Novae’s issued share capital was
65,085,640 ordinary shares. Not more than 10% of Novae’s
issued share capital may be issued for all share incentive
schemes operated by the Company in any ten year period.
There is no limit on the extent to which existing shares
acquired in the open market may be used to satisfy

equity incentives.

As at 31 December 2010 grants under the 2007 LTIP
amounted to 4,966,000 shares, representing approximately
7.6% of the current issued share capital. As at that date the
Employee Benefit Trust owned 1,657,211 shares excluding
those earmarked for the SIP or its predecessor All
Employee Share Ownership Plan.

Performance graph

The following graph shows Novae’s performance, measured

by TSR, compared with the performance of the FTSE All Share

(Insurance) sector index, also measured in TSR.

rig. 12 Novae share performance - change in value
of £100 invested
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Outside directorships

The Board permits executive directors to sit as a non-
executive director on the board of one other company. The
Board believes that outside directorships add to directors’
business experience and that, as a result, the Group derives
benefit. Any such director is permitted to retain his fee for
such services.

O R P Corbett is a non-executive director of Rathbone
Brothers plc. M K Fosh was elected as an external member
of the Council of Lloyd’s for a three year term with effect
from 1 February 2010. In addition, M K Fosh was appointed
a non-executive director of Ariscom, Compagnia

di Assicurazioni S.p.A., an Italian insurance carrier, on

22 April 2010. No other executive director currently holds

a non-executive directorship outside the Group.

A resolution to approve this report will be put to shareholders

at the Annual General Meeting.

Approved and signed on behalf of the Board

R D C Henderson
Chairman, Remuneration Committee
3 March 2011
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Statement of Directors’ responsibilities in respect of the annual report and

the financial statements

The directors are responsible for preparing the annual report
and the Group and parent company financial statements, in
accordance with applicable law and regulations.

Company law requires the directors to prepare Group and
parent company financial statements for each financial year.
Under that law, the directors are required to prepare the
Group financial statements in accordance with International
Financial Reporting Standards (“IFRS”) as adopted by the EU
and applicable law and have elected to prepare the parent
company financial statements in accordance with UK
Accounting Standards and applicable law (UK Generally
Accepted Accounting Practice).

Under company law the directors must not approve the
financial statements unless they are satisfied that they give
a true and fair view of the state of affairs of the Group and
parent company and of their profit or loss for that period.
In preparing each of the Group and parent company
financial statements, the directors are required to:

¢ Select suitable accounting policies and then apply
them consistently

* Make judgements and estimates that are reasonable
and prudent

¢ For the Group financial statements, state whether they
have been prepared in accordance with IFRS as adopted
by the EU

 For the parent company financial statements, state
whether applicable UK Accounting Standards have been
followed, subject to any material departures disclosed and
explained in the parent company financial statements

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

The directors are responsible for keeping adequate
accounting records that are sufficient to show and explain the
parent company’s transactions and disclose with reasonable
accuracy at any time the financial position of the parent
company and enable them to ensure that its financial
statements comply with the Companies Act 2006. They have
general responsibility for taking such steps as are reasonably
open to them to safeguard the assets of the Group and to
prevent and detect fraud and other irregularities.

Under applicable law and regulations, the directors are also
responsible for preparing a Directors’ Report, Remuneration
Report and Corporate Governance Statement that comply
with that law and those regulations.

The directors are responsible for the maintenance and
integrity of the corporate and financial information included
on the company’s website. Legislation in the UK governing
the preparation and dissemination of financial statements
may differ from legislation in other jurisdictions.

Statement of Directors’ responsibilities pursuant to the disclosure and transparency rule 4

The directors confirm that, to the best of each
person’s knowledge:

¢ The Group and company financial statements, prepared in
accordance with the applicable set of accounting
standards, give a true and fair view of the assets, liabilities,
financial position and results of the company and the
Group taken as a whole.

¢ The business review contained in this report (on pages 1 to
39) includes a fair review of the development and

performance of the business and the position of the Group.

www.novae.com

In addition, the risk disclosures (on pages 68 to 92) describe
the principal risks and uncertainties faced by the Group.

Approved and signed on behalf of the Board

J P Hastings-Bass
Chairman
3 March 2011



Independent auditors’ report to the members of Novae Group plc

We have audited the financial statements of Novae Group plc
for the year ended 31 December 2010 (set out on pages 60 to
115). The financial reporting framework that has been applied
in the preparation of the Group financial statements is
applicable law and International Financial Reporting
Standards (“IFRSs”) as adopted by the EU. The financial
reporting framework that has been applied in the preparation
of the parent company financial statements is applicable law
and UK Accounting Standards (UK Generally Accepted
Accounting Practice).

This report is made solely to the company’s members,

as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. 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 auditors’ 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.

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities
Statement set out on page 58, the directors are responsible
for the preparation of the financial statements and for being
satisfied that they give a true and fair view. Our responsibility
is to audit, and express an opinion on, the financial
statements in accordance with applicable law and
International Standards on Auditing (UK and Ireland). Those
standards require us to comply with the Auditing Practices
Board’s (APB’s) Ethical Standards for Auditors.

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements
is provided on the APB’s website at:
www.frc.org.uk/apb/scope/UKP.

Opinion on financial statements

In our opinion:

¢ The financial statements give a true and fair view of the
state of the Group’s and of the parent company’s affairs as
at 31 December 2010 and of the Group’s profit for the year
then ended

¢ The Group financial statements have been properly
prepared in accordance with IFRSs as adopted by the EU

¢ The parent company financial statements have been
properly prepared in accordance with UK Generally
Accepted Accounting Practice

The financial statements have been prepared in
accordance with the requirements of the Companies Act
2006; and, as regards the Group financial statements,
Article 4 of the IAS Regulation

Opinion on other matters prescribed by the
Companies Act 2006

In our opinion:

The part of the Directors’ Remuneration Report to be
audited has been properly prepared in accordance with
the Companies Act 2006

The information given in the Directors’ Report for the
financial year for which the financial statements are
prepared is consistent with the financial statements

Matters on which we are required to report
by exception

We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to report to
you if, in our opinion:

Adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been received from branches not visited by us

The parent company financial statements and the part of
the Directors’ Remuneration Report to be audited are not
in agreement with the accounting records and returns

Certain disclosures of directors’ remuneration specified
by law are not made

We have not received all the information and explanations
we require for our audit

Under the Listing Rules we are required to review:

The directors’ statement, set out on page 92, in relation to
going concern

The part of the Corporate Governance Statement relating
to the company’s compliance with the nine provisions of
the June 2008 Combined Code specified for our review

Certain elements of the report to shareholders by the
Board on directors’ remuneration

Rees Aronson (Senior Statutory Auditor)
For and on behalf of KPMG Audit Plc, Statutory Auditor

Chartered Accountants
15 Canada Square
London E14 5GL

3 March 2011
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Consolidated income statement
for the year ended 31 December 2010

Year ended Year ended
31 December 31 December
2010 2009
Note £m £m
Gross premium revenue 2 528.7 389.1
Less premium ceded to reinsurers 2 (98.1) (85.5)
Net premium revenue 430.6 303.6
Investment income 3 254 31.0
Fees and commission income 4 1.4 1.1
Total revenue (net of premium ceded to reinsurers) 457.4 335.7
Gross claims incurred 5 (338.8) (243.5)
Reinsurers’ share of claims incurred 5 81.4 48.8
Net claims incurred (257.4) (194.7)
Policy acquisition costs 6 (100.1) (70.8)
Operating expenses 7 (60.1) (52.9)
Net foreign exchange gains/(losses) 10 4.0 (12.1)
Operating profit 43.8 5.2
Financing costs 8 (8.7) (1.0
Profit before income taxes 35.1 4.2
Comprises:
Underlying profit before income taxes and currency loss
on non-monetary items/restructuring costs 36.2 17.7
Notional currency loss on non-monetary items 10 (0.2) (13.5)
Restructuring costs 7 (0.9) -
Income taxes 11 (10.5) 22.2
Profit for the year attributable to shareholders 24.6 26.4
Earnings per share
Basic earnings per share 14 34.1p 36.8p
Diluted earnings per share 14 33.8p 36.1p
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Consolidated balance sheet

at 31 December 2010

31 December 31 December
2010 2009
Note £m £m
Assets
Intangible assets 15 8.4 9.7
Property, plant and equipment 16 1.5 1.1
Deferred acquisition costs 17 50.4 32.7
Deferred tax assets 18 36.3 45.3
Reinsurance contracts 19 369.7 388.7
Insurance and other receivables 20 221.1 177.3
Financial assets 21 728.8 736.7 -
Cash and cash equivalents 22 415.2 296.7 o
Total assets 1,831.4 1,688.2 %
Liabilities
Insurance contracts 23 (1,342.5) (1,210.0) =
Financial liabilities, due after one year 24
Loan notes (22.9) (22.4)
Subordinated notes (68.8) (69.1)
Insurance and other payables 25 (103.6) (73.0)
Total liabilities (1,537.8) (1,374.5) L
Net assets 293.6 313.7 o
Shareholders’ equity &
Share capital 26 73.2 73.2 S
Share premium 26 34.2 67.1 §
Merger reserve 26 69.6 69.6 %
Retained earnings 26 116.6 103.8
Total shareholders’ equity 293.6 313.7
Net asset value per share (restated for the share consolidation) 14 462.9p 490.7p
Net tangible asset value per share (restated for the share consolidation) 14 449.7p 475.5p _

These financial statements were approved by the Board of Directors on 3 March 2011 and were signed on its behalf by:

J P Hastings-Bass
Chairman

O R P Corbett
Chief Financial Officer
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Statement of comprehensive income
for the year ended 31 December 2010

Year ended Year ended
31 December 31 December
2010 2009
Note £m £m
Profit for the year attributable to shareholders 24.6 26.4
Other comprehensive income:
Change in fair value hedges 24 (2.5) -
Total comprehensive income recognised 22.1 26.4
Consolidated statement of changes in equity
for the year ended 31 December 2010
Share Profit
Share premium Merger and loss
capital account reserve account Total
£m £m £m £m £m
Year ended 31 December 2010
Total recognised income for the year - - - 22.1 22.1
Decrease in share-based payment reserve - - - (1.1) (1.1
Transactions with owners recorded directly in equity:
— Acquisition of treasury shares, net of LTIP shares vested - - - - -
—Issue B and C shares (note 26) - (32.9) - - (32.9)
—Dividends paid (note 13) - - - (8.2) (8.2)
Net (decrease)/increase in equity - (32.9) - 12.8 (20.1)
As at 31 December 2009 73.2 67.1 69.6 103.8 313.7
As at 31 December 2010 73.2 34.2 69.6 116.6 293.6
Share Profit
Share premium Merger and loss
capital account reserve account Total
£m £m £m £m £m
Year ended 31 December 2009
Total recognised income for the year - - - 26.4 26.4
Decrease in share-based payment reserve - - - (1.1 (1.1
Transactions with owners recorded directly in equity:
— Acquisition of treasury shares, net of LTIP shares vested - - - (1.6) (1.6)
- Dividends paid (note 13) - - - (10.5) (10.5)
Net increase in equity - - - 13.2 13.2
As at 31 December 2008 73.2 67.1 69.6 90.6 300.5
As at 31 December 2009 73.2 67.1 69.6 103.8 313.7

www.novae.com



Consolidated cash flow statement
for the year ended 31 December 2010

Year ended Year ended
31 December 31 December
2010 2009
fm £m
Profit before tax 35.1 4.2
Adjustments for non-cash items and items separately disclosed
Foreign exchange on financial assets (18.8) 56.0
Financing costs 8.7 1.0
Amortisation charge 1.3 1.3
Investment income (25.4) (31.0)
Depreciation charge 1.0 1.0
Employee equity incentives 2.8 4.0 [
=]
Changes in operating assets and liabilities E
Change in insurance contract liabilities 132.5 (67.3) E
Change in insurance receivables (43.9) 9.3 5
Change in other receivables (8.5) 10.2 )
Change in deferred acquisition costs 17.7) (1.6)
Change in reinsurance contract assets 19.0 21.5
Change in insurance and other payables 1.5 7.0
Change in market value of loan notes 0.5 1.1
Change in market value of financial assets 0.7) 8.3 —
Income taxes paid (2.2) 0.5) -
Other non-cash movements 0.1 0.4 %
Net cash from operating activities 85.3 24.9 E
o)}
Cash flows from investing activities é
Purchase of tangible fixed assets (1.8) (1.0) §
Purchase of intangible fixed assets 2.3) 2.3) “
Interest received 35.6 12.9
Purchase of financial assets (1,083.2) (1,796.6)
Proceeds from sale of financial assets 1,102.7 1,504.3 .
Net cash from investing activities 51.0 (282.7) =
é.
Cash flows from financing activities a
Acquisition of treasury shares 9.1) 9.7) g,
Redemption of subordinated bond - (13.0) g
Interest paid (8.4) 8.7) g
Dividends paid (8.2) (10.5) -
Net cash from financing activities (25.7) (41.9)
Net increase/(decrease) in cash and cash equivalents 110.6 (299.7)
Opening cash and cash equivalents 296.7 622.5
Effect of exchange rate changes on cash and cash equivalents 7.9 (26.1)
Closing cash and cash equivalents (note 22) 415.2 296.7

UONBULIONUT I9Y)Q
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Significant accounting policies

Novae Group plc is a company incorporated in England and Wales.

The consolidated financial statements include the results of Novae Group plc and all its subsidiary undertakings (together
referred to as the “Group”) made up to the same accounting date. The parent company financial statements on pages 112 to
115 present information about Novae Group plc as a separate entity and not about its group.

The Group financial statements have been prepared and approved by the directors in accordance with International Financial
Reporting Standards as adopted by the EU (“Adopted IFRS”) on a going concern basis (see page 92).

The Company has elected to prepare its parent company financial statements in accordance with UK GAAP; its balance sheet is
presented in the audited Annual Report. The financial statements of the parent company have been prepared in accordance
with the provisions of Section 396 of the Companies Act 2006. No individual profit and loss account is presented for Novae
Group plc, as permitted by Section 408(4) of the Act.

The accounting policies set out below have been applied to the Group consistently for all periods presented in the consolidated
financial statements unless otherwise stated.

a) IFRS
No new standard during the year had an impact on Novae.

Novae has considered the impact of standards not yet effective but endorsed for use in the EU: IFRS 9: Financial Instruments,
IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments and amendments to IFRS 1 Limited Exemption from
Comparative IFRS 7 Disclosures for First-time Adopters, IAS 24 Related Party Disclosures, IFRIC 14 Prepayments of a Minimum
Funding Requirement, IFRS 7 Financial Instruments: Disclosures, IFRS 1 Severe Hyperinflation and Removal of Fixed Dates for
First-Time Adopters and IAS 12 Deferred Tax: Recovery of Underlying Assets. These are expected to have no significant impact
on the balance sheet or statement of comprehensive income.

b) Basis of preparation
The financial statements are presented in pounds sterling unless otherwise stated. They have been prepared under the
historical cost convention, as modified by the revaluation of financial assets at fair value through profit or loss.

Further details of the Group’s capital management can be found on page 87.

The preparation of financial statements in conformity with IFRS requires management to make judgements, estimates and
assumptions that affect the application of policies and reported amounts of assets and liabilities, income and expenses. The
estimates and associated assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances. The results of these factors allow judgements to be made regarding the carrying values
of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.
Uncertainties exist where current valuations are dependent on estimates of future results. This applies to the share-based
payment charge and financial assets and liabilities held at fair value.

The Group’s greatest area of uncertainty relates to insurance contracts. The assumptions involved are discussed on
pages 75 to 78.

The estimates and assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the year
in which the estimate is revised if the revision only affects that year, or in the year of the revision and future years if the revision
affects both current and future years.

c) Basis of consolidation

Subsidiaries are entities controlled by Novae Group. Control exists when Novae Group has the power, directly or indirectly, to
govern the financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control, potential
voting rights that presently are exercisable or convertible are taken into account. The financial statements of subsidiaries are
included in the consolidated financial statements from the date that control commences until the date that control ceases.

All subsidiaries are consolidated within the Group financial statements. Intra-Group balances and any unrealised gains and losses
or income and expenses arising from intra-Group transactions are eliminated in preparing the consolidated financial statements.

d) Classification and accounting for insurance contracts

Insurance contracts are those contracts that transfer significant insurance risk at the inception of the contract. Insurance risk
is transferred when an insurer agrees to compensate a policyholder if a specified uncertain future event adversely affects the
policyholder.

www.novae.com



i) Premiums

Written premiums comprise the premiums on contracts entered into during the year, irrespective of whether they relate in
whole or in part to a later accounting period. Premiums are disclosed gross of commission payable to intermediaries and
exclude taxes and levies based on premiums. Premiums written include adjustments to contracts entered into in prior
accounting periods as well as estimates for future premiums. Premiums on reinsurance assumed are recognised as revenue on
the same basis as direct business, taking into account product classification. An estimate is made at the balance sheet date to
recognise retrospective adjustments to premiums or commissions. Outward reinsurance premiums are accounted for in the
same period as the premiums for the related inwards insurance or reinsurance business.

ii) Unearned premium provision
The provision for unearned premiums comprises the proportion of gross premiums written which is estimated to be earned in
the following or subsequent years, computed separately for each insurance contract in line with the risk exposure profile.

Reinsurance premiums ceded are earned in line with the related gross premiums written and the unearned portion included
within reinsurance contract assets.

iii) Claims

Claims incurred consist of claims and claims-handling expenses paid during the financial year together with the movement in
the provision for outstanding claims.

Claims outstanding comprise provisions for the estimated cost of settling all claims incurred but unpaid at the balance sheet
date, whether reported or not, and related internal and external claims-handling expenses. The ultimate liability as a result of
outstanding claims will vary due to subsequent information and events and may result in significant adjustments to the
amounts provided. Adjustments to the amounts of claims provisions established in prior years are reflected in the financial
statements for the period in which the adjustments are made, and disclosed separately if material.

The main assumptions used in the calculation of the ultimate cost of outstanding claims are detailed in the reserving risk
section of Novae's risk disclosures.

iv) Liability adequacy testing

At each balance sheet date, liability adequacy tests are performed to ensure the adequacy of the insurance liabilities net of
deferred acquisition costs. In performing these tests, current best estimates are used of future contractual cash flows, claims
handling and administration expenses as well as investment income from the assets backing such liabilities. Any deficiency is
immediately expensed, initially by writing off deferred acquisition costs and by subsequently establishing a provision for losses
arising from liability adequacy tests (unexpired risk provision).

v) Reinsurance
The Group buys reinsurance in the normal course of business for the purpose of limiting its net loss potential.

Reinsurance assets include amounts recoverable from reinsurers for losses and loss adjustment expenses. If a reinsurance asset
is impaired, the Group reduces its carrying amount accordingly, and immediately recognises the impairment loss in the income
statement. A reinsurance asset will be deemed to be impaired if there is objective evidence, as a result of an event occurring
after initial recognition of the asset, that the Group may not receive all amounts due to it under the terms of the contract, and
that the event has a reliable measurable impact on the amounts that the Group will receive from the reinsurer.

Reinsurance arrangements do not relieve the Group from its direct obligations to its policyholders.

e) Segment reporting

A segment represents a distinguishable component of the Group that has been identified on the basis of the level of aggregation
used within the business when reporting to the chief operating decision maker. These segments form the basis of assessing
financial performance and allocating resources.

There are no reconciling items between profit on an IFRS basis and as reportable by segment.

f) Revenue

The basis on which premium revenue is recognised is set out in policy (d) above. Premium revenue comprises written premium
less any amounts of unearned premium. Revenue also includes fees/commission income and investment income; accounting
policies (g) and (n) respectively contain further details on their recognition.
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Significant accounting policies continued

g) Fees and commission income

Fees and commission income comprise commission receivable by the Group’s service companies and managing agent’s fees
receivable from third party capital providers (in respect of their participation on the Group’s managed syndicates). This
income is earned as the services are provided or the related profit earned.

h) Operating lease payments
Payments made under operating leases are recognised in the income statement on a straight-line basis over the term of the
lease. Lease incentives received are recognised in the income statement as an integral part of the total lease expense.

i) Financing costs
Financing costs comprise interest payable on borrowings and off balance sheet letter of credit facilities provided by third
parties calculated using the effective interest-rate method.

j) Income tax
Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in the income
statement except to the extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year and any adjustment to tax payable in respect of
previous years. The Group calculates income tax using the current income tax rate.

A deferred tax asset is recognised based on enacted or substantively enacted rates of corporation tax only to the extent that
it is probable that future taxable profits will be available against which the asset can be utilised. Deferred tax assets and
liabilities arising in the same jurisdiction are offset where permitted.

k) Foreign currency

Items included in the financial statements of each of the Group’s entities are measured using sterling as this is the functional
currency, being the primary currency of the economic environment in which the Group’s entities operate. Transactions in
foreign currencies are translated at the foreign exchange rate prevailing at the transaction date. Monetary assets and liabilities
denominated in foreign currencies at the balance sheet date are translated at the foreign exchange rate ruling at that date.
Foreign exchange differences arising on translation are recognised in the income statement. Non-monetary assets and
liabilities, primarily deferred acquisition costs and gross and ceded unearned premiums, are translated using the historical
transaction rate.

1) Intangible assets

Purchased syndicate capacity has been classed as a finite life intangible asset. It is included at cost and amortised over the
directors’ estimate of its useful economic life, currently 15 years. Amortisation commences in the financial year in which the
underwriting results from the purchased capacity are first recognised. Provision is made for any impairment in the carrying
amount of purchased capacity.

m) Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation (see below) and any impairment in value.
Where categories of property, plant and equipment have different useful lives, they are accounted for as separate items.

Depreciation is charged in the income statement on a straight-line basis over the estimated useful lives of each part of an
item of property, plant and equipment. The estimated useful lives are as follows (the residual value, if significant, is reassessed
annually):

Furniture and equipment three years
Computer equipment three years
Office refurbishment three years

n) Financial assets

All financial assets have been designated as fair value through profit or loss on initial recognition. This has been deemed

the most appropriate IAS 39 classification for these assets as this reflects the fact that the investment portfolios are managed,
and their performance evaluated, on a fair value basis. Purchases and sales of financial assets are recognised on a trade date
basis. Any gain or loss as a result of a change in fair value is recognised directly through the income statement. Financial
instruments classified as fair value through profit or loss are held at their quoted bid price at the balance sheet date.
Investment income and charges are recognised on an accruals basis based on the coupon rate.
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o) Derivative financial instruments

Derivative financial instruments

From time to time the Group uses derivative financial instruments to hedge its exposure to foreign exchange and interest

rate risks arising from operational, financing and investment activities. In accordance with its treasury policy, the Group does not
hold or issue derivative financial instruments for trading purposes. Derivative financial instruments are recognised at fair value.
The gain or loss on remeasurement to fair value is recognised immediately in profit or loss. However, where derivatives qualify
for hedge accounting, recognition of any resultant gain or loss depends on the nature of the item being hedged (see below).

Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the variability in cash flows of a recognised asset or
liability, or a highly probable forecast transaction, the effective part of any gain or loss on the derivative financial instrument
is recognised within other comprehensive income. Any ineffective portion of the hedge is recognised immediately in the
income statement. If the hedged transaction is no longer expected to take place, the cumulative unrealised gain or loss
recognised in equity is recognised in the income statement immediately.

p) Deferred acquisition costs

Acquisition costs comprise all direct costs arising from the conclusion of insurance contracts. Deferred acquisition costs
represent the proportion of acquisition costs which will be expensed in subsequent years; the deferral is calculated in the
same manner as the unearned premiums provision. Acquisition costs are deferred only to the extent that available future
margins are expected to cover them.

q) Receivables
Receivables are initially recognised at fair value and thereafter are stated at amortised cost less impairment losses.

1) Cash and cash equivalents

Cash and cash equivalents have been designated as fair value through profit or loss on initial recognition. Cash and cash
equivalents comprise cash balances and call deposits. Included within cash and cash equivalents are balances that are not
freely available to the Group, details of which are set out in note 22. These can be used to settle policyholder claims.

s) Impairment

The carrying amounts of the Group’s financial assets held at amortised cost are reviewed at each balance sheet date to
determine whether there is any indication of impairment. If any such indication exists, the carrying value is reduced to the
estimated recoverable amount by means of a charge to the consolidated statement of comprehensive income.

t) Financial liabilities

Financial liabilities are initially recognised at fair value and held at amortised cost. Any gain or loss as a result of a change
in the carrying value is recognised directly through the income statement. Transaction costs are amortised on an effective
interest rate basis over the expected life of the instrument at initial recognition.

u) Dividends
Dividends are recognised in the period in which they are paid. Dividends approved after the balance sheet date are not
recognised during the period.

v) Employee benefits

i) Defined contribution pension plans

Obligations for contributions to defined contribution pension plans are recognised as an expense in the income statement
as incurred.

ii) Share-based payment transactions

The Group’s equity incentive schemes allow its employees to acquire shares of Novae Group plc. The fair value of LTIP awards
granted is recognised as an expense with a corresponding increase in shareholders’ equity. The fair value is measured at grant
date and spread over the period during which the employees become unconditionally entitled to the awards.

The amount recognised as an expense is adjusted to reflect the actual number of awards for which the related service and
non-market vesting conditions are expected to be met, such that the amount ultimately recognised as an expense is based
on the number of awards that do meet the related service and non-market performance conditions at the vesting date.

w) Payables
Payables are measured at fair value on initial recognition and are stated subsequently at amortised cost.

x) Treasury shares
Treasury shares are valued at acquisition cost and are deducted from shareholders’ equity.
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Risk disclosures

The Board has overall responsibility for the establishment and oversight of the risk management framework and policy for
the Group and to approve its risk appetite. Detailed responsibility for oversight of risk management and policy definition is
delegated by the Board to the Risk Committee. The Risk Committee is chaired by and includes non-executive directors.

The Risk Committee is responsible for the approval and review of the risk management framework and systems, including
being satisfied that staff understand their risk roles and responsibilities, and for monitoring risk exposures with a view to
taking remedial action as necessary. It delegates the role of monitoring risk exposures to its functional committees which have
responsibility for the management of specific risk pillars (with the exception of strategy risk which is the responsibility of

the Board):

¢ Insurance risk
—Underwriting
— Reinsurance
—Claims
—Reserving

e Credit risk

e Market risk

¢ Liquidity risk

¢ Capital risk

¢ Regulatory and operational risk
e Strategy and group risk

The overall approach to each risk pillar is set out in a high level policy document that also summarises the responsibility of
the relevant committees.

The Group Risk Director is responsible for the maintenance of the risk matrix which lists some 125 specific risks. The matrix

is analysed by risk pillar with the various functional committees having responsibility for ensuring that their particular risks
are managed and that controls remain in place. When an employee believes there is a new risk which should be considered, he
or she advises the Group Risk Director who will raise the issue at the next Risk Committee meeting. If the possible loss is less
than £0.5 million or the probability of occurrence is less than 0.1% then it is unlikely to be included. The matrix is reviewed
regularly and any changes agreed at Risk Committee meetings are detailed on the next version of the matrix. Novae’s key risks
are also analysed within the business review on pages 21 to 24.

A register of risk events is maintained by the Compliance Director. This records all material relevant events which have
occurred at Novae or a peer group company and which are in the public domain, save for insurance risk events which are not
recorded on this register.

The risk appetite parameters for non-underwriting risks are agreed by the Board and are monitored on a monthly basis through
arisk dashboard. The parameters for when remedial action needs to be taken are shown on the risk dashboard.

The control environment is subject to ongoing internal review. In addition, both Lloyd’s and the FSA periodically publish best
practice guidance and, where relevant, improvements are made reflecting such advice.

Internal Audit reviews the policies and procedures for all Group entities on a risk-based approach. It submits an audit plan

to the Audit Committee each year for approval. This plan assesses the risks involved in each area of operation using the risk
matrix and, based on that assessment, determines how often that area should be reviewed. The plan is subject to amendment
if a risk changes significantly during the year and any material changes to the audit plan are agreed with the Chairman of the
Audit Committee.

The internal audit process takes the risks relating to an area of operation and matches them to controls designed to mitigate
those risks. Each audit completed is the subject of a formal written report, which includes an action plan agreed by
management. The reports are then circulated to senior management and the Audit Committee.

A separate quarterly report is circulated to the Audit Committee, which provides an update on the action points in individual
reports. This process ensures that the agreed action is carried out.
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Insurance risk

Insurance risk is made up of underwriting risk, reinsurance risk, claims risk and reserving risk. It is defined as fluctuations in
the timing, frequency and severity of insured losses, relative to the expectations of the firm at the time of underwriting.

A working group of the Insurance Risk Committee (“IC”) is charged with identifying, investigating and reporting on any new or
developing risks to which Novae might be exposed. This is chaired by the Group Risk Director and its findings are channelled to
the Risk Committee via the IC.

Insurance risk: underwriting

Underwriting risk is the risk of catastrophic losses, including both risk and event losses, and other features of underwriting
that may lead to a variation in projected outcomes. The Risk Committee has delegated the management of underwriting risk
to the IC.

The Group’s underwriting is reported in two ongoing business segments and segmental information is set out in note 1(a)-(b)
to the accounts. A geographical analysis of the Group’s gross written premium income appears in note 1(c).

Business planning
As part of business planning each of the elements of premium, claims and expenses are considered. The business planning
process involves all class underwriters and senior management from underwriting, claims, reinsurance, actuarial and finance.

The starting point for business planning is to capture at a class of business level the expected income and loss ratios

for the current year. This is derived from a combination of underwriting and actuarial data using historical results and the
latest pricing and reserving information. The expected changes in exposure, rating levels, retention of business, new business,
business mix and claims inflation are combined to derive the expected outcome for the following year. Different outwards
reinsurance structures are modelled along with estimated costs. These assumptions are reviewed and challenged by a
sub-group of the IC. As part of this process changes are made to the assumptions and this provides the basis for an

initial business plan.

The information captured as part of this process provides the inputs to a risk-based stochastic model, which allows the
modelling of the relative risk profiles, and thereby capital requirements, of pursuing different strategies. Feedback from this
will also result in changes to plan. The plans are then presented to the NSL Board for review, challenge and approval.

Plans, once approved, are monitored monthly by the IC, and also by the NSL Board, and changes are made when appropriate.
In this way the plans remain dynamic and change as actual performance develops.

In considering gross premium levels, changes in exposures being underwritten are modelled separately. This is to ensure that
profitability considerations are separated from the quantum of exposure accepted.

Claims experience is considered in three separate elements: attritional losses, large risk losses and catastrophe losses.

Attritional losses are those which individually are not meaningful in the context of a particular line of business, although in
aggregate they might form the dominant element of claims activity in certain classes. Attritional losses embrace all aspects of
claims activity not captured by the modelling of individual large claims or claims arising from a specific catastrophic event.

Attritional losses are considered in aggregate at the class of business level and modelled as a function of a rate on a unit of
exposure. The business planning review process aims to ensure that any changes to the constituent parts of a class of business
are properly captured.

Large losses are defined with reference to a threshold that differs depending on the class of business. In determining these
thresholds, the Group ensures that they are at or below the retention level of the relevant risk reinsurance protection.

In assessing the likelihood of large losses, historical losses are uplifted by a relevant index to put them in current day monetary
terms. Where there is insufficient large loss data, assumed losses based upon the line profile of the business are used to
supplement historical experience. Reviewing this element of claims separately enables Novae to model the effect of different
reinsurance programmes and to make properly informed judgements on the amount of risk it is prepared to retain.

The final element of claims experience is catastrophic losses. These are defined as losses from a single cause or event impacting
multiple assureds or reassureds. These comprise natural catastrophes, liability scenarios (such as a major corporate failure, a
mis-selling event or multiple third party liability), marine or aviation events, political or terrorist events and other instances
that could give rise to loss accumulation.
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Risk disclosures continued

An important aspect of the containment of net underwriting risk relates to the purchase of outwards reinsurance. This is
discussed further under reinsurance risk below.

Risk of mis-pricing insurance

Syndicate 2007 is divided into underwriting units. Each underwriting unit produces an annual business plan as described
above. In addition underwriting protocols are produced for each unit which are reviewed at least annually in conjunction with
their agreed business plans. These protocols supplement unit plans and provide a clear framework of underwriting authority.
Once the business plans and protocols are approved, class underwriters must not underwrite outside them. Exceptions to the
basic requirements may only be underwritten with the appropriate prior approval. Any changes or deviations from these
protocols need approval from the Active Underwriter, the IC or, for material changes, the agreement of the NSL Board.

Members of the actuarial team work in conjunction with underwriters to produce a pricing model for each class of business.
In general, risks are individually priced, either using these models or by the actuarial team directly. A pricing sheet is produced
which allows rate adequacy to be measured. In addition, for renewal business, rate movement is measured. Rate adequacy and
rate movement are reported on at an aggregated level for each underwriting unit. Every unit holds a meeting on a monthly
basis. In attendance at these meetings are senior underwriters and representatives from the actuarial, claims and compliance
teams. Rate adequacy information is included in the monthly unit packs and discussed at the meeting. These reports show the
monthly movement, cumulative movement and comparisons with the previous year and business plan.

A report detailing rate movements and rate adequacy in the month, year to date and comparison to the business plan is in the
information provided to the IC.

Every risk is peer reviewed internally and samples of risks from every unit are peer reviewed externally on a quarterly basis.
Independent external reviewers document their concerns and questions. This review is discussed with the Group Risk Director
and senior underwriters. Any actions deemed necessary are reported to the NSL Board.

On a monthly basis a risk by risk pricing analysis is sent to Lloyd’s for review. The effects of the reviews are then sent back to the
Active Underwriter and the actuarial team. A regular meeting is held with Lloyd’s to discuss the feedback.

Catastrophe or accumulation risk

Catastrophes and high profile events have the scope individually to exert a material impact on underwriting performance and
the management of underwriting risk involves managing and analysing such exposures. A distinct risk appetite is formulated
for this aspect of risk, with considerable variation according to the nature of the event concerned. This reflects both the scale
of underwriting activity in different areas and the probability of different loss events occurring.

The Group and NSL Boards set the appetite for catastrophe risk using a concept referred to as Willingness to Lose (“WTL").
WTL is defined as the maximum loss net of reinsurance and reinstatement premiums that the Group is prepared to absorb
from any one modelled event or series of events. Assumptions used by underwriters in calculating these figures are agreed
by the IC.

The WTL is agreed by the NSL Board and ratified by the Group Board. The Underwriting Review Director reviews the scenarios
and assumptions underpinning WTL modelling on a regular basis and holds the first line of responsibility. The principal
instances of aggregates of risk are reported on a monthly basis to the IC, which is responsible for ensuring the Group stays
within its specified risk appetite limits and reports any breaches to the Risk Committee and the NSL Board.

WTL is monitored with regard to Realistic Disaster Scenarios (“RDS”). This focuses on in-house scenarios but also extends

to cover a number of scenarios set by Lloyd’s. Examples of scenarios set by Lloyd’s to which WTL applies are UK/European
windstorm and Japanese catastrophe events. Other examples of Lloyd’s RDS are Florida windstorms following clearly specified
paths involving Miami and Tampa Bay resulting in an insured loss of around US $125 billion. However, for Florida windstorms
Novae prefers to focus on an in-house scenario for WTL monitoring purposes.

An example of a modelled in-house scenario is a generic Florida windstorm event intended to capture a multiplicity of possible
specific individual loss events. The assumed overall market loss in this case is US $75 billion but the methodology employed is
different from that used by Lloyd’s. It includes assessing loss potential from US insurance companies that the Lloyd’s business
reinsures based on state-wide market share analysis. The nature of this analysis tends to produce a more severe impact from a
given level of assumed market loss when compared with what would normally be derived from specific scenario modelling
incorporating very detailed specifications.
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A breach of the WTL is monitored via the key risk dashboard which is circulated monthly to the NSL Board. Any breaches
of WTL are accompanied by a written analysis explaining why this has happened and what steps are being taken to correct
the situation.

A wide range of such scenarios is calculated quarterly. Various aspects are reported monthly to the IC, including aggregates for
property business and various hypothetical levels of specific loss for aviation reinsurance business. There is an annual in-depth
review undertaken at the time of the Lloyd’s RDS submission, which is presented to the IC for endorsement of the assumptions
made in the assessment and then to the NSL Board for final approval before submission to Lloyd’s. This is supplemented by

ad hoc reviews of WTL/RDS as appropriate throughout the year.

A summary of a selection of current RDS and the WTL relating to them is as follows:

Scenario WTL Net RDS impact on Novae
Florida windstorm (US $75bn insured loss — generic) US $120m US $101m
Florida windstorm: Miami-Dade (Lloyd’s scenario) US $50m
Florida windstorm: Tampa Bay (Lloyd’s scenario) US $108m
Gulf of Mexico windstorm (US $60bn insured loss — generic) US $120m US $91m
Gulf of Mexico windstorm (Lloyd’s scenario) US $97m
Californian earthquake (US $50bn insured loss — generic) US $120m US $72m
Californian earthquake: Los Angeles (Lloyd’s scenario) US $73m
Californian earthquake: San Francisco (Lloyd’s scenario) US $59m
New Madrid earthquake (US $40bn - generic) US $120m US $77m
New Madrid earthquake (Lloyd’s scenario) US $43m
UK/European windstorm (Lloyd’s scenario) £80m £63m
UK flood (1953-type event — generic) £80m £46m
UK flood (Lloyd’s River Thames flood) £53m £25m
Japanese earthquake (over US $50bn insured loss) £67m £47m
Japanese typhoon (US $15bn insured loss) £67m £39m
Marine/energy rig scenario US $50m US $43m
Aviation collision event (US $4bn insured loss) US $50m US $44m
Political risks (in-house scenario) US $50m US $34m
Corporate collapse following a merger (in-house scenario) £33m £29m
Occurrence liability stadium collapse (in-house scenario) £20m £17m

This is not an exhaustive list of RDS considered. For example, the Novae generic north-eastern USA windstorm at a 1 in

250 year probability level would be expected to produce a loss of around US $89 million net, compared with figures of US

$101 million and US $91 million shown above for Novae generic Florida and Gulf of Mexico scenarios. However, it is worth
noting that the Lloyd’s north-eastern USA windstorm scenario is a more extreme event, producing a loss of US $111 million for
Novae, which is above the losses from the Lloyd’s Florida and Gulf of Mexico scenarios shown above.

An extremely severe motor scenario involving an insured vehicle and a multiple train crash could cost around £40 million but
the likelihood of the event is low and the likelihood of Novae’s involvement if such an event were to happen is also low because
of its very small market share. Other severe motor events are monitored which produce very much lower levels of net loss to
Novae.

Also not shown are scenarios for other aspects of the business producing a net cost smaller than the lowest instance cited in
this table. Scenarios involving bloodstock and satellites are examples of such comparatively small net impact scenarios.

For marine and energy the most severe of a number of different scenarios that are modelled is an in-house marine collision
scenario where the WTL limit for 2011 is US $60 million. Other scenarios, including the Lloyd’s marine collision scenario,
produce lower losses and are subject to a lower WTL limit of US$ 50 million. The most severe impact from such events is a
major rig disaster, which forms the basis for the marine/energy scenarios shown above.
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Risk disclosures continued

For aviation reinsurance only the most severe possibility contemplated is shown, which produces a market loss around
US $4 billion. Less extreme possibilities are also monitored, extending to an impact of under US $2 million envisaged from a
market loss of only US $100 million.

The most severe impact from an in-house political risk scenario is shown, which combines the impact from both political

risks and emerging market credit business. Lloyd’s produces one scenario which exerts a more severe impact than the in-house
scenarios. However, the Group believes that its in-house scenarios provide a prudent basis of assessment which has been used
consistently over time.

The US $50 million WTL limit also applies to terrorism business. Specific terrorism insurance is written by a specialist
underwriter within the political & credit unit. However, Novae Re brings the potential for a more significant impact from
property catastrophe reinsurance business. In January 2010 the impact from the most severe in-house terrorism scenario is
closer to the impact from the worst in-house political risks scenario than has been the case in the past.

All these scenarios are computed on the assumption that they represent a stand-alone, first loss, event in the current year.
However, the subject of multiple loss accumulation also needs to be borne in mind; for example, in 2004 there were four
significant hurricanes making US landfall (Charley, Frances, Ivan and Jeanne).

Lloyd’s sets a second event scenario to be modelled. Consistent with the general Lloyd’s approach, it assumes a detailed
specific Carolinas hurricane following a specific hurricane affecting the north-east of the USA. However, these Lloyd’s scenarios
are still concerned principally with loss severity. Both loss scenarios are set at damage levels considered relatively remote from
a probability perspective. They do not test what would happen if there were to be further major loss activity after two losses
have already had an impact on outward reinsurance.

As important elements of both inwards and outwards catastrophe reinsurance business have only one reinstatement, the
scale of loss in a second loss scenario can be lower than in an identical first loss scenario because of the absence of outwards
reinstatement premiums in respect of property reinsurance. A third loss can be more challenging because outwards
reinsurance protection at levels engaged by each of the first two loss events is no longer available. However, it must be
recognised that if all three loss events are similar in nature, for example major hurricanes making US landfall, there will also
be some instances where the potential for loss on inwards business is either eliminated or much reduced.

Therefore, sideways accumulation emerging from a multiple occurrence of large losses is also monitored. When considering
sideways accumulation it is realistic to make the individual scenarios less severe in their intensity. For example, such modelling
might include four US hurricanes producing an average insured loss of US $45 million or a multiplicity of US and UK/Europe
events averaging around £25 million (US$ 37.5 million).

Apart from particular events the Group also considers the impact of more general circumstances on underwriting. One such
scenario which has been reported historically is a collapse in the UK housing market, which has the potential to generate a
marked increase in errors & omissions claims affecting a wide range of professions. Prominent in this respect would be
surveyors and solicitors. This modelling led the Group to reduce its exposure to such classes from 2008.

Greater vulnerability to a general background scenario rather than an event scenario is also a feature of CIFS, the Group’s
UK trade credit business. The experience of this unit in 2009 involved a real instance of such a background scenario. In 2011
a modelled CIFS background scenario produces a net impact of £15 million.

Some scenarios produce a potentially small impact in a Group context. Yet they have the potential to be material if combined
with an adverse impact elsewhere. A large marine loss and a series of large aviation losses, albeit on a scale much less severe
than set out above, would have the potential to combine with a major bloodstock loss and a satellite loss to produce a material
overall adverse impact. A similar combination, involving unconnected aviation and credit losses, in the first half of 2009
illustrated what the impact could be.

There are numerous ways in which exposure to underwriting risk can be tested. A breadth of analysis is desirable, albeit
sufficiently straightforward to permit reporting to management in a coherent manner. This section in turn has commented
briefly on the sort of information used when measuring underwriting risk. Furthermore, when looking at loss combinations
in particular, circumstances could arise which have not been modelled. It is important to recognise the limitations of loss
modelling as well as the importance attached to it when evaluating underwriting risk.
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Risk of legal changes or interpretations affecting insurance

Every unit is primarily responsible for managing the risk of legal changes affecting their lines of business. Each underwriting
unit has protocols which, amongst other matters, define those areas of policy wordings which must be in place to protect against
legal risk.

Any cases where litigation is likely are monitored by the Group Claims Director and where appropriate, the Group Legal
Counsel. The basis of handling is agreed by the Claims Management Committee (“CMC”), which reports to the NSL Board on a
regular basis. Changes to protocols go to the IC for agreement.

Novae's risk appetite is to minimise the risks arising from legal change as much as possible. The very nature of Novae’s insurance
business means that the Group is likely to face this risk on a recurring basis. The requirement to have contract certainty at
inception reduces exposure to this risk considerably and all lead slips are automatically referred to Novae’s dedicated contract
certainty team for review.

Risk of being reliant upon one or a few brokers

Underwriting units hold the first level of responsibility for the risk of being reliant on too few brokers. Any broker producing
more than 20% of Novae business could be considered to be in danger of having too dominant a role. This is assessed annually
by the NSL Board.

Risk of dramatic change in premium producing an unforseen effect on the business

The first level of accountability is held by the unit heads and this is reviewed by the Active Underwriter. Expected premium
income is agreed by the NSL Board during the business planning process. Any change to these figures must be agreed by the
IC and/or the NSL Board depending on the size of movement.

Premium income monitoring data is circulated weekly and reported monthly to the IC. It is also considered at every unit’s
monthly meeting. The Active Underwriter regularly reviews premium income with individual unit heads.

The Reserving Risk Committee (“RC”) considers the effect changes in premium income may have on the overall result. Stress
testing is also undertaken as part of the business planning process.

Insurance risk: reinsurance

Reinsurance risk is the risk of reinsurance exhaustion, both to risk and event losses, and the possibility of no reinsurance being
available. The Risk Committee has delegated the management of reinsurance risk and the process for purchasing reinsurance
to the Group Reinsurance Committee (“GRC”).

Only reinsurance security approved by the Reinsurance Security Vetting Group (“RISVG”) may be used. No individual with
authority to purchase reinsurance may be a member of the RISVG. Monetary limits are set for individual reinsurers, taking into
account the rating they carry from external rating agencies and a variety of other sources of information. Novae attaches
considerable importance to its own analysis of reinsurers and regards the views of rating agencies as supplementary input.

While much of the reinsurance purchased is on an excess of loss basis, sometimes proportional reinsurance (either quota share
or surplus) is used. The use of such reinsurance in current underwriting and plans for the foreseeable future is limited and most
underwriting is solely for the Group’s account. The principal instances of outward proportional protection in 2010 arise in
respect of an established partnership with reinsurers of the financial institutions unit and an extension of existing proportional
arrangements that cover aspects of credit, political and terrorism risk.

Exposure to large individual losses is normally contained at the net level by the purchase of risk reinsurance. The point at which
such reinsurance attaches varies according to the scale and characteristics of the class of business, as well as the extent of any
proportional protection purchased. In many areas Novae has increased the amount of risk it is prepared to keep for its own
account. Detailed actuarial modelling and the growing diversification of the business base are important factors taken into
account when considering the extent of reinsurance purchase across the Group.

The net loss arising from an individual large loss may also be increased by the need to pay a supplementary premium to
reinstate the outwards reinsurance against the possibility of a further loss to the programme. Consideration is given to the
possibility of a multiplicity of large losses in a year and the extent of sideways reinsurance protection provided by the
reinsurance programme concerned. Sometimes a lower retention is considered desirable in the event of a second large loss or
a large loss excess of some number of large losses affecting the reinsurance programme. Therefore the reinsurance programme
may be structured to provide more protection in circumstances of multiple large losses.
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Risk disclosures continued

The number of losses protected by the reinsurance programme is normally limited, so it is possible that the number of such
losses could exceed the amount of protection purchased. Were this to happen, any large losses in excess of the extent of the

reinsurance protection would be borne fully. Experience and analysis are used to evaluate the optimum level of reinsurance
protection to cover the possibility of adverse frequency of loss while seeking to avoid excessive outwards reinsurance spend.

Protection is also arranged against the possibility of numerous claims arising from a particular circumstance or event. Many
or all of these claims individually might be small but the aggregate impact can produce a large gross loss.

As in the case of risk protection, it is necessary to assess the possibility of a number of loss events. Many property event
protections provide a total of two limits, so a reinstatement premium is normally payable on collection from the first limit.

Recoveries under such excess of loss event reinsurance can be supplemented by recoveries under other forms of reinsurance.
Sometimes, protection is purchased where the industry loss must reach a certain level in order to permit a recovery to be made.
On liability/long-tail business, clash reinsurance might be relevant, which enables the retentions in respect of different losses
relating to a common cause to be aggregated and a recovery to be made in excess of the retention specified by the clash cover.

The risk of rescission or other unwillingness to pay in respect of reinsurance is discussed under credit risk below.

Risk loss reinsurance exhaustion risk

A maximum line size is set for each underwriting unit and forms part of the business plan agreed by the NSL Board. Novae’s
objective is to purchase reinsurance to match the maximum line size or probable maximum loss where this is used. The
number of reinstatements is approved as part of the business planning process.

The usage of reinsurance programmes is monitored. Instances of exhaustion and where 50% and 75% of the ultimate cover
under a reinsurance contract are utilised are reported to the GRC.

Event loss reinsurance exhaustion risk

The event loss test is normally applied to an event of exceptional severity or a situation considered relatively remote. For
natural catastrophes this is often reflected in an event considered to have a probability of occurrence at around 1 in 250 years.
The WTL relating to such events is the boundary. The Underwriting Review Director holds the first line of responsibility
regarding event loss exhaustion risk. Monitoring is performed as part of the broader WTL reporting process.

Unavailability of reinsurance risk

The risk that reinsurance will not be available is monitored by those units which could be affected. Where there is perceived to
be a higher than usual likelihood that this could be the case, the unit head is asked to present an alternative business plan
based on reinsurance not being available. The IC would consider such proposals as part of the business planning process.

A paper is produced annually by the Reinsurance Director for the Risk Committee which details the potential consequences
for individual units if reinsurance is unavailable at renewal. The review of this risk forms a part of the business planning
process. The unit heads are challenged on where the reinsurance availability currently stands and their alternative plans.
Novae seeks to contain the scale of any potential adverse financial impact from this risk.

Commutations
The CMC reviews and monitors the commutations process and negotiations. The written approval of two NSL directors is
required for any significant commutation agreement.

Insurance risk: claims

Claims risk is the risk of uncertainty of claims experience, both in the frequency and size of large claims, the possible outcomes
of disputed claims, unanticipated legal judgements and retrospective legal change. The Risk Committee has delegated the
management of claims risk to the CMC.

Uncertain claims experience risk

Uncertain claims experience risk is monitored by the actuarial team as part of the reserving function. Uncertainty relating to
specific large claims above a certain size is referred to the CMC for authorisation. Uncertainty in frequency is monitored
through the RC.

Disputed claims risk

The Group Claims Director is primarily responsible for this risk. A sub-committee of the CMC reviews claims over £0.1 million
or US $0.1 million. Any disputed claim which could result in a loss in excess of US $1.0 million is referred to the CMC.
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Movements of over £0.1 million or US $0.1 million are reviewed by the claims team. Diary return dates are also monitored to
ensure fast processing and response times.

Peer reviews are performed quarterly; every adjuster has five claims peer reviewed. Information regarding case reserves,
numbers of claims, open and closed claims and size of claims is reported on a monthly basis to the IC and summarised for
the NSL Board.

Insurance risk: reserving

Reserving risk is the risk that claims reserves and related claims handling reserves will be materially different from the ultimate
cost of settlement. The Risk Committee has delegated the management of reserving risk to the RC.

The RC strives to establish realistic and ultimately accurate reserves for each category of business underwritten. However,
itis inherent in the nature of a reserving exercise that instances may arise where subsequent developments, including new
information, result in changes to the assessment of reserves required for particular business segments, either upwards

or downwards.

The actuarial team is responsible for producing projections of ultimate claims and premiums. The RC normally meets
monthly to review the actuarial early warning report and to consider various other reserving matters. The RC also performs

a comprehensive review of the projections produced by the actuarial team, both gross and net of reinsurance, on a quarterly
basis. Following this review the RC makes recommendations to the NSL Board as to the quantum of reserves to be established.
Actuarial early warning reports are circulated to the NSL and Group Boards in between quarterly reserving exercises.

Reserving cycle issues are an industry wide area of concern due to the continued challenging market conditions. The term
reserving cycle relates to the historically observed trend for reserving estimates initially to understate the ultimate loss ratios for
poorly performing years and to overstate estimates for years that perform well. Novae has continued to address these issues by
strengthening reserving assumptions, particularly for casualty classes, reflecting such factors as higher future claims inflation
arising from recessionary effects as well as the challenging rating environment.

External actuaries provide independent assurance regarding the adequacy of actuarial figures that are produced on an annual
basis. At the end of the year the NSL Board determines whether to close a year of account of a managed syndicate and whether
an explicit risk premium is appropriate.

The conversion of underwriting year analysis to earned calendar year results via modelling techniques is monitored and
reviewed bi-annually by the Audit Committee. However, with the emerging need to consider the establishment of Solvency I
technical provisions, it is envisaged that the RC will assume a more important role in this respect in future.

Assumptions

The claims team applies its experience and knowledge to the circumstances of individual claims when setting case reserves.
External input is also sought where appropriate. Additional qualitative input, such as allowance for one-off occurrences or
changes in legislation, policy conditions or portfolio mix, is also used in arriving at the case reserve. In setting this reserve,
consideration is given to the uncertainty in the quantum of the final claim cost, implicitly allowing for the likelihood of
deviations, taking into account such information as is available at the time. Claims provisions for the estimated cost of
settling all claims incurred but unpaid at the balance sheet date, whether reported or not, include an estimate of related
internal and external claims handling expenses.

A sound basis for establishing reserves for known claims is a key ingredient in the reserving process. This is then
supplemented by an assessment of likely future claim developments relating to already notified circumstances and, for
some classes, in respect of future notifications. In this way an assessment of ultimate claims costs is arrived at for different
types of business.

The ultimate cost of claims is normally estimated by using a range of standard actuarial projection techniques, such as

the chain ladder and Bornhuetter-Ferguson methods. Such methods extrapolate the development of claims costs for different
types of business for each underwriting year, based on the claims patterns of earlier years and also initial expected loss ratios
in the case of Bornhuetter-Ferguson.

The main assumption underlying these standard techniques is that past claims development experience can be used to
project what might be expected to happen in the future. Judgement is used to assess the extent to which past trends may
not apply in the future and what deviations might be expected. Exceptions to these standard methodologies are used where
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Risk disclosures continued

they are believed to give a more reliable assessment of ultimate liability. For example, alternative approaches are used for
catastrophe-exposed business where loss development patterns are less regular.

The approach adopted for reserving takes into account the nature and materiality of business and the type of data available.

At the early stage of development of long-tail classes of business, significant weight is given to changes in the rating
environment and conditions on renewal of policies in arriving at likely ultimate claims costs. Provisions are calculated allowing
for reinsurance recoveries and a separate asset is recorded for the reinsurers’ share.

Amount, timing and uncertainty of cash flows
Future cash flows are estimated by taking the estimated cost of outstanding claims, plus liabilities that will be incurred in the
future, and spreading these amounts over future calendar years based upon payment patterns observed from past experience.

The payment patterns are probabilistic and allow for situations where significant reserves are settled in one time period, where
that time period is unknown. For example, liability claims arising from a major corporate collapse may be settled over a
relatively short period, but at any given time it is not clear when that period will be. Experience with regard to claims arising
from the Enron collapse in 2002 illustrates this aspect. The payment pattern applied in such circumstances spreads the
payments over the potential settlement period.

The uncertainty in the projected cash flows will be high because it is derived from both the uncertainty in the reserving process
and the uncertainty in the payment patterns.

Sensitivity analysis

Estimated insurance contract liabilities are the result of a process that blends statistical analysis of historical data with
subjective interpretation of qualitative information. These liabilities will therefore be sensitive to the limitations inherent in
the available data, and to the subjectivity employed in interpreting both the qualitative and quantitative information.

The business written by the Group is diverse, and each line of business is analysed separately so that to a large degree the
sensitivity within any one class will be immaterial at the Group level. Also, the diverse nature of the portfolio means that the
potential downside risk within one class of business may be offset by the upside potential in another.

The actuarial team performs the reserving analysis liaising closely with underwriters, claims and reinsurance staff. It is charged
with reporting its conclusions on the basis of an actuarial best estimate. In a statistical context a best estimate should be
interpreted as the mean of all possible outcomes. This means that the downside risk (reserves deteriorating) will be at least
balanced by the upside potential (reserves improving). However, this must be set in the context of the comments below on
management load.

Reserve adequacy is monitored through monthly comparison of actual development of premiums and claims with projections
made, with any material differences being investigated. Documentation of this process is included in the material prepared for
the RC.

The RC review will normally result in a number of queries that are required to be resolved prior to arriving at reserve
recommendations for transmission to the NSL Board.

Given the elements of uncertainty relating to the data and assumptions, a management load is applied over and above the
actuarial best estimate. This increases the reserves reflected in the Group accounts above the mean expectation. This
management load comprises three elements.

First, there is a formulaic element, which is designed to provide a margin to cover the greater uncertainty in the early stages
of account development. The formula applies a variable load to the class of business net loss ratio based upon the stage of
development and the length of the development tail. In this way a greater load is applied in the early stages of development
and to longer-tailed classes.

Second, specific loads may be applied by management where there are appropriate circumstances. A recent catastrophe loss
and the need to allow for early uncertainty over the scale of claims likely to be notified might justify such action.

Third, in the case of new classes of business written by the Group, the projected loss ratios in the business plans will be more
subjective and the development to date more reliant upon benchmarks. Therefore there is a greater element of subjectivity in
the actuarial best estimate for such business. Accordingly a load might be applied to accommodate this greater uncertainty.

www.novae.com



Were there to be a 1% variation in the Group’s total claims reserves, there would be a pre-tax effect of £7.6 million (2009: £6.8
million. Net assets (applying the standard rate of UK corporation tax) would be impacted by £5.5 million (2009: £4.9 million).

The recent dislocation in financial markets and the slowdown in economic activity have the potential to produce claims across
many classes of business. This applies particularly to insurance of financial institutions and professional lines. The withdrawal
of the Group from most US liability business after 2004 limits the exposure to direct US losses. Nevertheless, both US sub-prime
and the Madoff fraud have the potential to produce a significant impact on business written outside the USA. Novae has
received loss advices in relation to both these circumstances. In addition to any case-specific reserves, significant IBNR
provisions are held. Losses from both situations involve significant recovery from reinsurers. Therefore, although the gross
reserves are relatively uncertain, there is less uncertainty net of reinsurance.

Claims development

Claims development tables are shown on an underwriting year basis; these set out the development of claims over time on a
gross and net of reinsurance basis. These claims are shown on an ultimate basis for each successive underwriting year and
include syndicate results at the 100% ownership level. Balances have been translated at exchange rates prevailing at 31 December
2010 in all cases.

2002 & prior 2003 2004 2005 2006 2007 2008 2009 2010 Total
Underwriting year £m £m £m £m £m £m £m £m £m £m
Gross claims:
Estimate of ultimate gross claims:
at end of underwriting year 2,784.4 2157  268.9 302.7 182.9 2534 3224 251.4  376.6 4,958.4
one year later 3,026.3 218.9 255.9 283.5 170.5 249.0 370.3 256.3 4,830.7
two years later 3,241.8 198.7  257.4 260.6 1714  233.7 3884 4,752.0
three years later 3,449.9 182.2 255.9 252.6 156.9 2404 4,537.9
four years later 3,454.8 177.4 226.0 255.7 169.4 4,283.3
five years later 3,464.7 166.1 214.0 251.6 4,096.4
six years later 3,509.0 159.3 211.8 3,880.1
seven years later 3,499.3 143.5 3,642.8
eight years later 3,474.5 3,474.5
Gross claims paid
at end of underwriting year 1,343.9 4.7 12.6 27.5 3.8 9.2 19.6 7.5 11.6 1,440.4
one year later 1,703.2 37.9 66.4 106.0 21.1 53.8 91.4 66.3 2,146.1
two years later 2,026.8 66.5 124.9 155.1 49.0 94.7 140.0 2,657.0
three years later 2,325.2 86.4 146.9 192.6 78.4 130.3 2,959.8
four years later 2,545.2 106.1 172.6 207.6 93.1 3,124.6
five years later 2,802.7 117.2 178.1 216.6 3,314.6
six years later 2,918.2 122.0 186.2 3,226.4
seven years later 3,039.9 126.6 3,166.5
eight years later 3,183.2 3,183.2
Gross ultimate claims reserve 291.3 16.9 25.6 35.0 76.3 110.1 248.4 190.0 365.0 1,358.6
Gross unearned claims reserve (173.5)
Third party participation on syndicates (85.8)
Gross claims reserve (1,099.3)
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Risk disclosures continued

2002 & prior 2003 2004 2005 2006 2007 2008 2009 2010 Total
Underwriting year £m £m £m £m £m £m £m £m £m £m
Net claims
Estimate of ultimate net claims
at end of underwriting year 1,657.7 151.0 206.2 205.0 144.4 193.7 2194 191.2 326.7 3,295.3
one year later 1,694.5 152.6 196.0 187.5 142.6 193.9 247.8 182.9 2,997.8
two years later 1,864.3 135.7 183.2 169.7 135.8 181.5 243.7 2,913.9
three years later 1,949.3 129.9 180.6 170.8 128.5 177.5 2,736.6
four years later 1,958.5 127.5 168.4 170.6 131.5 2,556.5
five years later 1,956.7 121.6 165.3 167.3 2,410.9
six years later 1,969.7 118.4 165.2 2,253.3
seven years later 1,985.3 110.3 2,095.6
eight years later 1,983.9 1,983.9
Net claims paid
at end of underwriting year 860.1 4.7 12.5 11.2 3.8 6.2 18.3 6.1 11.5 934.4
one year later 1,046.9 24.1 53.1 49.3 20.7 49.0 74.2 46.7 1,364.0
two years later 1,239.2 45.1 85.8 90.0 45.4 85.6 112.6 1,703.7
three years later 1,398.1 61.2 105.7 114.9 68.8 104.3 1,853.0
four years later 1,491.3 76.0 123.0 130.0 80.0 1,900.3
five years later 1,596.0 86.6 136.0 138.6 1,957.2
six years later 1,654.1 92.4 143.6 1,890.1
seven years later 1,736.1 96.6 1,832.7
eight years later 1,794.2 1,794.2
Net ultimate claims reserve 189.7 13.7 21.6 28.7 51.5 73.2 131.1 136.2 315.2 960.9
Net unearned claims reserve (149.2)
Third-party participation on syndicates (51.3)
Net claims reserve 760.4

The information shown above is prepared on an underwriting year basis and it therefore relates the expected cost of claims to
the level of ultimate premiums. Changes in the projected level of ultimate premiums will therefore contribute to the movement
in claims costs shown above. Across all prior years net of reinsurance and excluding the business of the discontinued units, that
component of net claims development that relates to settlement of claims at levels different from reserves carried or
reassessment of reserves amounted in aggregate to a credit of £45.4 million at the Group’s ownership level in 2010.
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Credit risk

Credit risk is incurred whenever a firm is exposed to loss if a counterparty fails to perform its contractual obligations including
failure to perform them in a timely manner. The Risk Committee has delegated the management of credit risk to the Market

and Credit Risk Committee (“MCC”).

To monitor its exposure to credit risk, the Group utilises ratings issued by agencies as follows:

Financial assets

Reinsurance assets

Standard & Poor’s/AM Best Standard & Poor’s AM Best
Tier 1 Government/AAA AAA/AA+ A++
Tier 2 AA AA/AA- A+/Lloyd’s
Tier 3 A A+/A/A- A/A-
Tier 4 BBB & below BBB+ & below B++ and below

The Group’s maximum exposure to counterparty credit risk analysed by credit quality is detailed below. This includes overdue
insurance receivables (see lower table) and impaired reinsurance receivables (as in note 19).

At 31 December 2010:
Tier 1 Tier 2 Tier 3 Tier 4 Unrated* Total
£m £m £m £m £m £m
Financial assets 476.5 124.5 43.4 4.9 79.5 728.8
Cash and cash equivalents - - - - 415.2 415.2
Insurance and other receivables - - - - 221.1 221.1
Reinsurance assets 2.6 183.7 172.2 3.0 8.2 369.7
Total assets (excluding other assets) 479.1 308.2 215.6 7.9 724.0 1,734.8
* Unrated financial assets relate to £79.5 million of certificates of deposit and floating rate notes.
At 31 December 2009:
Tier 1 Tier 2 Tier 3 Tier 4 Unrated* Total
£m £m £m £m £m £m
Financial assets 503.9 125.4 39.0 3.2 65.2 736.7
Cash and cash equivalents - - - - 296.7 296.7
Insurance and other receivables - - - - 177.3 177.3
Reinsurance assets 3.1 215.0 166.0 - 4.6 388.7
Total assets (excluding other assets) 507.0 340.4 205.0 3.2 543.8 1,599.4
* Unrated financial assets relate to £65.2 million of certificates of deposit and floating rate notes.
Overdue insurance receivables (i.e. those greater than 60 days) were as follows:
At 31 December 2010:
61-90 91-180 181-365 366+
days days days days Total
£m £fm £m £m £m
Premium debt 0.2 0.2 0.1 - 0.5
Reinsurance recoverables 0.5 0.1 - 0.1 0.7
0.7 0.3 0.1 0.1 1.2
At 31 December 2009:
61-90 91-180 181-365 366+
days days days days Total
£m £m £m £m £m
Premium debt 0.2 0.1 - - 0.3
Reinsurance recoverables 0.2 2.0 0.7 0.2 3.1
0.4 2.1 0.7 0.2 3.4
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Risk disclosures continued

Policyholder and intermediary credit risk

Broker credit risk is delegated by the MCC to the Broker Vetting Group (“BVG”); this group decides whether or not to trade
with a particular broker. Novae’s appetite for broker credit risk is small. For intermediaries, the risk appetite for brokers other
than the largest multinationals is set at £0.5 million. For the smaller regional brokers where Novae’s exposure is under £10,000
NSL accepts a higher frequency of occurrence as it does not perform a detailed and continuous review of broker financial
strength in these instances.

Policyholder credit risk is monitored by the credit control team, which reports to the Director of Finance. Aged debt listings and
exception analyses are completed and analysed by unit, broker and individual assured.

The aged analysis is prepared on a monthly basis. Reports are circulated comparing targets, which are set by the Chief Financial
Officer and the Director of Finance, to actual data. The current targets are set so that premium items over 60 days old should, in
aggregate, be not more than £1.0 million and not more than 200 in number. Items over 60 days are sent to the unit head of each
underwriting unit for review and determination of further action required.

Policyholder credit risk is not considered significant as in the majority of cases a clause in the contract states that a lack of
payment by the policyholder will result in policy cancellation. However, where premiums are considered material or originate
from a jurisdiction where political risk may affect payment underwriting staff will consider the use of credit checks or premium
payment warranties within terms of trade. The underwriter is responsible for determining if the policyholder is considered a risk,
in which case the Compliance Director or Director of Finance will be notified and they will decide what course of action to take.

Novae employs JMD Insurance Services Limited (“JMD”), a specialist third party insurance services company, to assist in

the management of broker credit risk. JMD reviews all reports and accounts as soon as they are issued. When they appear to

be overdue, JMD contacts the finance director of the counterparty under review to elicit further information. It also accesses all
closings as well as those of other Lloyd’s managing agents to assess whether payment performance is being maintained. Credit
control staff members also attend BVG meetings and provide qualitative input to the intermediary assessment process.

Aggregation of broker credit risk on inwards business (inwards premium and claims payable) is considered by the BVG. The
BVG reviews aggregation on a rolling 12-month basis, ranking exposure by broker from premium receipts (average of premium
written on a three-month basis), claims paid (average of claims paid in a single month) and a combination of both tests in
aggregate. The output is consolidated with other quantitative and qualitative information to provide focussed management

of exposure across the business. This is reviewed via a detailed scorecard compiled by the BVG.

Exception reports are produced each month for terms of trade greater than 125 days and are sent out to every unit head for
comment. This is documented at the monthly unit meeting and reported upon by exception at the IC, which decides what, if
any, action to take.

Exposure to future large claims settlements is considered as part of the intermediary credit risk assessment of the BVG.
A monthly report is prepared showing all outstanding claims over £250,000 against the broker. The BVG reviews this report
and considers this by reference to the approved list of intermediaries.

The approval process for new and renewal of existing binding authorities includes a requirement to produce the latest report
and accounts. Where the coverholder is not an entity reviewed by the BVG, its financial statements are reviewed by Novae’s
finance team.

Exception reports are run twice a month to ensure compliance with the approved intermediary listing. The results of these
reports are sent to the unit heads for comment and are an agenda item in the monthly unit meetings.

These entities do not tend to carry default ratings and as a result no formulaic bad debt provisioning is made. However, specific
provisioning against insurance assets is considered as necessary.

Reinsurance credit risk

Reinsurance credit risk has been delegated by the MCC to the RISVG. It has the authority to approve the use of reinsurers and
the extent of exposure Novae is willing to countenance with each counterparty. Reinsurer credit risk is an area where Novae has
to accept a certain amount of risk. This is the main driver of the overall credit risk element in the capital model.

Reinsurance recoveries on paid claims are monitored by the credit control team which reports to the reinsurance monitoring
group (a working group of the MCC) and has the authority to decide how to deal with any reinsurance receivable which has not
been settled as expected. Novae’s exposure to reinsurance credit risk is monitored by the Reinsurance Director and considered
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in conjunction with individual limits on current business. The RISVG imposes maximum exposure limits for all reinsurers,
either by financial strength rating category or a specific restricted usage limit. The maximum levels for general rating categories
are set as a percentage of the syndicate’s stamp capacity and are specific for each year of account. In some cases usage is
acceptable only if collateral in the form of a letter of credit or provision for an outstanding claim advance is in place from
inception of the exposure.

Buyers of reinsurance are required to check that there is available exposure for any particular reinsurer for the class of business
concerned. When a cover note is received, it cannot be entered into the system until the Reinsurance Director has checked the
security against the acceptable reinsurers and countersigned the contract documentation.

An aged debt report, broken down by broker and reinsurer, is produced weekly and circulated to the reinsurance monitoring
group. The Reinsurance Director deals with any specifically identified items which are in dispute. An analysis of the reinsurance
asset is submitted to the Group and NSL Boards on a quarterly basis.

The Reinsurance Director provides a written report as appropriate to the NSL Board on material matters such as specific
reinsurance disputes, reinsurer inspection of records and reinsurer rating downgrades. The maximum annual exposure to any
one individual reinsurer is reviewed at the outset of the policy.

Responsibility for setting reinsurer bad debt provisions and monitoring of exposure resides with the RISVG. With the exception
of Lloyd’s, all reinsurance recoverables are subject to bad debt provisioning, the amount of which is determined by the
company’s financial strength rating, trading status and other factors specifically relating to the circumstances of the recovery.
Reinsurance recoveries due from insolvent reinsurers are considered individually and a provision is applied. An explicit
provision is applied to recoveries to allow for unwillingness to pay regardless of the default quality of reinsurers.

The provisioning rates are reviewed quarterly by the MCC and the rates set are applied to the reinsurance recoverable total
outstanding at the end of each quarter. The Reinsurance Director includes items of material change within a written report to
the NSL Board.

Counterparty exposures in excess of 10% of total reinsurance receivables at 31 December 2010 were with Munich Re (20%),
Transatlantic Re (13%) and Swiss Re (11%); the equivalent exposures at 31 December 2009 were with Munich Re (27%) and
Swiss Re (14%).

Investment/treasury credit risk

The Group’s portfolios of fixed income securities are subject to credit risk. The risk is defined as the potential loss in market
value resulting from adverse changes in the borrower’s ability to repay its debt. The MCC is responsible for the development
of investment guidelines and monitoring investment manager performance. It has the authority to make decisions on
concentration limits of investment managers and of individual investment assets held. The investment guidelines are
discussed further under market risk below. At 31 December 2010 the Group held no material investment assets that were past
due or impaired beyond their reported fair values (2009: none). During 2010 the Group did not experience any defaults on
financial assets (2009: none).

Monthly investment reports are produced by third party investment managers showing aggregate credit ratings and individual
holdings. These are reviewed quarterly by the finance team against the relevant mandates, counterparty limits, class limits and
asset type limits. Meetings with investment managers are held every six to eight weeks with the Chief Financial Officer and the
Director of Finance.

The modelled effect of systemic risk arising from the failure of an investment firm and losses arising thereon and counterparty
exposure from the same firm acting in its role as investment advisor or debt issuer (or similar) is reported to the MCC.

Also, at least quarterly, the MCC reviews the modelled effect of credit failure or downgrade of individual investments or
counterparty upon the Group’s net assets in the case of FAL assets and the net assets of managed syndicates in the case of
PTF assets.

Cash and cash equivalents, certificates of deposit and floating rate notes are also subject to credit risk. The Group regularly
reviews counterparty concentrations. As at 31 December 2010 and 31 December 2009 those in excess of 10% were with Barclays
and Lloyds TSB, Novae’s two principal bankers.
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Risk disclosures continued

Market risk

Market risk is the risk that as a result of market movements a firm may be exposed to fluctuations in the value of its assets,
the amount of its liabilities, or the income from its assets. The Risk Committee has delegated the management of market risk
to the MCC.

The MCC has the authority to decide on investment guidelines, including credit limits, counterparty concentration limits,
neutral duration definition and related issues. It meets at least four times a year and is responsible for monitoring investment
manager performance and making recommendations where relevant to the Group and NSL Boards. The Boards retain the right
to make decisions in respect of any hedging actions proposed.

Interest rate and price risk
Interest rate risk is the risk that the value and/or future cash flows of a financial instrument will fluctuate due to changes in
interest rates. The Group’s exposure to interest rate risk is concentrated in Novae’s investment portfolio.

Price risk is the risk that the value of financial instruments will fluctuate due to changes in market prices other than changes
in interest rates or foreign exchange rates.

Funds are managed on a total return basis. The general objective is to manage financial assets on the basis that there should
be less than a 10% probability of a total negative return greater than 1.0% in any given financial year. The MCC reviews the
monitoring of exposures and undertakes stress and scenario testing. Monthly investment returns and asset analyses are
reported to the Group Board and the MCC.

The Group manages interest-rate risk by investing in short duration financial investments and cash and cash equivalents.
Investment objectives, restrictions and guidelines are agreed with all investment managers. The key guidelines for investment
portfolios are:

e Corporate securities: not to exceed 50%

¢ Corporate securities below AA rating: not to exceed 20%, of which BBB+ is the minimum and may form no more than
5% of the total

¢ Corporate securities issued by any one issuer rated AA or above: not to exceed 5%

» Corporate securities below A rating issued by any one issuer: not to exceed 1%

* Mortgage-backed securities from UK issuers subject to limits on particular vintage issues
¢ Credit card and auto loans asset-backed securities

Third party investment managers are appointed after a competitive selection process and must be FSA regulated (or
equivalent), be of good standing and regarded as fit for purpose and be compliant with AAF 01/06 (or equivalent). Third party
managers’ investment performance and compliance with service level agreements are reviewed by the MCC on both a relative
and absolute basis at least annually.

The management of surplus cash is currently subcontracted to a smaller number of selected third party managers who are
subject to the same rules as above; or management is retained within the finance team, which is able to place short-term
deposits on a bilateral basis with major clearing banks. A report is run weekly which checks that investment managers stay
within their prescribed limits. This is then reviewed by the Director of Finance and submitted to the MCC.

Investment manager concentration limits are set by and monitored by the MCC. Deviation from these general principles can
be agreed only with the prior written consent of the MCC.
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Duration is a commonly used measure of volatility and gives an indication of the likely sensitivity of the Group’s portfolio
to changes in interest rates. The average duration for financial assets is shown in the following table (which excludes
cash balances).

2010 2009

Average Average

2010 duration 2009 duration

£m Years £m Years

Funds at Lloyd’s 287.3 0.7 245.5 1.3
Syndicate Premium Trust Funds 752.8 1.1 333.8 1.9
Novae Insurance Company Limited - - 154.4 1.9

Weighted average duration during 2010 was restricted to a neutral average duration of three years with a maximum average
duration of up to four years.

The tables below summarise the fair value hierarchy for the Group in accordance with the IASB amendment to IFRS 7.
The levels of the fair value hierarchy are defined as follows:
e level 1 - fair values measured using quoted prices (unadjusted) in active markets for identical instruments

e level 2 — fair values measured using directly or indirectly observable inputs or other similar valuation techniques for
which all significant inputs are based on observable market data

e level 3 - fair values measured using valuation techniques for which significant inputs are not based on market
observable data

The Group measures the fair value of its financial assets based on prices provided by investment managers (who obtain market
data from independent pricing services) which are reviewed by the finance team. The pricing services used by the investment
manager obtain the actual transaction prices for securities that have quoted prices in active markets. For those securities which
are not actively traded, the pricing services use common market valuation pricing models. Observable inputs used in common
market valuation pricing models include, but are not limited to, broker quotes, credit ratings, interest rates and yield curves,
prepayment speeds, default rates and other such inputs which are available from market sources.

At 31 December 2010:

Level 1 Level 2 Level 3 Total

£m £m £m £m

Fixed interest securities 265.7 463.1 - 728.8

Total 265.7 463.1 - 728.8
At 31 December 2009:

Level 1 Level 2 Level 3 Total

£m £m £m £m

Fixed interest securities 279.2 452.1 5.4 736.7

Total 279.2 452.1 5.4 736.7

Level 1 of the hierarchy includes all certificates of deposit/floating rate notes, the majority of Government bonds/bills,

an element of corporate/supranational issuers and an element of government agencies; all of which are measured

based on quoted market prices. Level 2 includes all covered ABS, the majority of government agencies, the majority of
corporate/supranational issuers and an element of Government bonds/bills. As at 31 December 2009 Level 3 included only
corporate and supranational issuers.

In certain cases the inputs used to measure the fair value of a financial instrument may fall into different levels within the fair
value hierarchy. In this instance, the fair value of the instrument in its entirety is classified based on the lowest level of input
that is significant to the fair value measurement.

During the period, there were no significant transfers between level 1 and level 2 of the fair value hierarchy. During the year
£2.6 million of level 3 assets were sold and £2.8 million were transferred to level 2.
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Risk disclosures continued

Financial liabilities are held at amortised cost.

An increase of 100 basis points in interest yields, with all other variables constant, would decrease the valuation of the
Group’s investments by an estimated £7.0 million (2009: £13.0 million). A comparable decrease would increase the valuation
by the same amount. Net assets (applying the standard rate of UK corporation tax) would be impacted by £5.0 million

(2009: £9.4 million).

At 31 December 2010 and 31 December 2009, movements in interest yields would have no effect on finance charges.

Foreign exchange risk
Foreign exchange risk is the risk that the value and future cash flows of a financial instrument will fluctuate due to changes in
foreign exchange rates. Novae’s overall appetite for foreign exchange risk is low.

Insurance reserves and other liabilities derived from business transacted in foreign currencies expose the Group to foreign
exchange risk. Premium income cash flows from the underwriting of business originating outside the UK are the primary
source of funds for the purchase of investments denominated in the same foreign currency, acting as an economic hedge to
reduce Novae’s exposure to exchange rate fluctuations.

The Group maintains ledger balances in five currencies: sterling, US dollars, Canadian dollars, Australian dollars and euros.
Transactions in other currencies are converted into sterling on initial recognition. By far the most important non-sterling
currency exposure relates to the US dollar; in addition to US situs business, exposure arises from many classes where business
outside the USA is typically transacted in this currency (for example a significant proportion of marine and aviation business).

The Group has adopted a general approach whereby it aims to manage foreign exchange exposure by analysing its US dollar
profits/losses for each open underwriting year. In principle, US dollar profits (net of losses) receivable within 12 months are
fully matched, whereas 75% of those receivable between 12 and 24 months are matched. All other US dollar profits remain
unmatched against losses. The Board reviews the application of this general policy at least once annually. Profits in other
currencies are generally unhedged.

Novae aims to hedge claims in major currencies with respect to foreign exchange risk. This is monitored using the accounting
ledgers in each currency. Large claims in minor currencies are dealt with by the CMC and then reported to the NSL Board so
that appropriate action may be taken on a one-off basis.

Foreign exchange risk can be monitored because the Group maintains ledgers in individual currencies where practical.
The carrying value of total assets and total liabilities categorised by currency is as follows:

At 31 December 2010:

US$ CAD $ AUS$ Euro € Subtotal UK £ Other Total
£m £m £m £m £m £m £m £m
Financial assets 231.6 39.9 47.3 43.0 361.8 367.0 - 728.8
Cash and cash equivalents 150.6 26.6 29.5 27.8 234.5 180.7 - 415.2
Insurance and other receivables 89.8 2.1 10.0 15.1 117.0 103.8 0.3 221.1
Reinsurance assets 202.3 3.8 5.6 6.6 218.3 151.4 - 369.7
Other assets 18.2 2.3 4.5 4.3 29.3 67.3 - 96.6
Total assets 692.5 74.7 96.9 96.8 960.9 870.2 0.3 1,831.4
Insurance contracts (598.5) (35.6) (106.6) (69.1) (809.8) (532.2) (0.5) (1,342.5)
Financial liabilities
Loan notes (22.9) - - - (22.9) - - (22.9)
Subordinated notes - - - - - (68.8) - (68.8)
Insurance and other payables (15.7) (15.9) (3.0 (5.2) (39.8) (47.2) (16.6) (103.6)
Total liabilities (637.1) (51.5) (109.6) (74.3) (872.5) (648.2) (17.1)  (1,537.8)
Net assets 55.4 23.2 (12.7) 22.5 88.4 222.0 (16.8) 293.6
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At 31 December 2009:

Us$ CAD $ AUS$ Euro € Subtotal UK¢E Other Total

£m £m £m £m £m £m £m £m

Financial assets 190.6 28.2 31.7 30.5 281.0 455.7 - 736.7
Cash and cash equivalents 144.5 19.6 20.0 27.3 2114 85.2 0.1 296.7
Insurance and other receivables 78.1 2.2 7.7 6.7 94.7 82.4 0.2 177.3
Reinsurance assets 220.3 4.3 4.6 6.6 235.8 152.7 0.2 388.7
Other assets 12.8 1.9 3.0 3.3 21.0 67.8 - 88.8
Total assets 646.3 56.2 67.0 74.4 843.9 843.8 0.5 1,688.2
Insurance contracts (588.0) (31.5) (53.1) (61.5) (734.1) (475.7) (0.2) (1,210.0)

Financial liabilities

Loan notes (22.4) - - - (22.4) - - (22.4)
Subordinated notes - - - - - (69.1) - (69.1)
Insurance and other payables 2.9 (1.8 5.8 (3.1 (2.0 (71.0) - (73.0)
Total liabilities (613.3) (33.3) (47.3) (64.6) (758.5) (615.8) 0.2) (1,374.5)
Net assets 33.0 22.9 19.7 9.8 85.4 228.0 0.3 313.7

If the US dollar, Canadian dollar, Australian dollar and euro were to weaken against sterling by 10%, with all other variables
constant, pre-tax profit would be lower by an estimated £6.8 million (2009: £5.5 million). Net assets (applying the standard rate
of UK corporation tax) would be impacted by £4.9 million (2009: £4.0 million). The analysis is based on the current information
available and our assumptions in making this assessment are:

¢ The closing year end spot rates and average rates throughout the year are 10% higher

¢ There is no active hedging of currency during the period

¢ The analysis includes an estimate of the impact on our foreign borrowings

¢ The impact of foreign exchange on non-monetary items is assumed to be nil

Liquidity risk

Liquidity risk is the risk that a firm, although solvent, either does not have available sufficient financial resources to enable it

to meet its obligations as they fall due, or can secure such resources only at excessive cost. The Risk Committee has delegated
management of this risk to the Capital and Liquidity Risk Committee (“CLC”).

Liquidity constraints can become manifest either as a shortfall of resources per se or by a lack of marketability of investment
assets held. Specifically, liquidity risk exists to the extent that the Group is required to satisfy claims costs, fulfil regulatory
solvency and funding requirements and meet working capital needs.
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Risk disclosures continued

A summary of the balance sheet showing the expected timing of future cash flows is as follows (insurance contract liabilities
and reinsurance contract assets have been analysed based on actuarial cash flow estimates; financial liabilities are stated at

their current carrying value):

At 31 December 2010:

< 1year 1-2 years 2-5years > 5 years Total
£m £m £m £m £m

Financial assets 355.2 226.6 133.9 13.1 728.8
Cash and cash equivalents 415.2 - - - 415.2
Insurance and other receivables 221.1 - - - 221.1
Reinsurance assets 84.9 70.2 123.8 90.8 369.7
Other assets 26.1 53.1 12.8 4.6 96.6
Total assets 1,102.5 349.9 270.5 108.5 1,831.4
Insurance contracts (317.6) (233.7) (372.6) (418.6) (1,342.5)
Financial liabilities

Loan notes - - - (22.9) (22.9)

Subordinated notes - - - (68.8) (68.8)
Insurance and other payables (101.1) - - (2.5) (103.6)
Total liabilities (418.7) (233.7) (372.6) (512.8)  (1,537.8)
Net assets 683.6 116.2 (102.1) (404.3) 293.6
At 31 December 2009:

< 1lyear 1-2 years 2-5 years > 5 years Total
£m £m £m £m £m

Financial assets 452.3 61.9 200.3 22.2 736.7
Cash and cash equivalents 296.7 - - - 296.7
Insurance and other receivables 177.3 - - - 177.3
Reinsurance assets 95.2 77.4 128.1 88.0 388.7
Other assets 38.2 234 21.2 6.0 88.8
Total assets 1,059.7 162.7 349.6 116.2 1,688.2
Insurance contracts 277.7) (218.4) (347.1) (366.8) (1,210.0)
Financial liabilities
—Loan notes — - - (22.4) (22.4)
— Subordinated notes - - - (69.1) (69.1)
Insurance and other payables (73.0) - - - (73.0)
Total liabilities (350.7) (218.4) (347.1) (458.3)  (1,374.5)
Net assets 709.0 (55.7) 2.5 (342.1) 313.7

Group liquidity requirements are modelled on a monthly basis and reported to the Group Board on a rolling 12-month basis.
Liquidity within the Lloyd’s platform is considered monthly to reflect information arising from underwriting and reserving
performance. Stress testing of normalised cash flows is undertaken at least quarterly against the impact of catastrophic realistic

disaster scenarios and potential overseas regulatory interaction. Information relating to the syndicate is reported to the

NSL Board on a regular basis.
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The Group’s contractual cash flows on its financial liabilities are as follows:
Timing of first

Principal Interest interest

payment Due payment payment
£m date £m in 2011 Frequency
Loan notes* 22.9 2034 0.3 February Quarterly
Subordinated notes 70.0 2017 5.9 April Annual

* Assumes exchange rates remain unchanged during 2011.

The Group’s investment appetite dictates the quality of investment assets held and, as a result, liquidity risk is mitigated by the
retention of financial assets that are highly marketable. The Group has secured a £15.0 million revolving credit facility (undrawn
at 31 December 2010 and 31 December 2009) and a US $45.0 million (2009: £30.0 million) standby letter of credit (applied as
Funds at Lloyd’s) with Lloyds TSB.

The Group has considerable financial resources together with premium revenue generated via a number of different brokers
across different geographic areas and underwriting units. As a consequence, the Group is well-placed to manage its business
risks successfully despite the current uncertain economic outlook.

Capital risk

Capital management
Novae's capital base at 31 December 2010 consists of shareholders’ funds of £293.6 million (2009: £313.7 million) and gross debt
of £120.4 million (including a US $45 million bank letter of credit) (2009: £91.5 million).

Following the transfer of NICLs insurance liabilities in September 2010 to the Group’s Lloyd’s business, this latter business is
now the principal consumer of regulatory capital. Novae’s managing agency and Lloyd’s service company also have capital
requirements although these are not material in Group terms.

Novae provides all of the capacity on Syndicate 2007 for the 2011 underwriting year. The Group’s solvency requirement can
therefore be assessed as follows:

Underwriting year:
2011 2010
£m £m
Stamp capacity 575.0 525.0
ECA requirement 337.5 311.1
As a percentage of stamp 59% 59%
ECA excluding 2002 and prior run-off 3225 273.1
As a percentage of stamp 56% 52%
During 2010 Novae complied with its external capital requirements and satisfied its capital requirement for 2011 as follows:
Sources of capital £m Uses of capital £m
Own funds at Lloyd’s 287.3 2011 ECA requirement 337.5
Earned pipeline profits 21.5
Lloyds TSB letter of credit 28.7
337.5 337.5

Capital risk may arise due to a number of factors.
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Risk disclosures continued

Capital assessment risk (internal)
Under the FSA's ICA rules, Novae is also required to maintain continuous capital assessment and advise both the FSA and
Lloyd’s should its capital position deteriorate.

This is the risk that the capital requirement has been under-estimated; this includes the review of systems and controls for the
assessment of risk. Capital assessment risk is managed by the Actuarial Department. The Internal Model Review Committee
(“IMRC”) reviews and challenges this information. This assessment is required to be made at least annually. The NSL Board
considers and approves the methodology adopted for each separate Solvency Capital Requirement (“SCR”) calculated.

The SCR is prepared using dynamic financial analysis techniques, scenario testing and parameter assessment under the
control of the Group Actuary. The parameterisation of the model also has input from many areas of the business including
underwriters.

Capital assessment risk (external regulatory)

Lloyd’s assesses capital via its Economic Capital Adequacy (“ECA”) model. Following negotiation with Lloyd’s, the capital
requirement for the Group’s Lloyd’s member is set. The corporate member is required to satisfy the capital test at periodic
coming into line dates in June and November.

Lloyd’s and the FSA have the power to apply balancing charges to individual syndicate SCRs if they believe the SCR is
inadequate or to ensure that the Society as a whole is adequately capitalised. The day-to-day management of the relationship
with the Lloyd’s and FSA reviewers rests with the Actuarial Department.

Fundamentally this risk is outside the control of Novae. However, in order to mitigate the chances of it occurring, the
Compliance Director liaises with both the FSA and Lloyd’s on a regular basis as do the Actuarial Department, those involved
in the business planning process and all other senior executives.

Solvency II capital requirements

Novae operates entirely within the Lloyd’s market which has stated its intention to go down the Solvency II Internal Model
route. Consequently approval will be sought from Lloyd’s that the Novae Internal Model meets the standards laid out in the
Solvency II directive. Therefore this is the risk that either Novae fails to meet the required standard or that the figure derived
from the Internal Model under Solvency II may differ unexpectedly from the current ICA. The Internal Model will be reviewed
and updated on at least an annual basis or whenever there is a material change to the business and is produced internally to
assess risks and establish a capital amount for each risk specific to the business. The Solvency II Implementation Committee
is responsible for managing this risk and reports on a monthly basis to the Risk Committee and the NSL Board.

Capital provision/maintenance risk

This is the risk that erosion of the current capital might necessitate further provision to meet the capital requirement by the
firm utilising appropriate capital resources. The delivery of capital supporting the capital assessment and the appropriateness
of that capital is the ultimate responsibility of the Group Board.

Regulatory and operational risk

The Risk Committee has delegated the management of regulatory and operational risk to the Legal, Regulatory and Operational
Risk Committee (“LROC”). Operational risk is the risk of loss, resulting from inadequate or failed internal processes, people and
systems, or from external events.

Regulatory risk
The Compliance Director is responsible for ensuring any regulatory risks are removed or minimised. The respective Group
boards retain overall responsibility for ensuring their obligations for regulatory risk are properly discharged.

The Group Legal Counsel is responsible for risks relating to Companies House and the London Stock Exchange.
The requirements of the Listing Rules and the Combined Code are monitored by the company secretariat team.

Novae Group plc is subject to the regulatory jurisdiction of the FSA as a controller of NSL and Novae Underwriting Limited
(“NUL"). Certain senior employees are subject to the regulatory jurisdiction of the FSA as exercising controlling or significant
influence functions and are individually approved persons.

NSL and Novae Corporate Underwriting Limited (“NCUL”) are subject to the supervision of the Lloyd’s Franchise Board.
The NSL Directors and the Compliance Director, have responsibility for compliance with Lloyd’s Acts and Byelaws.
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Data protection registrations are maintained by the company secretariat team which reports their renewal and any
amendments to such registrations to the Boards of the companies concerned.

All Group companies and their employees have obligations arising under the Money Laundering Regulations 2007, the
Proceeds of Crime Act 2002 and the Serious Organised Crime and Police Act 2005. The Compliance Officer is the Money
Laundering Reporting Officer. Regular training on anti-money laundering measures and on reporting is provided to all
members of staff every two years in accordance with the Regulations. The Compliance Director maintains a signed register
to retain evidence that all members of staff have attended such training.

Business continuity risk

The Operations Director is responsible for the maintenance of a current Business Continuity Plan (“the BC Plan”). The BC Plan
is reviewed and updated at least annually by the Operations Director and business continuity team leaders who have specific
responsibility for IT, operations and facilities, HR and communications. The BC Plan is agreed by LROC prior to finalisation and
circulation to team members. This is then reported to the NSL and NML Boards. The business continuity team leaders also
meet quarterly to discuss relevant issues and review test results.

The BC Plan is designed to provide sufficient flexibility to respond to a variety of events and requires essential services to be
restored within 48 hours and a near normal service available within one week. The BC Plan is reviewed once every two years by
a third party business continuity company.

The effectiveness of the BC Plan is also challenged by the use of evacuation, communications, IT recovery and business
scenario tests.

At least once a year there is a recovery test of all IT services. Target recovery times are set for all IT services and the ability of the
IT team and service providers to meet these is formally assessed. These take place at external recovery centres. A full report is
produced highlighting areas of failure and lessons learnt with an action plan for improvement. This report is reviewed by the
business continuity team leaders, LROC and the relevant Boards.

Business scenario tests are performed by Novae at least once every two years. Recent examples include flu pandemic and
facilities-based events. These involve all recovery teams and other members of staff depending on the circumstances of the
event. A facilitator is brought in to script the scenario and run the test. All tests are the subject of formal written reviews, with
action points being the responsibility of the Operations Director.

Novae business continuity staff also engage in wider market and financial services tests on a regular basis.

All incidents where the BC Plan has been invoked are subject to an incident report that is reviewed at the business continuity
team leader meeting and LROC.

Processes and systems risk
These can be split into internal processes and IT functions; they are the responsibility of the Operations Director.

Internal processing risks around underwriting, reinsurance and claims processing are reported via monthly MI and exception
reports to the IC this is then reviewed by the NSL and NML Boards on a quarterly basis.

A separate IT dashboard highlights performance against agreed service levels. Issues are investigated and reported as part of
the monthly IT report which is reviewed by the IT Steering Committee, LROC and the Boards of NSL and NML.

Novae has adopted a risk and control approach, whereby individuals are responsible for the risks allocated to them under the
Risk Matrix and report on the risks to the respective board/committee. Novae measures operational risk though assessing the
likelihood (probability of occurrence) and impact (financial and non-financial) of the risk before controls (inherent risk) and
after controls (residual risk).
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Risk disclosures continued

Policies, procedures & controls risk
The company has little tolerance for fraud losses and procedures are aimed to reduce this risk as far as possible by clearly
dictating a minimum standard of requirements.

Each department head is responsible for writing and updating their own policy and procedures manuals on at least an annual
basis. These are then reviewed by the Compliance Director and any issues or problems arising from them are reported to the
Chief Executive. All procedures are kept on the Intranet, allowing all members of staff to have access to them.

Document retention requirements have been agreed by the Board and are referred to when deciding whether items can be
destroyed or retained.

Outsourcing risk
This arises from both the transaction of business under binding authorities (including line-slips as appropriate) and other
outsourcing arrangements.

Binding authorities:
Binding authorities have to be handled in accordance with Novae’s procedures which ensure compliance with Lloyd’s
requirements. The LROC considers any issues or changes to the procedures required.

The procedures manual dictates specific requirements regarding due diligence including the need for a copy of all background
information, business plans and pre-binding audits. Errors and omissions insurance is also required to be obtained by all
coverholders. For new coverholders, the Director of Finance must agree all financial information, the Group Claims Director
must agree if they have any claims authority and the Active Underwriter must sign off the underwriting aspect. As Lloyd’s also
checks this information, Novae does not require all these checks for Lloyd’s approved coverholders. All brokers are subject to
checks as discussed under credit risk above.

Binders are potentially subject to three levels of review: (1) at renewal time by the Syndicate Financial Controller; (2) an internal
peer review and, (3) a sample chosen for external peer review. All coverholders are audited regularly by a panel of approved
auditors, with lead ones being audited on an annual basis.

Other outsourcing arrangements:

The Operations Director is primarily responsible for this risk. The outsourcing policy details the minimum standards that must
apply for all outsourcing arrangements. A register of these is maintained electronically which includes a copy of each contract.
This is reviewed quarterly by the NML Board. Each outsourcing arrangement has an owner who is responsible for the services
provided. Material contracts are agreed by the NML Board and highlighted on the register. Owners of the material contracts are
required to report quarterly to the Board of NML highlighting performance against contractual service level agreements.

All outsourcing is subject to the Group authorities on expenditure. This is documented and kept by the Group Legal Counsel.

Novae aims to outsource only where there is a clear benefit, either because Novae does not have the resources, or could not get
such resources; where the cost of outsourcing is considerably less than retaining the function in-house, or where the perceived
relevance of the work is of a temporary nature and to retain the work would require hiring staff only to make them redundant at
a future date. The NML Board considers whether contracts are meeting their objectives and any reviews that might be
considered necessary.
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HR risk

The selection and appointment procedures of employees, the training and continuous learning requirements, the captured
performance management and the monitoring of appraisals are done by the HR department under the responsibility of the
HR Director. The LROC reviews and agrees any major decisions, except those involving employees earning over £75,000 which
are referred to the executive management.

The replacement or approval of directors of Novae Group plc is undertaken by the Nominations Committee which is chaired by
a non-executive director of Novae Group plc.

Novae does not wish to have unplanned employee turnover exceeding 20% per annum, with a target of under 15%.

There is little desire to carry any risk arising from the loss of any one person for whatever reason. All functions must have an
alternative person able to cover the responsibility at least in the short term. The HR Director is responsible for the succession
plan. This plan is updated on a regular basis and reviewed annually by the Group Board.

Non-insurance legal risk
Novae is subject to the risk of commercial, non-insurance contracts giving rise to unforeseen legal liability and the risk of
incurring unforeseen employment liabilities arising under contract and/or under statutory provision.

The wording of all non-insurance contracts is subject to approval and counter-signature by the Group Legal Counsel, who
reports on such matters to the relevant Board. The wording of employment contracts is subject to similar approval, as is the
conduct of disciplinary proceedings and all contractually/statutorily contentious employment procedures. The Group Legal
Counsel has access to external legal advice as considered necessary.

Strategy and group risk

Strategy risk

The executive management have prepared a strategic plan which has been approved by the Group Board. This is cascaded
through the Group to ensure that all managers align their plans to the group strategy. For example the IT strategy has recently
been updated to support the three-to-five year strategic business plan.

The flow of information is the responsibility of Operations Director. Each senior executive and Board is responsible for
ensuring that they receive information in the format and in sufficient detail to meet their requirements on at least an annual
basis. Any request that is made will be met if reasonably possible.

The Chief Executive is responsible for the maintenance of the reputation of the Group with shareholders, regulators and
customers. He uses two main public relationship agencies, one for insurance-specific issues and one for plc group-related
issues. Only the Chief Executive has the automatic right to talk to the media.

Group risk

Group risk is the risk that an intra-Group conflict of interest may arise, or that the financial condition or operational conduct
of a subsidiary may produce systemic effects elsewhere. These risks are managed by the Board of Novae Group plc.

Novae has little appetite for group risk and in general terms transactions giving rise to potential or actual intra-group risk or
conflicts of interest must be either avoided or, if unavoidable, be transparent and subject to appropriate governance and
oversight. A number of mitigating factors are in place to limit risk in this area as follows:

¢ lines of communication are short and there is significant commonality of membership between the different governance
bodies across the Group

¢ while transacting business worldwide, the Group operates in only two territories and transacts only insurance, reinsurance
and ancillary related business

e all underwriting and asset and liability decisions are taken from no more than two locations
¢ the number of corporate entities within the Group is small and all subsidiaries are wholly owned

¢ the capacity of the remaining third party natural names on Syndicate 2007 for the 2009 and subsequent years of account was
acquired by the Group
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Risk disclosures continued

Dependencies between risk categories

Under certain conditions, the outcome with respect to one risk category can be expected to influence another. There are two
such specific dependencies which Novae has modelled:

¢ A major loss event could lead to widespread failures within the reinsurance market. The loss would need to be very large
since the reinsurance market, particularly that part of the market to which Novae is exposed, has in the past shown itself
to be robust enough to withstand losses such as WTC and major hurricane losses

* There are a number of operational risks that have the potential to correlate with major natural catastrophe losses.
For example, the consequences of inadequately monitoring liquidity are only likely to be suffered should there be a
significant call on liquidity (likely to happen after a major loss event)

Major loss events may have an effect on investment markets; however, the effect tends to be felt principally in the equity
markets to which Novae has no current direct exposure.

In terms of other loss types, an aggregation of casualty claims might coincide with a weak economy. Historically, although
more commonly a weak economy has coincided with a period of lower interest rates, this relationship varies depending upon
the cause of the weak economy and in some instances can be accompanied by higher interest rates. The timing of the claims
experience is also far from clear; in some instances recessionary claims emerge with clarity only with a sufficient time lag
(even under claims-made cover) such that the economy is improving again and interest rates might be rising.

Therefore although there is an argument for some degree of positive correlation, it is not clear how significant this might be.
Also, given the background volatility of the bond market, such an effect would probably not be of great significance to Novae
overall, especially as the subject liabilities only represent a portion of the portfolio.

Going concern

The Group’s business activities, together with the factors likely to affect its future development, performance and position
are set out in the Business Review on pages 1 to 39. The financial position of the Group, its cash flows, liquidity position,
borrowing facilities and the objectives, policies and processes for managing its capital are described in the Financial Review
on pages 36 to 37. Details concerning risk management are provided on pages 68 to 92.

The Group has considerable financial resources together with long-term contracts with a number of customers and suppliers
across different geographic areas and industries. As a consequence the directors believe that the Group is well placed to
manage its business risks successfully despite the uncertain economic outlook.

The directors have a reasonable expectation that the Group has adequate resources, including those necessary to fulfil the
regulatory capital requirements of its Lloyd’s and insurance company businesses, to continue in operational existence for the
foreseeable future. Thus they continue to adopt the going concern basis for accounting in preparing the annual financial
statements.
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Notes to the financial statements

1. Segmental information

The Group’s operating segments are organised into similar product and service types. The Board is the Group’s chief operating
decision maker. This is due to the Board being the ultimate decision maker for future resource allocation to the Group’s
underwriting segments. Monthly management information is reported to the Board on a segmental basis to aid its assessment
of the Group’s performance.

Segment results, assets and liabilities include items that can be allocated on a reasonable basis. Unallocated balance
sheet items comprise insurance working capital, central items and the deferred tax asset. Unallocated income statement
items comprise bonus/LTIP costs, other Group corporate costs, fees/commission income and investment income on
unallocated assets.

During the year, the Group revised its internal reporting structure. The operating segments have been revised to reflect this

(with the comparatives restated accordingly). The Group comprises the following operating segments: o
i) Property/short-tail ii) Liability/long-tail é
This segment consists of 19 underwriting units: This segment consists of 13 underwriting units: 3
— Direct property — Aviation RI z
- Bloodstock —E&O and D&O
— European property & PA —D&O - London market
- International property — Medical malpractice
— UK property facilities —PI-London market
—US property facilities —PI and D&O - regional
—Marine & energy — Special situations
—Energy - Financial institutions a
— Marine hull - General liability =
— Marine war - International casualty =
- Specie & cargo — General liability 5
— Political & credit — Marine liability 2
— Political & credit — Motor %
— UK trade credit —Motor & GLRI E
—Reinsurance —Motor & GL RI*
— Agriculture RT* — Motor pro rata RI*
— Credit & surety RI (from 1 January 2011)*
—Energy & marine RI*

— Engineering RI*
—International property cat. RI*
—Marine RI

- Property per risk RI*

- US/UK property cat. RI*

* operating as Novae Re
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Notes to the financial statements continued

1. Segmental information continued
iii) Discontinued units
This segment is primarily made up of liability reinsurance (or casualty treaty) accounts and also includes smaller healthcare

and third party liability units. The Group withdrew from these classes prior to 2002 and they have subsequently been reported
separately to management. This does not represent a discontinued business analysis for IFRS 5 purposes.

Following the closure of the remaining 2002 open syndicate years of account in February 2011, this segment will no longer be
reported separately.

a) Segmental statement of comprehensive income
The segment results are as follows:

Total

Property/ Liability/ Discontinued reportable  Unallocated

short-tail long-tail units segments by segment Total
Year ended 31 December 2010 £m £m £m £m £m £m
Gross written premium 295.4 291.2 1.1 587.7 - 587.7
Gross premium revenue 250.8 276.8 1.1 528.7 - 528.7
Net premium revenue 213.7 217.0 0.1) 430.6 - 430.6
Net claims incurred (105.9) (141.4) (10.1) (257.4) - (257.4)
Investment income 5.2 18.3 1.8 25.3 0.1 25.4
Fees and commission income - - - - 1.4 1.4
Policy acquisition costs (53.6) (46.5) - (100.1) - (100.1)
Operating expenses (16.3) (19.8) (0.2) (36.3) (23.8) (60.1)
Net foreign exchange gains - - - - 4.0 4.0
Operating profit/ (loss) 43.1 27.6 (8.6) 62.1 (18.3) 43.8
Financing costs - - - - 8.7) 8.7)
Profit/ (loss) before income taxes 43.1 27.6 (8.6) 62.1 (27.0) 35.1
Income taxes - - - - (10.5) (10.5)
Profit/ (loss) after income taxes 43.1 27.6 (8.6) 62.1 (37.5) 24.6
Included within operating expenses are:
Depreciation 0.5 0.5 - 1.0 - 1.0
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Total

Property/ Liability/ Discontinued reportable  Unallocated

short-tail long-tail units segments by segment Total
Year ended 31 December 2009 £m £m £m £m £m £m
Gross written premium 165.6 215.5 3.0 384.1 - 384.1
Gross premium revenue 163.0 223.1 3.0 389.1 - 389.1
Net premium revenue 131.5 169.1 3.0 303.6 - 303.6
Net claims incurred (81.8) (106.2) 6.7) (194.7) - (194.7)
Investment income 5.3 19.5 2.0 26.8 4.2 31.0
Fees and commission income - - - - 1.1 1.1
Policy acquisition costs (33.6) (37.3) 0.1 (70.8) - (70.8)
Operating expenses (13.6) (21.7) 0.3) (35.6) (17.3) (52.9)
Net foreign exchange losses - - - - (12.1) (12.1)
Operating profit/ (loss) 7.8 23.4 (1.9 29.3 (24.1) 5.2
Financing costs - - - - (1.0) (1.0)
Profit/ (loss) before income taxes 7.8 23.4 (1.9 29.3 (25.1) 4.2
Income taxes - - - - 22.2 22.2
Profit/(loss) after income taxes 7.8 23.4 (1.9) 29.3 2.9) 26.4
Included within operating expenses are:
Depreciation 0.3 0.7 - 1.0 - 1.0

b) Segmental balance sheet analysis
Relevant balance sheet captions are deemed to be attributable to the reportable operating segments as follows (investment
assets comprise financial assets, cash and cash equivalents):

Total

Property/ Liability/ Discontinued reportable  Unallocated

short-tail long-tail units segments by segment Total
As at 31 December 2010 £m £m £m £m £m £fm
Reinsurers’ share of claims outstanding 46.3 282.2 10.4 338.9 - 338.9
Investment assets 246.0 722.2 71.9 1,040.1 103.9 1,144.0
Other assets - - - - 348.5 348.5
Total assets 292.3 1,004.4 82.3 1,379.0 452.4 1,831.4
Gross provision for claims outstanding 187.2 845.0 67.1 1,099.3 - 1,099.3
Other liabilities - - - - 438.5 438.5
Shareholders’ funds - - - - 293.6 293.6
Total liabilities 187.2 845.0 67.1 1,099.3 732.1 1,831.4
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Notes to the financial statements continued

1. Segmental information continued

Total
Property/ Liability/ Discontinued reportable  Unallocated
short-tail long-tail units segments by segment Total
As at 31 December 2009 £m £m £m £m £m £m
Reinsurers’ share of claims outstanding 29.5 308.4 224 360.3 - 360.3
Investment assets 199.8 737.0 75.0 1,011.8 21.6 1,033.4
Other assets - - - - 294.5 294.5
Total assets 229.3 1,045.4 97.4 1,372.1 316.1 1,688.2
Gross provision for claims outstanding 133.9 801.8 101.1 1,036.8 - 1,036.8
Other liabilities - - - - 337.7 337.7
Shareholders’ funds - - - - 313.7 313.7
Total liabilities 133.9 801.8 101.1 1,036.8 651.4 1,688.2
¢) Geographical information
The following table shows the distribution of the Group’s consolidated gross written premium by area of risk:
Year ended Year ended
31 December 31 December
2010 2009
£m £m
United Kingdom (country of origin) 242.1 125.2
United States of America 101.7 86.8
Canada 21.2 23.5
Elsewhere 222.7 148.6
Total foreign countries 345.6 258.9
587.7 384.1
The Group has no significant non-current assets located outside the UK.
d) Other information
No customer represents more than 10% of the Group’s gross premium revenue.
2. Premium revenue
Year ended Year ended
31 December 31 December
2010 2009
fm £m
Gross written premium 587.7 384.1
Change in the gross provision for unearned premiums (59.0) 5.0
Gross premium revenue 528.7 389.1
Outward reinsurance premiums (93.8) (86.1)
Change in reinsurers’ share of provision for unearned premiums (4.3) 0.6
Premium ceded to reinsurers (98.1) (85.5)
Net premium revenue 430.6 303.6
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3. Investment income

Year ended Year ended
31 December 31 December
2010 2009
£m £m
Interest income on fair value through profit or loss assets 19.7 28.6
Net fair value gains 6.7 3.2
Investment management expenses (1.0) (0.8
25.4 31.0
4. Fees and commission income
Year ended Year ended
31 December 31 December
2010 2009
£fm £m
Managing agency fees and profit commission 0.5 0.4
Other income 0.9 0.7
1.4 1.1
5. Net claims incurred
Year ended Year ended
31 December 31 December
2010 2009
£m £m
Claims paid (300.8) (266.7)
(Increase)/decrease in gross claims provision (38.0) 23.2
Gross claims incurred (338.8) (243.5)
Reinsurers’ share of claims paid 114.6 48.9
Decrease in reinsurers’ share of claims provision (33.2) 0.1)
Reinsurers’ share of claims incurred 81.4 48.8
Net claims incurred (257.4) (194.7)
6. Policy acquisition costs
Year ended Year ended
31 December 31 December
2010 2009
fm £m
Brokerage and other business acquisition costs 95.1 70.2
Increase/(decrease) in deferred brokerage and other business acquisition costs 5.0 0.6
100.1 70.8
7. Operating expenses
Year ended Year ended
31 December 31 December
2010 2009
£m £m
Underwriting expenses 36.3 35.6
Central expenses 22.9 17.3
Restructuring costs 0.9 -
60.1 52.9
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Notes to the financial statements continued

7. Operating expenses continued

The restructuring costs relate to the transfer of NICLs run-off account to Syndicate 2007, the costs of the return of capital and
rationalisation and other cost reduction initiatives. The underlying profit before the restructuring costs (and the notional
foreign exchange (loss)/gain on non-monetary items as described in note 10) is stated on the face of the income statement.

Details of employee costs, amortisation and depreciation are provided in notes 12, 15 and 16 respectively.

8. Financing costs

Year ended Year ended
31 December 31 December
2010 2009
£m £m
Cost of 2017 subordinated notes 5.6 6.9
Cost of 2034 loan notes 1.5 1.3
Other financing including letter of credit and arrangement fees 1.6 0.5
8.7 8.7
Less: gain on purchase and cancellation of 2017 subordinated notes (see note 24(c)) - (7.7
8.7 1.0
Financing costs are calculated using the effective interest rate method.
9. Auditors’ remuneration
Auditors’ remuneration is included within operating expenses as follows:
Year ended Year ended
31 December 31 December
2010 2009
£m £m
Fees payable to the auditor of the Company for the audit of the Company’s annual accounts 0.1 0.1
Fees payable to the Company’s auditor for other services:
Audit of financial statements of subsidiaries pursuant to legislation 0.3 0.3
Other services relating to taxation 0.1 0.1
Further assurance services:
Actuarial services 0.2 0.2
0.7 0.7

Audit fees of £0.2 million (2009: £0.2 million) for the syndicates are included within the audit of financial statements of
subsidiaries line in the table above.

All of these amounts are payable to KPMG.

10. Foreign exchange

Year ended Year ended

31 December 31 December

2010 2009

£m £m

Foreign exchange gains (excluding non-monetary items) 4.2 1.4
Notional foreign exchange loss on non-monetary items 0.2) (13.5)
Net foreign exchange gains/(losses) 4.0 (12.1)
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The Board believes that the pattern of profits from year to year can be confusing if it is considered without separation of the
notional foreign exchange loss on non-monetary items. This is because IFRS requires different treatments of:

1) The unearned premium reserve, reinsurers’ share of unearned premium reserve and deferred acquisition costs, which are
treated as non-monetary items and carried at historic exchange rates

2) Investment assets and claims reserves, which are treated as monetary items and translated at closing exchange rates

Therefore the underlying profit before the notional foreign exchange loss on non-monetary items (and restructuring costs as
described in note 7) is stated on the face of the income statement.

Principal exchange rates applied are as follows:

Year ended Year ended
31 December 2010 31 December 2009
Year average Yearend  Year average Year end
US dollar 1.55 1.57 1.57 1.61
Euro 1.17 1.17 1.12 1.13
Canadian dollar 1.59 1.56 1.78 1.69
11. Income taxes
Year ended Year ended
31 December 31 December
2010 2009
£m £m
Current tax expense:
Current year 0.6 2.9
Adjustments for prior years (0.5) -
Total current tax 0.1 2.9
Overseas tax expense:
Current year 1.1 -
Prior year 0.3 -
Total overseas tax 1.4 -
Deferred tax (see note 18):
Current year 10.4 (25.1)
Prior year (1.4) -
Total deferred tax 9.0 (25.1)
Total income tax (credit)/expense in income statement 10.5 (22.2)
Reconciliation of effective tax rate:
Profit before income taxes 35.1 4.2
Income tax at the standard UK corporation tax rate (28.0%) 9.8 1.2
Effect of permanent differences 1.0 1.7
Effect of tax losses recognised - (25.1)
Prior period adjustments (1.6) -
Impact of rate change 1.3 -
10.5 (22.2)
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Notes to the financial statements continued

12. Employees

a) Employee numbers
The average number of persons employed during the period (including directors), analysed by category, was as follows:

Year ended Year ended
31 December 31 December
2010 2009
Number Number
Underwriting 124 105
Operations 51 42
Claims and reinsurance 44 43
Finance and actuarial 26 28
Internal audit, secretariat and compliance 9 7
254 225

b) Employee costs
Year ended Year ended
31 December 31 December
2010 2009
£m £m
Wages and salaries 19.8 16.6
Performance-related pay 13.9 7.7
Contributions to defined contribution pension plans 3.0 23
Social security costs 4.0 2.9
Long-term equity incentives 3.3 4.0
Compensation for loss of office 0.5 0.4
Other related costs 0.1 -
44.6 33.9

(c) Share-based payments
The Group’s employee incentive scheme is classified as equity settled share-based payments. The income statement charge for the year ended 31
December 2010 was £3.3 million (2009: £4.0 million) including related social security costs.

The terms and conditions of the grants, and number of outstanding awards granted to directors and employees of the Group, are as follows:

Grantdate Outstanding instruments Vesting conditions Contractual life of obligations

14 March 2008 1,515,000 Vesting of one half of each award is dependent upon Novae's 3 years
TSR between 1 January 2008 and 31 December 2010 (adjusted
to add back dividends paid and capital returned) relative to its
peer group. No shares will vest unless Novae is ranked at or above
the 50th percentile in terms of relative TSR. Full vesting will occur
at the 25th percentile with vesting pro rating between those points.
Vesting of the other half of each award is dependent on the
achievement of net tangible assets (NTA) growth targets between
1 January 2008 and 31 December 2010 (adjusted to add back
dividends paid and capital returned). No shares will vest unless
the Group’s NTA growth over the period is equivalent to at least
10% pre-tax returns on opening equity, at which point 0% would
vest, rising to full vesting for NTA growth equivalent to 15% pre-tax
returns on opening equity.
6 March 2009 1,906,000 As the 14 March 2008 award, with all reference dates increased by 12 months. 3 years
26 March 2010 1,545,000 As the 14 March 2008 award, with all reference dates increased by 24 months. 3 years
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All awards are settled by physical delivery of shares.
During 2010 1,263,276 LTIP shares vested.

The fair value of services received in return for share-based awards granted is measured by reference to the fair value of the LTIP
shares granted. The estimate of the fair value of the services received is measured based on a binomial lattice model. The
contractual life is used as an input into this model. Expectations of early exercise are incorporated into the binomial lattice model.

One half of each award is dependent upon share price performance relative to peer companies. The fair values have been
determined using a Monte Carlo simulation on the assumption that all companies are valued on a consistent basis. The
other half of each award is dependent on progressive NTA targets. The aggregate fair value represents the average of that for

the two components.

The assumptions with regard to the LTIP charge are as follows:

Peer group Fair value
performance NTA target Issue
component component Average price
£ £ £ £
14 March 2008 1.36 1.95 1.66 3.48
6 March 2009 1.12 2.15 1.64 2.86
26 March 2010 1.16 2.95 2.05 2.95
During the year the remaining share options lapsed:
Weighted Weighted
average average
exercise Number of exercise Number of
price options price options
2010 2010 2009 2009
£ thousands £ thousands
Outstanding at the beginning of
the year 11.14 24 11.14 24
Lapsed/forfeited during the year 11.14 (24) - -
Outstanding at the end of the year - - 11.14 24
Exercisable at the end of the year - - 11.14 24
13. Dividends per share
Year ended Year ended
31 December 31 December
2010 2009
£m £m
Special dividend of 4.5p per share - 2.9
Final dividend for the year ended 31 December 2008 of 8.5p per share - 5.4
Interim dividend for the year ended 31 December 2009 of 3.4p per share - 2.2
Second interim dividend for the year ended 31 December 2009 of 9.0p per share 5.8 -
Interim dividend for the year ended 31 December 2010 of 3.7p per share 24 -
8.2 10.5

These figures reflect the 8-for-9 share consolidation (see note 26).

A final dividend of 12.0p per ordinary share is payable on 11 May 2011 to shareholders on the register on 8 April 2011.
The ex-dividend date is 6 April 2011. These financial statements do not provide for this dividend as a liability.
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Notes to the financial statements continued

14. Operating ratios

(a) Basic earnings per share

The calculation of earnings per share of 34.1p (2009: 36.8p) is based on a profit attributable to equity shareholders of the

parent company of £24.6 million (2009: £26.4 million) and on 72.1 million shares (2009: 71.8 million shares), being the weighted
average number of shares in issue (excluding shares held by the Employee Benefit Trust which are earmarked for the Group’s
LTTP and deferred bonuses payable in shares) during the year ended 31 December 2010.

These figures do not reflect the 8-for-9 share consolidation (see note 26) as the share consolidation was conducted in parallel
with a return of capital at the end of 2010.

(b) Diluted earnings per share

Diluted earnings per share are calculated adjusting the weighted average number of shares outstanding to assume conversion
of all potentially dilutive shares. Novae’s potentially dilutive shares relate to LTIP awards/deferred bonuses payable in shares.
The number of potential shares is calculated with reference to the current date as though it were the vesting date, excluding
shares held by the Employee Benefit Trust earmarked for these awards.

Year ended Year ended

31 December 31 December

2010 2009

fm £m

Profit used to determine diluted earnings per share (£millions) 24.6 26.4
Weighted average number of shares in issue (millions) excluding treasury shares 72.1 71.8
Adjustments for LTIPs and deferred bonuses payable in shares (millions) 0.6 1.3
Weighted average number of shares for diluted earnings per share (millions) 72.7 73.1
Diluted earnings per share (pence per share) 33.8p 36.1p

These figures do not reflect the 8-for-9 share consolidation (see note 26) as the share consolidation was conducted in parallel
with a return of capital at the end of 2010.

(c) Net assets and net tangible assets per share
Net assets and net tangible assets per share are calculated on the number of shares in issue (excluding shares held by the
Employee Benefit Trust and earmarked for the Group’s LTIPs and deferred bonuses payable in shares) at 31 December 2010.

31 December 31 December

2010 2009

Restated

£m £m

Net assets 293.6 313.7
Intangible assets (8.4) 9.7
Net tangible assets 285.2 304.0
Number of shares in issue (millions) excluding treasury shares 63.4 63.9
Net asset value per share 462.9p 490.7p
Net tangible asset value per share 449.7p 475.5p

These figures reflect the 8-for-9 share consolidation (see note 26). In the absence of the share consolidation, the net assets
per share would have been 407.1p (2009: 436.2p) and the net tangible assets per share would have been 395.5p (2009: 422.7p).

(d)Return on equity
Pre-tax return on equity of 11.0% (2009: 1.4%) is based on reported profit before tax of £35.1 million (2009: £4.2 million) and on
average shareholders’ funds of £320.1 million (2009: £307.1 million).

The underlying pre-tax return on equity of 12.6% (2009: 5.8%) excludes non-monetary foreign exchange losses of £0.2 million
(2009: £13.5 million) and restructuring costs of £0.9 million (2009: nil). In addition, the calculation for 2010 excludes the
£32.9 million capital return and average shareholders’ funds are adjusted to £287.2 million.
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15. Intangible assets

Syndicate capacity

31 December 31 December

2010 2009
£fm £m
Cost
As at beginning of period 20.3 15.8
Additions - 4.5
As at end of period 20.3 20.3
Amortisation
As at beginning of period 10.6 9.3
Charge for the period 1.3 1.3
As at end of period 11.9 10.6
Net book value
As at beginning of period 9.7 6.5
As at end of period 8.4 9.7
The amortisation charge is included within operating expenses.
16. Property, plant and equipment
Fixtures, Office
Computer fittings, tools refurbish-
equipment & equipment ment Total
£m £m £m £m
Cost
Balance as at 1 January 2009 33 - - 3.3
Additions 1.0 - - 1.0
As at 31 December 2009 43 - - 4.3
Balance as at 1 January 2010 4.3 - - 4.3
Additions 1.1 0.1 0.6 1.8
As at 31 December 2010 5.4 0.1 0.6 6.1
Depreciation
Balance as at 1 January 2009 2.2 - - 2.2
Charge for the period 1.0 - - 1.0
As at 31 December 2009 3.2 - - 3.2
Balance as at 1 January 2010 3.2 - - 3.2
Charge for the period 1.2 - 0.2 1.4
As at 31 December 2010 4.4 - 0.2 4.6
Net book value
As at 31 December 2009 1.1 - - 1.1
As at 31 December 2010 1.0 0.1 0.4 1.5
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Notes to the financial statements continued

17. Deferred acquisition costs

31 December 31 December

2010 2009

£m £m

Balance at beginning of the year 32.7 31.1
Utilisation of balance brought forward (29.3) 27.2)
Additional amounts deferred in year 47.0 28.8
Balance at end of the year 50.4 32.7

18. Deferred tax

31 December 31 December

2010 2009
£fm £fm
Recognised deferred tax assets
Temporary differences 17.7 12.5
Underwriting profits earned and taxed in future periods (19.0) (10.6)
Unutilised tax losses 37.6 43.4
36.3 45.3

The Emergency Budget on 22 June 2010 announced that the UK corporation tax rate will reduce from 28% to 24% over a period
of four years from 2011. The first reduction in the UK corporation tax rate from 28% to 27% was enacted on 22 July 2010 and will
be effective from 1 April 2011. Accordingly, this rate reduction has been reflected in the deferred tax asset. The further 3% rate
reduction will only be recognised when substantially enacted and will have the effect of reducing the deferred tax asset.

The Group also has accumulated gross capital losses of £45.8 million. No asset has been recognised in respect of these losses.

19. Reinsurance contracts

31 December 31 December

2010 2009
£m £m
Reinsurance contracts 369.7 388.7
Less: reinsurers’ share of provisions for unearned premium (30.8) (28.4)
Reinsurers’ share of claims outstanding 338.9 360.3
Less: reinsurers’ share of provision for losses incurred but not reported (“IBNR”) (115.9) (87.0)
Balance 223.0 273.3
Being:
Recoveries on claims notified not yet due 226.2 281.2
Provision for bad debt (3.2) (7.9
Net recoveries on claims notified not yet due 223.0 273.3

Reinsurance contracts due less than and greater than one year and movements in year are disclosed in note 23.
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20. Insurance and other receivables

31 December 31 December

2010 2009

£m £m

Arising from underwriting business 207.3 163.4
Arising from service companies and other subsidiaries 4.5 4.7
Prepayments and accrued income 9.3 9.2
221.1 177.3

The carrying value of insurance and other receivables is a reasonable approximation of their fair value.

21. Financial assets -
31 December 31 December Z
2010 2009 3
£fm £m z
g
Fixed interest securities and floating rate notes 728.8 736.7 §
Equities - -
728.8 736.7
Financial assets comprise:
Syndicate 441.6 333.8
Corporate 287.2 402.9
728.8 736.7 ~
Financial assets by type: -E
Corporate and supranational issuers 395.4 371.8 8
@
Government bonds and bills 163.4 214.0 %
Certificates of deposit and floating rate notes 79.5 65.2 g
Government agencies 71.1 85.7 §
Covered ABS 19.4 - °
728.8 736.7
All financial assets are listed and they are all held at fair value through profit or loss. The funds at Lloyd’s are subject to a charge L

as detailed in note 29.

o]

=

. o

22, Cash and cash equivalents 2

31 December 31 December %

2010 2009 5

£m £m 2

:

Cash 322.4 218.4 s
Overseas deposits 92.8 78.3
415.2 296.7

Of the total cash and cash equivalents £311.2 million (2009: £259.7 million) is held by the syndicates in Premium Trust Funds
to meet policyholder liabilities and £8.8 million (2009: £2.6 million) is held by Novae’s service company subsidiary on behalf
of policyholders.
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Notes to the financial statements continued

23. Insurance contracts

31 December 2010 31 December 2009
Gross  Reinsurance Net Gross  Reinsurance Net
£m £m £m £fm £fm £fm
IBNR 488.6 1159 372.7 353.4 87.0 266.4
Notified claims 610.7 223.0 387.7 683.4 273.3 410.1
Claims reserve 1,099.3 338.9 760.4 1,036.8 360.3 676.5
Unearned premiums 243.2 30.8 212.4 173.2 28.4 144.8
Total insurance liabilities 1,342.5 369.7 972.8 1,210.0 388.7 821.3
Contracts due < 1 year 317.6 84.9 232.7 2717 95.1 182.6
Contracts due > 1 year 1,024.9 284.8 740.1 932.3 293.6 638.7
1,342.5 369.7 972.8 1,210.0 388.7 821.3
Movement in insurance contract liabilities:
(i) Unearned premiums
Balance as at 1 January 173.2 28.4 144.8 168.9 29.1 139.8
Premiums written during the year 587.7 93.8 493.9 399.3 86.1 313.2
Less: premiums earned during the year (517.7) (91.4) (426.3) (395.0) (86.8) (308.2)
Balance at 31 December 243.2 30.8 212.4 173.2 28.4 144.8
(ii) Claims reserve
Balance as at 1 January 1,036.8 360.3 676.5 1,108.4 381.1 727.3
(Reduction)/increase in claims outstanding (72.7) (50.3) (22.4) 91.7) (24.4) (67.3)
Increase in IBNR 134.3 28.9 105.4 15.7 3.6 12.1
Increase in claims handling provision 0.9 - 0.9 4.4 - 4.4
Balance at 31 December 1,099.3 338.9 760.4 1,036.8 360.3 676.5

24. Financial liabilities

a) Loan notes
During 2004, a Group company issued US $36.0 million of 30-year floating rate notes as follows:

Margin rate

above 3-month

Issue Maturity US$ LIBOR

date date per annum

US $15.0 million floating rate notes 30 June 2004 30 June 2034 3.50%
US $11.0 million floating rate subordinated notes 30 June 2004 30 June 2034 4.05%
US $10.0 million floating rate notes 22 September 2004 30 June 2034 3.50%

The unsubordinated notes constitute direct, unsecured and unsubordinated obligations of the issuer ranking pari passu,
without any preference amongst themselves, with all other existing and future unsecured unsubordinated debt of the issuer.
Issue costs of £0.5 million were amortised over the period of the expected life at initial recognition. Interest is payable on a
quarterly basis in arrears. Novae has the option to redeem the notes each quarter. The notes are listed on the Irish Stock
Exchange and are denominated in US dollars with the interest payable pegged to the US dollar base rate.

Swaps are used to match exposure to fluctuations in interest rates. The swaps, which mature on the same dates as the interest
is due for payment on the loans, have the effect of hedging 100% of the interest rate risk at 6.18% until 15 August 2024. The
losses on the hedging instruments, being the interest rate swaps, were £1.3 million in the period, which have been recognised
within other comprehensive income.

Prior to 15 August 2009 swaps were also used to match exposure to fluctuations in exchange rates in respect of the
US $15.0 million and US $11.0 million loan notes.
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The carrying value of the notes is a reasonable approximation of their fair value. During the year foreign exchange losses of
£0.6 million (2009: £1.0 million) were recognised in the year in relation to the loan notes.

b) Revolving credit facility
Novae Group has available a revolving credit facility from one of its banks of £15.0 million (2009: £15.0 million), none of which
was drawn at 31 December 2010 (2009: none).

¢) Subordinated notes
1,000,000 fixed/floating rate subordinated notes at a nominal value of £100.0 million were issued on 27 April 2007.

The notes are callable at par on 27 April 2012 and bear an initial interest rate of 8.375% per annum. Following the call date, the
interest rate resets at a step up of 313 basis points above the three month sterling LIBOR equivalent spread until the notes fall
due on 27 April 2017.

The fair value of the liability was determined at issuance of the notes. Discount and issue costs of £2.7 million are being
amortised on an effective interest rate basis as at inception to the final redemption date (being the current expected life).
Interest is payable on an annual basis in arrears. The carrying value is in excess of the fair value.

At 31 December 2010 £30.0 million (December 2009: £30.0 million) (nominal value) had been bought for £19.0 million plus
accrued interest and cancelled (December 2009: £19.0 million). The resulting gain during 2009 of £7.7 million (stated after
unamortised issue costs and discount of £0.3 million) was deducted from finance costs.

£m
Nominal value of subordinated notes issued on 27 April 2007 100.0
Discount on offer price (0.3)
Issue costs deferred 2.4
Liability component on initial recognition 97.3
Interest expense 27.0
Interest paid/accrued (26.9)
Amortisation of issue costs and discount 1.4
Element redeemed and cancelled (30.0)
Liability component at 31 December 2010 68.8
Liability component at 31 December 2009 69.1

A swap has been entered into in order to match exposure to fluctuations in interest rates from 28 April 2012; it matures on the
same dates as the interest is due for payment and has the effect of hedging 100% of the interest rate risk at 6.99%. The loss on
the hedging instrument, being the interest rate swap, was £1.2 million in the period, which has been recognised within other
comprehensive income.

25. Insurance and other payables
31 December 31 December

2010 2009

£m £m

Arising from underwriting business 44.4 50.7
Issued non-cumulative preference shares (see note 26) 32.9 -
Arising from service companies and other subsidiaries 20.6 22.2
Deferred income 3.2 0.1
Interest rate swaps (see note 24) 2.5 -
103.6 73.0

The carrying value of insurance and other payables is a reasonable approximation of their fair value.
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Notes to the financial statements continued

26. Capital and reserves

Reconciliation of movement in capital and reserves

Share
Share premium Merger Retained

capital account reserve earnings Total

£m £m £m £m £m

As at 31 December 2008 73.2 67.1 69.6 90.6 300.5
Total recognised income for the year - - - 26.4 26.4
Decrease in share-based payment reserve - - - (1.1) (1.1)
Acquisition of treasury shares - - - 9.7 9.7
LTIP/share-based bonus awards vested - - - 8.1 8.1
Dividends paid - - - (10.5) (10.5)
As at 31 December 2009 73.2 67.1 69.6 103.8 313.7
Total recognised income for the year - - - 22.1 22.1
Issue B and C shares - (32.9) - - (32.9)
Decrease in share-based payment reserve - - - (1.1) (1.1
Acquisition of treasury shares - - - 9.1 9.1
LTIP/share-based bonus awards vested - - - 9.1) 9.1)
Dividends paid - - - (8.2) 8.2)
As at 31 December 2010 73.2 34.2 69.6 116.6 293.6

The share-based payment reserve was £4.6 million at 31 December 2010 (2009: £5.7 million).

Share capital
Issued and fully paid ordinary shares

Ordinary shares of £1.125 Ordinary shares of £1.00
Number £ Number £
At 31 December 2009 - - 73,221,346 73,221,346
Share consolidation 65,085,640 73,221,346 (73,221,346) (73,221,346)
At 31 December 2010 65,085,640 73,221,346 - -

In accordance with the provisions of the Companies Act 2006 the requirement for authorised capital has been removed.

On 23 December 2010 a share consolidation was carried out to convert nine existing ordinary shares with a nominal value of
£1.00 each to eight new ordinary shares with a nominal value of 1122 pence each. The share consolidation converted the
existing 73,221,346 issued and fully paid ordinary shares into 65,085,640 new issued and fully paid ordinary shares and one
default share of £1. The number of shares used in the calculation of dividends per share operating ratios in notes 13 and 14
reflects this share consolidation.
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Return of capital

On 23 December 2010 the creation of up to 73,221,346 B and C shares was approved by shareholders. These shares were created
for the purpose of returning 45.0p per ordinary share of £1.00 to shareholders. Shareholders were entitled to elect as to how
they received the return of capital by electing for B shares, C shares or a mixture of the two.

The B shares are non-cumulative redeemable preference shares with a nominal value of 45.0p each. Shareholders elected to
receive 54,693,986 B shares to be redeemed on 17 January 2011 and 1,836,591 on 16 January 2012. The B shares do not carry any
right to vote or receive dividends.

The C shares are non-cumulative irredeemable preference shares with a nominal value of 1.0p each. Shareholders elected to
receive 16,690,769 C shares (or received them by default) and received a special dividend payment of 45.0p per C share on

21 January 2011. Following payment of the special dividend, the C shares will be converted into deferred shares, repurchased
and cancelled during March 2011.

The full liability in respect of both B and C shares has been reflected within other payables (see note 25).

Share premium account
The share premium of £67.1 million was created on 18 May 2006 by a one-for-one rights issue. On 23 December 2010 the share
premium account was used to create the new B and C shares (see above).

Merger reserve

The merger reserve of £69.6 million was created on 18 May 2006 following the scheme of arrangement whereby Novae Group plc
was interposed as the new holding company of the Novae Group, and relates to the valuation of the new shares issued in excess
of their nominal value.

27. Retirement benefit obligations

For certain staff employed by the Group prior to the merger with CLM in 1999 and for all employees joining the Group
thereafter, the Group operates the Novae Group Retirement Benefit Scheme (“RBS”). The RBS was established with effect from
1 September 1995 by the Group’s managing agency subsidiary. It is a defined contribution scheme and will provide benefits
based upon the level of contributions made. The contributions of employees to the RBS are at the rate of 5.0% salary. Novae’s
contributions are dependent upon age and range from 11.0% to 18.5% of salary.

The funds of the RBS are independent of the Group’s assets. The pension charge for the year was £3.0 million (2009:
£2.3 million). There were no contributions outstanding or prepaid at 31 December 2010 (2009: £nil).
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Notes to the financial statements continued

28. Subsidiary undertakings

Percentage of

Ordinary

Country of incorporation Class of share held Principal activity shares held

Novae Corporate Underwriting Limited England & Wales Ordinary Lloyd’s corporate member 100%
Novae Holdings Limited England & Wales Ordinary Intermediate holding company 100%
Novae Management Limited England & Wales Ordinary Infrastructure company 100%
Novae Syndicates Limited England & Wales Ordinary Lloyd’s managing agency 100%
Novae Underwriting Limited England & Wales Ordinary Lloyd’s service company 100%
NICL Limited* England & Wales Ordinary Not trading* 100%
CLM A Limited England & Wales Ordinary Not trading 100%
CLM B Limited England & Wales Ordinary Not trading 100%
CLM C Limited England & Wales Ordinary Not trading 100%
CLM D Limited England & Wales Ordinary Not trading 100%
CLM E Limited England & Wales Ordinary Not trading 100%
CLM F Limited England & Wales Ordinary Not trading 100%
CLM G Limited England & Wales Ordinary Not trading 100%
CLM H Limited England & Wales Ordinary Not trading 100%
CLMJ Limited England & Wales Ordinary Not trading 100%
CLM K Limited England & Wales Ordinary Not trading 100%
Credit Indemnity & Financial Services Limited England & Wales Ordinary Not trading 100%
Novae Capital 1 Limited England & Wales Ordinary Not trading 100%
Syndicate Capital (No 1) Limited England & Wales Ordinary Not trading 100%
Syndicate Capital (No 2) Limited England & Wales Ordinary Not trading 100%
Syndicate Capital (No 3) Limited England & Wales Ordinary Not trading 100%
Syndicate Capital (No 4) Limited England & Wales Ordinary Not trading 100%
Syndicate Capital (No 5) Limited England & Wales Ordinary Not trading 100%
Mayheld Limited England & Wales Ordinary Not trading 100%
Novae Group SIP Trustee Company Limited England & Wales Ordinary Dormant 100%

* formerly Novae Insurance Company Limited, NICL Limited entered run-off on 1 January 2010; subsequently, during October 2010 the run-off was transferred to Syndicate 2007.

The results, assets and liabilities of all of the above subsidiaries are included in the consolidated financial statements.

29. Contingencies and other commitments

a) Certain of the Group’s financial assets and cash are deposited under deposit trust deeds for use as funds at Lloyd’s by the
Novae Group corporate member subsidiary. As at 31 December 2010 the value of those assets was £287.3 million (2009: £245.5
million). In addition, Novae Holdings Limited (a subsidiary of Novae Group plc) has granted Lloyd’s a floating charge over its
entire assets and undertakings. In certain circumstances, the charged assets may be required to meet obligations to
policyholders should the Novae corporate member be unable to do so.

b) The £15 million revolving credit facility (see note 24) and a US $45 million letter of credit (applied as funds at Lloyd’s for the
2010 and 2011 underwriting years) provided by one of the Group’s banks are guaranteed by the Company’s subsidiaries Novae
Holdings Limited, Novae Corporate Underwriting Limited, Novae Management Limited and Novae Underwriting Limited.

www.novae.com



30. Operating leases

The Group leases office premises under operating leases. The leases relating to the London office run until 2015, with an option
to renew them after that date. The lease for the Zurich office runs until 2014. None of the leases includes contingent rentals.
The future aggregate minimum lease payments under operating leases are as follows:

31 December 31 December
2010 2009

£m £m

Within one year 1.3 1.3
In the second to fifth years inclusive 6.0 6.0
Over five years - 1.4
7.3 8.7

During the year ended 31 December 2010, £1.5 million was recognised as an expense in the income statement in respect of
operating leases (2009: £1.5 million).

31. Related party transactions
Details of the remuneration of the Group’s key personnel are shown in the Directors’ remuneration report on pages 55 to 57.

(a) Certain of the directors of Novae Group and its subsidiaries are or have been names on the Lloyd’s syndicates that are
managed by the Group. The directors do not pay profit commission on the underwriting result but are treated the same as
other names in all other respects.

(b) ORP Corbettis a non-executive director of Rathbone Brothers plc, which purchased insurances that are partially
underwritten by the Group’s ongoing syndicate (Syndicate 2007). The cover is provided on normal commercial terms and on an
arm’s length basis. The premium paid to Syndicate 2007 in 2010 was £91,653 (2009: £93,642).

(c) L P Adams is a non-executive director of Northern Rock plc, which purchased insurances that are partially underwritten by
Syndicate 2007. The cover is provided on normal commercial terms and on an arm’s length basis. The premium paid to
Syndicate 2007 in 2010 was £156,518 (2009: £134,103).

(d) Sir Bryan Carsberg is a non-executive director of Inmarsat plc, which purchased insurances that are partially underwritten
by Syndicate 2007. The cover is provided on normal commercial terms and on an arm’s length basis. The premium paid to
Syndicate 2007 in 2010 was US $nil (2009: US $31,854).

(e) RD C Henderson is a director of Price Forbes & Partners Limited, which purchased insurances that are partially
underwritten by Syndicate 2007 and, as a Lloyd’s broker, placed risks with Syndicate 2007. The cover is provided on normal
commercial terms and on an arm’s length basis. The premium paid to Syndicate 2007 in 2010 was £174,761 (2009: £185,958) and
the risks placed with Syndicate 2007 totalled US $32,939 (2009: US $35,748).

(f) R D C Henderson is a non-executive director of Cenkos Securites plc, which purchased insurances that are partially
underwritten by Syndicate 2007. The cover is provided on normal commercial terms and on an arm’s length basis. The
premium paid to Syndicate 2007 in 2010 was £59,865 (2009: £60,000).

(g) DJ Pye is a non-executive director of Indigo Underwriting Limited. Syndicate 2007 has a £400,000 participation on a
binding authority granted to Indigo Underwriting Limited.

32. Events after the balance sheet date
Movements in B and C shares during January 2011 are described in note 26.

On 2 March 2011 the balance of the share premium account (£34.2 million) was cancelled and transferred to other
distributable reserves.
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Company balance sheet and notes
at 31 December 2010

31 December 31 December
2010 2009
Note £m £m

Assets

Investment in subsidiary undertakings 2 106.2 206.2

Deferred tax 3 - 0.6

106.2 206.8

Current assets

Debtors 4 132.7 102.3

Cash at bank and in hand 80.5 3.6

213.2 105.9

Creditors: amounts falling due within one year 5 (33.3) (4.0
Net current assets 286.1 101.9
Creditors: amounts falling due in more than one year 6 (70.0) (69.1)
Net assets 216.1 239.6
Capital and reserves

Called up share capital 7 73.2 73.2

Share premium account 7 34.2 67.1

Merger reserve 7 69.6 69.6

Profit and loss account 7 39.1 29.7
Total equity shareholders’ funds 216.1 239.6

These financial statements were approved by the Board of Directors on 3 March 2011 and were signed on its behalf by:

J P Hastings-Bass O R P Corbett
Chairman Chief Financial Officer

The notes on pages 113 to 115 form an integral part of these financial statements.
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1. Accounting policies

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

Basis of preparation

The accounts have been prepared under the historical cost convention and in accordance with applicable Accounting
Standards in the United Kingdom, and the provisions of Section 396 of the Companies Act 2006. No individual profit and loss
account is presented, as permitted by Section 408(4) of the Act. The Company profit before tax for the year ended 31 December
2010 is £20.8 million. The profit before finance charges is £21.0 million.

Income and expenses
Interest receivable, expenses and interest payable are taken to the profit and loss account on an accruals basis. Dividends are
recognised in the profit and loss account in the period in which they are paid and received. The Company has no employees.

Investments
Investments in subsidiary undertakings are stated at cost less amounts written off to the profit and loss account for a
permanent diminution in value. The carrying value has been considered separately for each subsidiary.

Cashflow statement
The Company is exempt, under Financial Reporting Standard (FRS) 1 (Revised) from the requirement to prepare a cashflow
statement as a Group cash flow statement has been prepared.

Taxation

Deferred tax is recognised, without discounting, in respect of all timing differences between the treatment of certain items for
taxation and accounting purposes which have arisen but not reversed by the balance sheet date, except as otherwise required
by FRS 19.

Related party transactions
As the Company’s subsidiaries are all wholly owned, it has taken advantage of the exemption given under FRS 8 not to disclose
transactions with other companies that are part of its group.

Share-based payment transactions

The Company’s equity incentive schemes allow employees of Novae Management Limited (a wholly owned subsidiary) to
acquire shares in Novae Group plc. The fair value of LTIP shares granted is recognised as an expense with a corresponding
increase in equity. The fair value is measured at grant date and spread over the period during which the employees become
unconditionally entitled to the awards.

The Company has elected to recharge the share-based payment expense to subsidiaries in proportion to the benefits generated
by the relevant employees. This meets the requirements of FRS 20.

Interest-bearing loans and borrowings

Interest-bearing loans and borrowings are recognised initially at fair value less attributable issue costs, and thereafter at
amortised cost. Attributable issue costs are amortised on an effective interest-rate basis over the term of the borrowings.
Borrowing costs are expensed rather than capitalised.
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Notes to the company balance sheet continued

2. Investments
31 December 31 December

2010 2009
£m £m
Unlisted equity investments — subsidiary undertakings 106.2 206.2

Investments in subsidiary undertakings are stated at cost (net of any deduction for impairment) and relate to the companies as
listed in the notes to the consolidated financial statements at note 28. The movement of £100.0 million during 2010 relates to
the reduction in capital and subsequent dividend payments of NICL Limited.

3. Deferred tax

The deferred tax asset is expected to be utilised against future profits.
31 December 31 December

2010 2009
£fm £m
Unutilised tax losses - 0.6
- 0.6
4. Debtors

31 December 31 December
2010 2009
£m £fm
Amounts due from subsidiary undertakings 132.6 102.0
Other 0.1 0.3
132.7 102.3

5. Creditors: amounts falling due within one year
31 December 31 December
2010 2009
£m £m
Issued non-cumulative preference shares 329 -
Other 0.4 4.0
33.3 4.0

6. Creditors: amounts falling due after more than one year
31 December 31 December

2010 2009
£m fm

Subordinated notes 68.8 69.1
Interest rate swap 1.2 -
70.0 69.1

1,000,000 fixed/floating rate subordinated notes at a nominal value of £100.0 million were issued on 27 April 2007.

The notes are callable at par on 27 April 2012 and bear an initial interest rate of 8.375% per annum. Following the call date,
the interest rate resets at a step up of 313 basis points above the original three month sterling LIBOR equivalent spread until
the notes fall due on 27 April 2017.

The fair value of the liability was determined at issuance of the notes. Discount and issue costs of £2.7 million are being
amortised on an effective interest rate basis as at inception to the final redemption date (being the current expected life).
Interest is payable on an annual basis in arrears.

At 31 December 2010 £30.0 million (December 2009: £30.0 million) (nominal value) had been bought for £19.0 million plus
accrued interest and cancelled (December 2010: £19.0 million).

A swap has been entered into in order to match exposure to fluctuations in interest rates from 28 April 2012; it matures on the
same date as the interest is due for payment, and has the effect of hedging 100% of the interest rate risk at 6.99%.
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7. Capital and reserves

Share
Share premium Merger Retained
capital account reserve earnings Total
£m £m £m £m £m
As at 31 December 2008 73.2 67.1 69.6 36.5 246.4
Total recognised income for the year - - - 6.4 6.4
Decrease in share-based payment reserve - - - (1.1) (1.1)
Acquisition of treasury shares - - - 9.7 9.7
LTIP/share-based bonus awards vested - - - 8.1 8.1
Dividends paid - - - (10.5) (10.5)
As at 31 December 2009 73.2 67.1 69.6 29.7 239.6 o
Total recognised income for the year - - - 18.7 18.7 E
Issue B and C shares - (32.9) - - (32.9) b
Decrease in share-based payment reserve - - - (1.D (1.1 é
Acquisition of treasury shares - - - 9.1 9.1 2
LTIP/share-based bonus awards vested - - - 9.1 9.1
Dividends paid - - - (8.2) (8.2)
As at 31 December 2010 73.2 34.2 69.6 39.1 216.1

8. Risk management

Novae Group plc, as the ultimate holding company of the Novae Group, is primarily exposed to risk via the activities of its
subsidiaries. As such the consolidated disclosures on operational and group risk provided on pages 88 to 91 are pertinent to
Novae Group plc. In addition, Novae Group plc has the following specific risk exposures:

Liquidity risk

Novae Group plc models its own free cash and working capital position up to two years into the future. Working capital

strain can occur at Group level as a result of lags in the Lloyd’s three-year settlement process. Solvency and working capital
have to be financed in the period prior to the point at which cash profits are released from Lloyd’s. In addition to its free cash
resources, as at 31 December 2010 Novae Group plc has an undrawn £15.0 million Revolving Credit Facility to meet short-term
funding requirements.

Market risk
The return on Novae Group plc’s surplus capital may fluctuate due to changes in interest rates.
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Glossary of terms

Aggregate/aggregations

Accumulations of insurance loss exposures which result
from underwriting multiple risks that are exposed to
common causes of loss

Binding authority/binder

An agreement between a managing agent and a
coverholder under which the coverholder is authorised to
enter into contracts of insurance for the account of the
members of the syndicate concerned, subject to specified
terms and conditions

Capacity

The maximum amount of premiums (net of acquisition
costs) that can be accepted by a syndicate during a
calendar year

Casualty insurance

The provision of insurance other than for property or other
physical damage risks. Examples include negligence,
medical malpractice and employer’s liability. Sometimes
referred to as liability insurance

Catastrophe reinsurance

A form of excess of loss reinsurance which, subject to
specified limits, indemnifies the reinsured company for

the amount of loss in excess of a specified level with respect
to an accumulation of losses resulting from a

catastrophic event

Cedant
An insurer that transfers insurance risk to another entity
under a reinsurance contract

Claim
A demand by an insured for indemnity under an
insurance contract

Claims ratio

The ratio, in per cent, of insurance claims to earned
premiums. Generally expressed as a net ratio, meaning the
numerator is stated after taking credit for any reinsurance
recoveries and the denominator after paying reinsurance
premiums

Combined ratio

Ratio, in per cent, of the sum of net insurance claims,
expenses for acquisition of insurance contracts and
segmental expenses to net earned premiumes. It is
also the sum of the expense ratio and the claims ratio

Commutation

Commutations involve reaching a final settlement with
ceding companies (an inwards commutation) or reinsurers
(an outwards commutation). Following such commutation
no further claims may be made to the reinsurer

www.novae.com

Deferred acquisition cost

Costs incurred for the acquisition or the renewal

of insurance policies (e.g. brokerage and own related
costs) which are capitalised and amortised over the
term of the contracts

Direct insurance

Indemnity protection provided to an end user, typically
a corporate or retail buyer, in return for a premium.
Protection acquired by an insurer in order to limit its
own risk is reinsurance

Economic capital assessment (“ECA”)

The amount of capital required by a member of Lloyd’s to
underwrite on one or more syndicates. Typically this is set
after an uplift, currently 35%, has been applied to the
relevant syndicate ICA(s), and credit allowed for
diversification of risk across syndicates

Excess of loss reinsurance

Reinsurance that covers that part of a loss paid by the
reinsured in excess of an agreed amount up to the policy
limit of the policy

Expense ratio

The ratio, in per cent, of the sum of expenses for
acquisition of insurance contracts and administrative
expenses divided by net earned premiums

Financial Services Authority (“FSA”)

The regulator of all providers of financial services in

the UK. To minimise duplication, the FSA has agreed
arrangements with Lloyd’s for co-operation on supervision
and enforcement

Gross premium written

Amounts payable by the insured, excluding any taxes or
duties levied on the premium, including any brokerage
and commission deducted by intermediaries

Hard market

An insurance market where prevalent prices are high
or rising, with restrictive terms and conditions offered
by insurers

Incurred but not reported (“IBNR”)

Claims which are anticipated or likely to be made, although
no claims have been reported at the date to which accounts
are prepared. Typically this also includes IBNER (incurred
but not enough reported), whereby provision is made for
the possibility of deterioration in the size or outcome of
known claims



Incurred loss ratio

Paid and outstanding losses as a percentage of premiums.
Gross incurred loss ratio is before deducting any
reinsurance; the net incurred loss ratio is after taking
credit for reinsurance receivable

Individual capital assessment (“ICA”)

An ICA is an estimation of the capital the business needs
so that it can absorb unexpected losses. The ICA regime

is overseen by the Financial Services Authority, the UK
regulatory authority, although regulated firms are
responsible for making their own assessment. The
assessment takes account of a number of risk pillars
including insurance (underwriting and reserving), market,
credit, liquidity, operational and group risk

International financial reporting standards (“IFRS”)
Standards formulated by the International Accounting
Standards Board (“IASB”) with the intention of achieving
internationally comparable financial statements. Since
2002, standards adopted by the IASB have been referred to
as IFRS

Lead underwriter

The underwriter who is responsible for setting the terms of
an insurance or reinsurance contract that is subscribed to
by other insurers/reinsurers as well and who generally has
primary responsibility for handling any claims arising
under such a contract

Line

The proportion of an insurance or reinsurance risk that is
accepted by an underwriter or which an underwriter is
willing to accept

Lloyd’s
Lloyd’s is the world’s leading specialist insurance market.
79 syndicates underwrote at Lloyd’s in 2009

Long tail

This refers to a type of insurance where claims may be
made or crystallise into a specific size several years after
the period of the insurance has expired. Employer’s liability
insurance is an example of long-tail business

Managed syndicate

A syndicate managed by a Lloyd’s managing agent. For the
Novae Group, Syndicate 2007 and its predecessor
syndicates are managed by Novae Syndicates Limited

Managing agent
A company that is permitted by Lloyd’s to manage the
underwriting of a syndicate

Medium tail

A type of insurance where the claims typically take three to
five years to crystallise into specific amounts, even when
notification tends to be required within the policy period or
within a set time after it has ended. Financial institutions
business is an example of medium-tail insurance

Net earned premium

Premiums received after the cost of reinsurance and
adjustment for unearned premium. Unearned premium
covers the future period for which an insurance policy
remains in force

Net premium written

Net premium written is equal to gross premium written
less outward reinsurance premium written, in both cases
excluding acquisition costs

Open year

Ayear of account of a syndicate that has not been closed by
reinsurance to close (“RITC”). RITC usually occurs at the
end of the third year. A year of account can be left open
beyond the third year if the extent of the future liability
cannot be accurately estimated

Quota share reinsurance
A reinsurance contract where premiums and claims are
ceded in the same proportions to the reinsurer

Reinstatement premiums

The restoration of cover following a claim by payment

of an additional premium to reinstate the policy. Many
reinsurance contracts provide for one or more automatic
reinstatements

Reinsurance

Reinsurance is the means by which an insurer limits its
financial exposure from inwards business. The insurer pays
a premium to a reinsurer, which offers indemnity protection
above an attachment point. Reinsurance is most commonly
acquired though a treaty, which protects the whole of one or
more specific classes of business. The reinsurance of a
reinsurance account is known as retrocession

Reinsurance to close (“RITC”)

A reinsurance which closes a year of account by
transferring the responsibility for discharging all the
liabilities that attach to that year of account (and any year
of account closed into that year) plus the right to any
income due to the closing year of account into an open
year of account in return for a premium
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Glossary of terms continued

Retrocession
Reinsurance of a reinsurance account

Return on equity (“ROE”)

Profit after tax expressed as a percentage of average equity.
This demonstrates the efficiency of the Group’s utilisation
of shareholders’ funds

Run-off
Risks that relate to prior years of account

Short tail

A type of insurance where claims tend to be notified within
or shortly after the policy period and where a specific
amount can normally be determined within a reasonably
short time of such notification, thereby permitting
payment to be made. Property insurance is an example of
short-tail business

Soft market

An insurance market where prevalent prices are low or
falling, and terms and conditions offered by insurers are or
are becoming less restrictive

Total shareholder return (“TSR”)

This represents the change in capital value of a listed/
quoted company over a period (typically one year or
longer), plus dividends, expressed as a plus or minus
percentage of the opening value

www.novae.com

Ultimate loss ratio

The sum of paid, outstanding and IBNR losses as a
percentage of premiums. The ultimate loss ratio is a
measure of the fundamental profitability of a line of
business or an account based on extrapolation to the
point when all claims will have been settled

Unearned premium reserve

The portion of premium income in any one period that is
attributable to periods after the relevant accounting
reference date

Year of account

The year to which risk is allocated and to which all
premiums and claims in respect of that risk are attributed.
The year of account for a risk is determined by the calendar
year in which it incepts or, in the case of business written
under binding authorities, the underwriting year into
which the binding authority is written



Investor relations

Novae is committed to direct and open communication with its shareholders and other stakeholders. The Group provides
investors and analysts with timely and broad-ranging financial and operating information on the business.

Shareholder base
As at 31 December 2010 Novae had 1,249 shareholders (2009: 1,272 shareholders).

Investors ranked by size of holding Number of holders % Number of shares %
Under 1,000 783 62.7 229,793 0.35
1,001 - 5,000 222 17.8 478,499 0.74
5,001 -10,000 54 4.3 381,553 0.59
10,001 - 50,000 95 7.6 2,227,925 3.42
50,001 - 100,000 23 1.9 1,690,795 2.60
100,001 - 500,000 49 3.9 11,020,328 16.93
500,001 - 1,000,000 10 0.8 7,205,741 11.07
Over 1,000,000 13 1.0 41,851,006 64.30

1,249  100.00 65,085,640 100.00

151 Novae employees out of a year-end headcount of 263 are shareholders, either directly or via the SIP (2009: 136 part of 245).

The price of Novae’s ordinary shares is published in the Financial Times, The Times, The Daily Telegraph and the Evening
Standard. Information on pricing and trading volumes for Novae’s ordinary shares is available free of charge from the London
Stock Exchange website (www.londonstockexchange.com).

Shareholder and analyst meetings

In 2010 Matthew Fosh and Oliver Corbett held 55 meetings with current or prospective investors and analysts (2009: 117).

In addition, investor and analyst presentations were given when Novae’s interim and preliminary results were published and
these presentations are posted on the Group’s website.

The Group receives anonymous feedback following investor meetings to discuss its interim and preliminary results. Specific
issues raised at investor meetings are reviewed and, where relevant, addressed in subsequent periods.

Four analysts publish regular equity research on Novae: RBS Hoare Govett (corporate broker), Collins Stewart, KBC and Numis.
A number of other analysts also follow Novae including FinnCap and Shore Capital.

Corporate information and website

Novae’s annual report remains central to maintaining good communication with shareholders. The annual and interim reports
are subject to formal review by the Audit Committee and Board to ensure that they are relevant and clear. Annual and interim
reports are mailed (or, if they prefer, are available electronically) to shareholders and, on request, to other interested parties.
The Group responds to letters and emails it receives from investors.

The Group’s website (www.novae.com) includes significant operating and financial information on the business. As well as
downloadable copies of annual and interim reports and investor and analyst presentations, it contains copies of press releases
and information on corporate governance, the operational structure of the Group, its key products and its employees.

Annual General Meeting

All shareholders are welcome to attend Novae’s Annual General Meeting on 5 May 2011. They will have the opportunity to put
questions to the Board or, if they prefer, to ask questions informally after the meeting. The Group will publish the results of
votes cast at its Annual General Meeting.
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Shareholder information

Contact details

Secretary and registered office
M ] Turvey

71 Fenchurch Street

London EC3M 4HH

Telephone: 44 (0)20 7903 7300
Fax: 44 (0)20 7903 7333

Email: enquiries@novae.com
Website: www.novae.com
Registered number 05673306

Stockbrokers

RBS Hoare Govett Limited
250 Bishopsgate

London EC2M 4AA

Registrars

Computershare Investor Services plc
PO Box 82

The Pavilions

Bridgwater Road

Bristol BS99 7NH

Bankers

Lloyds TSB Bank plc

PO Box 72

Bailey Drive

Gillingham Business Park
Kent ME8 0LS

Barclays Bank plc
1 Churchill Place
London E14 5HP

Auditors

KPMG Audit Plc
15 Canada Square
London E14 5GL

Corporate lawyers
Debevoise & Plimpton LLP
Tower 42

One Broad Street

London EC2N 1HQ
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Financial calendar

Annual General Meeting
5May 2011

Announcement of interim results to 30 June 2011
August 2011

Announcement of preliminary results to 31 December 2011
March 2012

How to receive your annual report electronically

Computershare and Novae Group plc are proud to support
Tree for All, the Woodland Trust’s woodland creation
campaign. eTree is an incentive programme designed to
encourage shareholders to receive electronic
communications to save paper and to reduce impact on
the environment. For every shareholder who signs up to
electronic communications, Novae Group plc, will donate
£1 to the Woodland Trust Tree for All campaign.

Tree for All is aiming to plant 12 million trees — one for
every child in the UK. It addresses not only the fact that
children are losing touch with nature, but also that the UK
has one of the lowest woodland populations in Europe.

If you would like to participate, simply visit the website
below with your shareholder number and email address to
hand. In future, this will mean that you will receive the
Report and Accounts, and certain other shareholder
communications, electronically rather than in hard copy.

Register for eCommunications at:
www.etreeuk.com/novaegroup
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