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Return on equity

The return on equity for an equity shareholder is 28.2% for the year. However, these shareholders have also invested in the Preference shares
of the Company together with either the Investor or Manager Loan Notes issued by Cathedral Capital (Investments) Limited. After taking
account of the service costs of these instruments a return of 11.5% (2008: 19.1%) for the year was achieved on the total funds invested in the
Group. This return has been enhanced by circa 0.2% (2008:0.3%) as a result of the interests (B ordinary and Preference shares of the Company
and Manager Loan Notes issued by Cathedral Capital (Investments) Limited) held by the ESOP.

Dividend
The Company does not intend to declare a final dividend for the year on its equity shares (2008: £nil).

Conolidated Statement of Financial Position
The Consolidated Statement of Financial Position includes the Group’s share of syndicate assets and liabilities together with other directly held
corporate assets.

The Consolidated Statement of Financial Position is analysed below and includes the Group’s interest in the managed Syndicates and external
syndicates at 31 December 2009 as single line items:

31 December 2009 31 December 2008

£°000 £'000

Intanglbleassets .............................................................................................................................. 2323423234
Tangible fixed assets 562 694
Group assets used as funds at Lloyd's 110,265 95,856
Other investments and cash balances 39,316 52,446
Borrowings (112,501) (112,501)
Unsecured subordinated loan notes (43,153) (50,874)
Deferred and current taxation (23,398) (26,509)
Interest in managed syndicates 48,177 51,402
Interest in external syndicates (2,648) (609)
Net other assets/(liabilities) 3,137 388
42,991 33,527

Own shares (ESOP) (13) (5)
Equity shareholders’ funds 42,978 33,522

The valuation of the intangible assets consists of the cost of underwriting capacity for Syndicate 2010 and goodwill. Both of these intangible
assets continue to be the subject of annual impairment tests rather than straight line amortisation as was the case under UK GAAP. We have
concluded that there was no impairment of these assets at the year end.

The borrowings figures include the Preference shares issued by the Company and the Investor and Manager Loan Notes of Cathedral Capital
(Investments) Limited, that are not held by the Cathedral Group’s ESOP. These shares and loan notes have been issued to the equity
shareholders of the Company. Accordingly, the equity shareholders consider their net tangible assets to be £137.3 million. The Investor Loan
Notes are listed on the Channel Islands Stock Exchange.

The Group did not issue any new tranches of Unsecured Floating Rate Subordinated Loan Notes during the year and the decrease in cost of
these borrowings is substantially as a result of reductions in interest rates during the year. All four Unsecured Floating Rate Notes continue to
be listed on the Irish Stock Exchange. Further information on the terms of all of the Floating Rate Notes is set out in Note 24.
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The Group had no bank facilities at December 2009 and the £10 million letter of credit in the Group’s funds at Lloyd’s was released back to the
bank in the year.

An analysis of the Group’s interest in the managed Syndicates and the external syndicates are set out below:

31 December 2009 31 December 2008
Managed External Managed External
£°000 £°000 £'000 £'000
Cashandmvestment5169474 .................. 7881 ................ 14696926889
Debtors - insurance and reinsurance 57,609 689 74,080 7,165
Net technical provisions (173,789) (11,359) (157,577) (32,981)
Creditors - insurance and reinsurance (15,321) (99) (21,416) (3,219)
Other net assets 10,204 240 9,346 1,537
Group’s interest 48,177 (2,648) 51,402 (609)

As | mentioned earlier in my report premiums are earned over the life of the policy, commencing at inception, in accordance with the underlying
exposure of the policy. Therefore, at the year end there is a proportion of these premiums unearned. The unearned premium reserve at 31
December 2009 was £63.8 million (2008: £56.9 million) which subject to normal claims activity on that business should contribute to the
profitability of the Group during future years.

The own shares relate to the B ordinary 1 pence shares of the Company held by the Cathedral Group’s ESOP. The value of the shares has been
deducted from the Shareholders’ equity. These shares have not been allocated to any employee. The ESOP also holds Preference shares in the
Company and Manager Loan Notes in Cathedral Capital (Investments) Limited. These borrowing figures have also been reduced by the value of
these holdings. A more detailed analysis of the ESOP holdings can be found in Note 32.

Underwriting Capital

The capital framework at Lloyd’s requires each managing agent in the market to calculate the capital requirement for each syndicate they
manage, a process known as Individual Capital Assessment (“ICA”). The FSA require the ICA to be calibrated at a confidence level of 99.5%
over a 12 month time horizon. The ICA is regarded as the minimum regulatory capital requirement for that business. Lloyd’s has the discretion
to take into account other factors (including the need to maintain the market’s overall security rating) when agreeing each syndicate’s capital
requirement. This is the Economic Capital Assessment (“ECA”).

Lloyd's then uses each syndicate’s ECA as a basis for determining member level Economic Capital Requirement (“ECR”). For the 2010 year, the

Group’s Funds at Lloyd’s requirement was set at 55% of underwriting capacity supported. This compares with a Funds at Lloyd’s requirement of
59% for 2009, as revised following the significant movement in Sterling during the second half of 2008.
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The interests of the ESOP in the B ordinary and Preference shares of the Company and the Manager Loan Notes issued by Cathedral Capital
(Investments) Limited at the year end are:

31 December 2009 31 December 2008

B ordinary Manager B ordinary Manager

1 pence Preference Loan 1 pence Preference Loan
shares £1 shares Notes £1 shares £1 shares Notes £

ESOP 651,084 1,302,367 13,655 648,508 1,297,216

Related Parties
Details of related parties and any related party transactions can be found in Note 37.

Going Concern
After making reasonable enquiries the Directors have a reasonable expectation that the Company has adequate resources to continue in
operational existence for the foreseeable future. For this reason, they have adopted the going concern basis in preparing the accounts.

Auditors
Mazars LLP have expressed their willingness to continue in office for the coming year.

Disclosure of information to the auditors

So far as each person who was a Director at the date of approving this report is aware, there is no relevant audit information, being information
needed by the auditor in connection with preparing its report, of which the auditor is unaware. Having made enquiries of fellow Directors, each
Director has taken all the steps that he is obliged to take as a Director in order to make himself aware of any relevant audit information and to
establish that the auditor is aware of that information.

Employee Involvement
Details of employees and their remuneration are included in Note 13.

Cathedral is an equal opportunity employer with all existing and prospective employees being treated equally and without discrimination on the
grounds of gender, race, religion, age, sexual orientation or disability. Where existing employees become disabled it is the Group’s policy,
wherever practicable, to provide continuing employment under normal terms and conditions and to provide training and career development
and promotions to disabled employees wherever applicable.

The Group’s employment practices and procedures are designed to attract and retain high calibre ambitious individuals. The work environment
and culture is designed to enable motivated individuals to hone their skills in order to achieve their career goals and the appropriate training,
both internal and external, is provided in an effort to ensure that this occurs in a timely manner.All employees receive the same opportunity for
training, development and promotion.

Cathedral is committed to involving all employees in the performance and development of both the Company and the Group and employees
are encouraged to discuss matters of interest and subjects affecting day-to-day operations. Employees are also regularly updated on the financial

performance of the Group by the executive Directors.

A number of employees have an interest in the shares of the Company and the Manager Loan Notes of Cathedral Capital (Investments) Limited.
All full time employees of the Group have a potential interest in the ESOP.
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Donations
During the year the Group made no charitable or political donations (2008: £nil).

Corporate Governance

Cathedral Capital Limited’s Board comprises executive and independent non-executive Directors and meetings of the Board are held quarterly
or at such other intervals as may be determined by the Board to discuss corporate business, with further meetings to consider Lloyd’s related
matters as required by Lloyd’s or the FSA. Additional ad hoc meetings are convened as required. As provided by the Articles of Association,
the quorum for Board meetings can be one. The Board of the Company exercises the highest level of authority in the Cathedral Group.

On a day to day basis the management of the Group’s affairs and businesses are dealt with by the executive management of the Group who
include the executive Directors of the Company and selected other senior management and underwriters. This group has delegated authority
from the Board to make such decisions and authorise such acts as are decided by the management to be necessary to manage and control the
Group’s affairs. The executive management report back to the Board at its quarterly meetings.

The Board has also established two sub Committees of the Board being; Audit Committee and Remuneration Committee. The constitutions
and compositions of these Committees are set out below:

Audit Committee

The Audit Committee concentrates mainly on the financial reporting, compliance, internal control and risk management framework of the
Group. It is also responsible for vetting the appointment, independence and fees of the external auditors and makes recommendations to all
subsidiary company Boards on these matters.

Membership of the Audit Committee comprises all the non-executive Directors of the Company.The Non-Executive Chairman of the Company
is chairman of the Committee. The quorum for Audit Committee meetings is two and it meets at least annually.

The main activities of the Audit Committee include a detailed review of accounting policies and the financial statements; reviewing the report of
the Group’s risk management committee; an evaluation of the effectiveness of internal control, compliance and risk management systems of the
Group; monitoring compliance with statutory and regulatory reporting requirements.

The Committee meets with the Group’s external auditors and receives a report from them at least once a year.The Committee also agrees any
appointment of the external auditors to provide any non audit services.The cost of all the services provided by the external auditors is set out
in Note 12.

The Group has a risk management committee, which sits as a committee within the Group’s managing agency subsidiary. This committee
comprises the executive Directors of the Company together with the directors, senior managers and underwriters of the managing agency.
This committee, though primarily determining and monitoring risks and controls within the regulated business of the managing agency, also
evaluates risks and controls throughout the rest of the Group’s operations. A report on the work of the risk management committee is made
to the Audit Committee at least annually.
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Remuneration Committee
The Remuneration Committee’s main focus is on ensuring that salary, benefit and incentive levels throughout the Group are sufficiently
competitive to attract and retain staff, particularly those holding key positions of responsibility.

The Board approves the membership of the Remuneration Committee, which currently comprises all non-executive Directors of the Company
together with the Chief Executive Officer of the Company or his alternate. The Non-Executive Chairman of Cathedral Capital Limited is
chairman of the Remuneration Committee and the quorum for meetings is two.

The Remuneration Committee is responsible for agreeing the remuneration of the Group Chief Executive Officer and the executive Directors
of Cathedral Capital Limited, together with that of senior executives having basic salaries of £125,000 and above.

Directors’ Remuneration

Details of the Director’s Renumeration is set out in Note 37 of this Annual Report.

Directors’ and Officers’ Insurance
In accordance with the provisions of the articles, the Company has purchased and maintained throughout the year directors’ and officers’
liability insurance in respect of itself, all of its subsidiary companies and all directors and officers of the Group.

Directors’ Responsibilities

The Directors are responsible for preparing the Annual Report and the financial statements in accordance with applicable law and regulations.
Company law requires the Directors to prepare financial statements for each financial year. Under that law the Directors have elected to
prepare the Group financial statements under International Financial Reporting Standards (“IFRS”) as adopted by the European Union,and the
Company financial statements in accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting
Standards and applicable law).The financial statements are required by law to give a true and fair view of the state of affairs of the Company and
of the profit or loss of the Company for that period.

In preparing those financial statements, the directors are required to:

Company

»  select suitable accounting policies and then apply them consistently;

*  make judgments and estimates that are reasonable and prudent;

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

»  prepare the financial statements on the going concern basis unless it is inappropriate to presume that the Company will continue in
business.
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Group

e properly select and apply accounting policies;

e present information,including accounting policies, in a manner that provides relevant, reliable, comparable and understandable information;
and

»  provide additional disclosures when compliance with the specific requirements in IFRS is insufficient to enable users to understand the
potential impact of particular transactions, other events and conditions on the entity’s financial position and financial performance.

The Directors are responsible for keeping adequate records that disclose with reasonable accuracy at any time the financial position of the
Company and Group and to ensure that the financial statements comply with the Companies Act 2006. They are also responsible for safe-
guarding the assets of the company and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

The maintenance and integrity of the Group’s website is the responsibility of the Directors. The Directors’ responsibility also extends to the
ongoing integrity of the financial statements contained therein. Financial statements are published on the Group’s website in accordance with
legislation in the UK governing the preparation and dissemination of financial statements, which may vary from legislation in other jurisdictions.
By order of the Board

John Lynch

Company Secretary
7 April 2010
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