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Loss for the year of 

US$42.8m
(2009: US$43.6 million profit)
 
Gross premium income of 

US$356.1m
(2009: US$265.8 million)

 
Loss ratio of 

84.4% 
(2009: 49.3%)
 
Combined ratio of 

114.4% 
(2009: 81.4%)

 
Investment return of 

1.9% 
(2009: 2.8%)
 
Earnings per share of 

(17.6) US¢ 
(2009: 18.6 US¢)

Return on  
average equity of 

(9.5)% 
(2009: 9.8%)
 
Dividends for the year of 

6.0 US¢ per share
(2009: 12.5 US¢)

US$’m 2010 2009 2008 2007

Gross premiums written 356.1 265.8 265.4 242.9 
Net premiums written 268.4 199.3 224.6 196.3 
Net premiums earned 247.4 195.5 215.7 161.5 
Net incurred claims (208.8) (96.3) (163.9) (78.9)
Underwriting return (35.7) 36.5 (3.0) 33.4 
Investment return 12.4 16.3 21.8 18.0 
Managing agency income 1.3 15.9 23.5 30.3 
(Loss)/profit before tax (42.9) 47.1 28.2 59.5 
(Loss)/profit for the year (42.8) 43.6 22.2 50.5 
Net assets 421.6 496.0 283.6  308.6
Net tangible assets 374.8 453.0 281.3 308.5
Gross loss ratio 68.3% 43.0% 72.2% 41.5%
Net loss ratio 84.4% 49.3% 76.0% 48.8%
Per share amounts (in US cents)
Basic earnings (17.6) 18.6 15.1 34.4 
Dividends 6.0 12.5 11.3 24.0 
Net assets 173.1 203.7 192.1 209.2
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Our vision is to be the 
platform of choice for  
our stakeholders. 
Omega is an international insurance 
and reinsurance group, listed on  
the London Stock Exchange, 
domiciled in Hamilton Bermuda 
with operating platforms in each  
of our major centres of Bermuda, 
London, Chicago and Cologne.
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Chairman’s statement

Shareholders will be aware of the background to my 
appointment as Chairman, and Richard Pexton’s as  
Chief Executive, and other board changes in late March  
last year so I won’t go over matters which have already  
been well publicised.

To say that ours was a baptism of fire would be  
an understatement!

Within a week of our arrival, we had to issue a profits 
warning arising from Omega’s loss on the Chilean 
earthquake. This along with other loss experience on  
the 2009 and prior years represents some 86% of our  
total reported pre-tax loss for the year.

Subsequent events proved equally challenging. I am 
naturally very disappointed that we are reporting a loss  
for the year of US$42.8 million. Richard Pexton expands  
on the component parts of the loss and the actions we  
have taken since arrival in his review of the business.

Omega’s performance during 2010 has been materially 
affected by catastrophe and other single-loss events, after  
a benign year in 2009. It is estimated that 2010 could be the 
sixth worst year for the insurance industry in the last thirty,  
with total insured losses of approximately US$37 billion.

Since the Board change to which I previously referred,  
and notwithstanding the difficulties experienced thus far,  
we have made great progress on a number of fronts.

We have further strengthened the Board with the 
appointment of Geoffrey Johnson who joined in September 
last year as a Non-Executive Director and Chairman of the 
Audit Committee. He has recently been elected by the 
Board as Senior Independent Director. Geoffrey enjoyed a 
long and successful career with PricewaterhouseCoopers 
and his experience and focus on governance will prove 
invaluable in the future development of the Group. As 
planned, Jonathan Betts stepped down in November.  
Penny James steps down from the Board later this month 
and I would like to welcome Katherine Letsinger who joins 
us on an interim basis. Katherine has a wealth of insurance 
experience having previously been group finance director  
of Wellington Underwriting plc following other financial 
appointments in the industry. I would like to thank both 
Penny and Jonathan for their contribution to the Group 
during this transitional year. We expect to make a further 
non-executive appointment from the insurance industry 
during the course of 2011.

We have made further senior appointments in the  
London operation. 

A large part of our activity during 2010 has been concentrated 
upon strengthening our operational infrastructure in areas 
such as risk modelling, underwriting systems, capital 
modelling, and generally improving our internal governance 
and controls. This progress will contribute to achieving our 
goal of first class risk management capabilities.

The last two years have been an unsettling time for those 
who work in Omega and I would like to thank them all for 
their dedication, professionalism and commitment to the 
task. In spite of the noise surrounding the Group, it has  
been very much ‘business as usual’ and I am grateful to  
all of them. 

Given the circumstances and, taking into account the 
interim dividend of 6.0 cents per share already paid and  
the substantial increase in the loss for the year compared  
to previous estimates, the Board has decided, as matter  
of prudence, not to pay a final dividend for 2010. We will 
keep under review the capital position and trading results 
with a view to resuming dividends as soon as conditions 
allow. As a matter of policy, the Board remains committed  
to paying out a substantial proportion of the Group’s annual 
profits as dividends. 

The rating environment remains challenging and short-term 
profitability will be constrained as a result. However, despite 
the difficult operating environment, we are putting in place a 
firm foundation from which to grow.

John Coldman
Chairman

Omega Insurance Holdings Limited2



For board biographies please see page 34.

Board of directors

John Coldman
Chairman

Richard Pexton 
Chief Executive Officer

Penny James 
Chief Financial Officer

Geoffrey Johnson 
Non-Executive Director

James Bryce
Non-Executive Director

Robin Spencer-Arscott
Non-Executive Director

David Cooper 
Non-Executive Director 

Ernest Morrison 
Non-Executive Director
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Omega at a glance

Bermuda – Omega Specialty

Established in 2006, Omega Specialty is a Class 3B 
reinsurance company. Underwrites quota shares of  
Omega Syndicate 958, Omega Dedicated and Omega US, 
alongside a third-party reinsurance portfolio sourced 
through the Bermuda market. 

A.M. Best IFS rating: A- (Excellent) 

Chicago – Omega US

Based in Schaumberg, Illinois. Established and licensed  
in Delaware, commenced underwriting in 2008. Underwrites 
property and casualty insurance on an excess surplus  
and surplus lines basis throughout the US, via a network  
of general agents. Eligible to underwrite business  
in 42 jurisdictions.

A.M. Best IFS rating: A- (Excellent)

Our platforms 
London – Lloyd’s Syndicate 958

Commenced underwriting in Lloyd’s for the 1980 year of 
account. The Syndicate has premium capacity of US$420 
million for 2011 (which is expected to be 79.4% utilised in 
2011) with 40.5% provided by Omega Group. The Group 
also participates in the gross underwriting of Syndicate 958 
in 2011 through a 20% quota share reinsurance contract. 
Underwrites a portfolio focused on short-tail, diversified 
property orientated insurance and reinsurance. 

A.M. Best IFS rating: A (Excellent)

Group gross written premiums US$356.1m

The group sources gross premium from our three operating platforms;  
Lloyds Syndicate 958, Omega Specialty and Omega US Inc.

Cologne – Omega Europe

Established in 2003 as a cover holder for Syndicate 958. 
Underwrites European proportional and non-proportional 
reinsurance business, from our offices in Cologne. 

Group share of Syndicate 958

US$244.9m
(2009: US$166.7m)

Omega Specialty

US$65.2m
(2009: US$63.0m)

Omega US

US$46.0m
(2009: US$36.2m)

Omega Insurance Holdings Limited4



How it fits together
Gross written premiums by class of business US$m

Omega underwrites a diverse portfolio of predominantly  
short-tail property orientated insurance and reinsurance. 

Class
2010 

%
2009 

%

1 Non-marine �property �insurance 25.1 22.3

2 Property� catastrophe �reinsurance 29.5 36.4

3 Marine �insurance &� reinsurance 12.5 8.5

4 Liability� insurance &� reinsurance 12.5 12.7

5 �Property �per risk �treaty �reinsurance 5.3 6.9

6 Professional �indemnity �insurance 3.5 3.5

7 Motor� insurance & �reinsurance 7.0 4.5

8 Other classes 4.5 5.2

Gross written premiums by geography US$m

Our clients are predominantly located in the US and UK. 

Location
2010  

%
2009  

%

1 United States and Canada 68.2 69.6

2 United Kingdom 13.1 10.4

3 Other Europe 6.2 6.3

4 Australia and Asia 7.1 7.6

5 Latin and Central America 3.8 4.6

6 Other 1.6 1.5

1

2

3

4

5

7

6

8

US$356.1 million

1

2

3

5

4

6

US$356.1 million

Group share of Syndicate 958

US$244.9m
(2009: US$166.7m)

Omega Specialty

US$65.2m
(2009: US$63.0m)

Omega US

US$46.0m
(2009: US$36.2m)
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Strategic Objectives

Achieve a diversi�ed and robustunderwriting group

balance sheet
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Board de�ned risk appetit
e

Achieve a gross underwriting

pro�t each year

Financial Targets

Vision
To be the platform 
of choice for our 

stakeholders 

Strategy

Our goal is to deliver shareholder value, through our vision, financial targets and strategic objectives.
2010 has been a very poor year but the Board has established forward-looking financial targets to  
ensure the Group achieves attractive returns on equity.

1Vision
�Our vision is to be the platform  
of choice for our stakeholders.

2	Financial Targets 
•	 	Achieve a gross underwriting 

profit each year

•	 	Cross-cycle return on equity 
after tax of risk-free rate  
plus 10%

•	Board defined risk appetite 
based on event-driven modelling

3 Strategic Objectives
•	Achieve a diversified and  

robust underwriting group

•	 	Manage underwriting and 
capital through the cycle

•	 	Maintain a strong  
balance sheet

Omega Insurance Holdings Limited6



Loss ratio 
The loss ratio measures claims and 
movements in reserves as a percentage of 
net earned premiums and is a measure of 
underwriting profitability. The increase in the 
loss ratio in 2010 is mainly the result of the 
increased level of catastrophe and large  
single-risk losses in a year of heavy losses  
for the insurance industry. There was some 
further deterioration in ratios as a result of 
rating reductions squeezing margins.

Return on equity/tangible equity 
We aim to deliver an attractive return for our 
shareholders, with a target after-tax return on 
book equity of 10% above the risk-free rate 
across an underwriting cycle. 

Expense ratio 
The expense ratio measures our acquisition 
costs and underwriting expenses as a 
percentage of net earned premiums. The 
expense ratio has decreased as a result of  
our increased premium base in 2010.

Dividends per share 
The Group’s dividend policy is to return 
a substantial proportion of profits to the 
shareholders each year. Despite the losses 
suffered in 2010, we paid an interim dividend  
of 6.0 cents per share at the half year.

Profit before tax
Profit before tax is an effective measure 
of overall profitability of the business, 
encompassing underwriting contribution, 
investment return and corporate expenses.  
In 2010, the Group was however loss making, 
impacted by higher catastrophe claims and 
rating reductions squeezing profitability. 

Net assets/tangible net assets 
per share 
We believe that growth in book value  
per share is an appropriate measure of 
shareholder value creation. Our book value  
per share has decreased in 2010 due to 
underwriting losses combined with the  
effect of paying a half year dividend. 

Loss ratio (%)

06 07 08 09 10

47.9 48.8

76.0

49.3

84.484.4%
2009: 
49.3%

Return on equity/tangible equity (%)

06 07 08 09 10

6.7

17.6

7.5
9.8

8.3

17.6

Return on tangible equity

7.9
10.8

(9.5)

(10.5)
Return on equity

(9.5)/(10.5)%
2009: 

9.8/10.8%

Expense ratio (%)

06 07 08 09 10

30.9 30.5

25.4

32.1
30.030%

2009: 
32.1%

Dividends per share (US₡)

06 07 08 09 10

7.7

24.0

11.3
12.5

6.0

6.0 US¢
2009: 

12.5 US¢

Pro�t/(loss) before tax (US$m)

06 07 08 09 10

22.6

59.5

28.2

47.1

(42.9)

US$(42.9)m
2009: 

US$47.1m

Net assets/tangible net assets 
per share (US₡)

 

06 07 08 09 10

179.9
180.0 209.1

209.2

190.5 186.0

154.0

192.1
203.7

173.1

Net assets per share
Tangible net assets 
per share

173.1/
154.0 US¢

2009:
203.7/

186.0 US¢

Key metrics
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2010 Results
The Group is reporting a loss before tax for the year of 
US$42.9 million (2009: US$47.1 million profit). Clearly this  
is a disappointing result and one that must not be repeated. 
The performance was driven by the level of catastrophe  
and large single-risk loss events including the earthquakes 
in Chile and New Zealand, the explosion of the Deepwater 
Horizon oil rig, Australian floods and Aban Pearl submersible 
amongst others. This was exacerbated by rating reductions 
putting pressure on margins in other lines of business as  
the market softens, reflected in the increase in attritional  
loss ratios and some strengthening of reserves at the half 
year. The post tax loss for the year was US$42.8 million 
(2009: US$43.6 million profit) and earnings per share was 
(17.6) US cents (2009: 18.6 US cents). 

Gross premiums written by the Group rose by 34.0%  
to US$356.1 million in 2010 (2009: US$265.8 million) 
reflecting our increased ownership of capacity on  
Syndicate 958, which has grown to 40.5% for the 2011  
year of account (2010: 38.8% and 2009: 16.4%). Net  
earned premium grew by 26.5% to US$247.4 million  
(2009: US$195.5 million). While this step up has  

negatively affected the 2010 results due to the 2010  
Year of Account losses to date, we still expect to see  
the benefit of the increase in future years.

Our underwriting performance in the year has been 
dominated by multiple catastrophes including the Chile  
and New Zealand earthquakes, Australian hailstorms and 
the flooding in Queensland in December. This was on top  
of several large single-loss events, including the Deepwater 
Horizon incident in April 2010 and the sinking of the Aban 
Pearl submersible in May 2010. Together, these losses have 
cost the Group US$65.0 million net of reinsurance and 
reinstatement premiums and including foregone managing 
agency profit commission. The loss ratio rose to 84.4% in 
2010 (2009: 49.3%) with natural catastrophes and major 
losses accounting for 22.2 percentage points. The attritional 
loss ratio also rose by 12.9 percentage points in comparison 
with 2009 to 62.2% (2009: 49.3%) demonstrating the 
deterioration in current pricing due to excess capacity 
coupled with an elevated incidence of smaller attritional 
losses in the US. Strengthening of prior year reserves 
equates to 2.4 percentage points.

Richard Pexton, Chief Executive Officer

Chief Executive Officer’s review

Omega Insurance Holdings Limited10



History of Omega, 1980-2010
Omega can trace its origins back nearly 30 years, when predecessor firm  
G.S. Christensen & Partners was established to manage a new Lloyd’s syndicate  
– Syndicate 958 – which had began underwriting for the 1980 year of account. 

1980 Our Origins The Group’s origins centre on the management of Lloyd’s Syndicate 958,  
which has an exceptional record of unbroken underwriting profit since its 
establishment in 1980.

2005 A change of focus In 2005 Omega began changing the focus of the Group, from being primarily a 
manager of the third party capital supporting Lloyd’s Syndicate 958 to become an 
insurance and reinsurance operation with a significant amount of its own capital at 
risk. In April 2005 the Group was floated and admitted to trade on AIM. £18 million 
(US$33 million) was raised from institutional investors. In December 2005, Omega 
completed a second placing and raised a further £86 million (US$148 million) and 
capitalised Omega Specialty, the Group’s Bermudian insurance company, with 
US$172 million. A.M. Best rated Omega Specialty A- (Excellent).

2006 The move  
to Bermuda

In October 2006, Omega raised a further £33 million (US$62 million), with which 
Omega US, the Group’s US insurance company was capitalised. In conjunction  
with the establishment of operations in Bermuda and the US, Omega concluded 
that the Group would be more appropriately headquartered in Bermuda. In 
November 2006 a scheme of arrangement became effective under which Omega 
Insurance Holdings Limited, a Bermuda company, became the holding company  
of the Omega Group. Omega Insurance Holdings was also admitted to trading  
on AIM in November 2006.

2007 Restructuring  
complete

In December 2007 Omega US received its own A- (Excellent) rating from  
A.M. Best. Omega sought and gained consent from H. M. Treasury for the transfer 
of both Omega Specialty and Omega US from Omega Underwriting Holdings in  
the UK to Omega Insurance Holdings in Bermuda. The final step in these transfers 
was completed in March 2007. As a result, Omega had a structure that it considered 
optimal from a strategic, operational and financial perspective.

2008 Recapitalised  
for growth

In December 2008, Omega announced a £124 million (US$179 million) share 
placing. Those funds were deployed in the growth of its underwriting platforms,  
to take advantage of what Omega believed would be an attractive market through 
2009. This left the Company robustly capitalised as it entered the next phase of  
its development.

2009 Admission to the  
main market and 
capacity offer

Omega was admitted to the London Stock Exchange Main List in July 2009. At the 
same time the Group completed an offer to acquire capacity on Syndicate 958 from 
third party members utilising the majority of the capital raised in 2008. Together with 
capacity acquired in the Lloyd’s Auctions in November 2009, Omega increased its 
ownership share of Syndicate 958 to 38.8%.

2010 A new Board  
and a new  
management team

At a Special General Meeting (SGM) held in March 2010, the shareholders 
appointed a new Board of Directors led by new Chairman, John Coldman.  
Richard Pexton was appointed as the new Chief Executive soon after.

The Group purchased a further 1.7% of Syndicate 958 capacity in the  
Lloyd’s Auctions increasing its share of capacity to 40.5%.

Annual Report and Accounts 2010 11
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Perspective of Omega  
since my arrival
I joined Omega one year ago this week and have reviewed 
all areas of the business. I would summarise my thoughts  
as follows:

•	The corporate structure is excellent with platforms in  
each of the world’s major markets: Lloyds, Syndicate 958, 
Bermuda and in the US, Chicago. 

•	Notwithstanding the result, there is a solid core book  
of underwriting focused on regional and smaller ticket 
property and casualty insurance that has driven the  
Group and Syndicate’s success over many years. 

•	 There is a team of experienced underwriters who understand 
how to navigate troughs in the insurance cycle. 

•	The book was more volatile than I had expected, with  
the Group having expanded in more recent years into 
classes of business with greater catastrophe exposure 
and larger insureds, such as retrocessional reinsurance 
and marine energy.

•	Certain of the Group’s reinsurance programmes were not 
strategic and, therefore, far less efficient and effective than 
I had expected, with some reinsurance accounts written 
‘net’ and limited tools available to model how it operated 
in different stress scenarios. This is evidenced by the 
gross loss ratio of 68.3% and net loss ratio of 84.4%.

•	Operationally the business was ‘behind the curve’  
playing catch up with the more sophisticated players in 
the industry in the areas of risk management, modelling,  
data quality and analysis, and control.

•	The reserves are sound. The short tail nature of Omega’s 
book means it is not susceptible to significant historic 
reserving problems but being a young company there  
is currently only a small book of historic reserves and  
so profit is sensitive to movements in small loss ratios.

•	The investment portfolio is high quality, low risk, extremely 
liquid and consequently has a constrained return.

•	Omega US Chicago, continues to build a strong franchise 
with slower growth than originally expected due to current 
market conditions.

Actions
1.	Underwriting 
In light of the findings of my review, and the developing 
market conditions, we took the following actions to reduce 
the risk in the book of business:

•	We substantially cut our direct offshore energy business 
from September 2010 in order to reduce the overall 
volatility of the portfolio; and

•	Since the second quarter of 2010 we have significantly 
scaled back and refocused the international retrocessional 
reinsurance account which was impacted by the Chilean, 
Australian and New Zealand catastrophes with gross 
written premium on this account reducing from US$16.4 
million in 2010 (of which US$11.6 million was written by  
1 April 2010) to US$4.2 million in 2011.

The effect of these is that a repeat of 2010’s catastrophe 
and large energy events today would result in costs to  
the Group some 33% lower.

Further, we are currently changing the composition of  
our reinsurance programme to reduce basis risk, having 
undertaken a full external review of the reinsurance 
programme in the fourth quarter of 2010 which will lead  
to a programme with a better fit for Omega Specialty  
and potential cost savings.

2.	Operations 
The operational capability of the Group has been another key 
area of focus given its importance to both our underwriting 
capabilities and our ability to function effectively as a business. 
We have invested in new talent and additional infrastructure 
to help us manage the business more effectively and more 
efficiently. Resources have been added in operational and risk 
management functions and we have improved actuarial and 
financial controls. 

In addition new systems for recording underwriting 
information and for modelling aggregations have been 
introduced during the year across all our platforms.

The effect of these changes will be a better risk managed 
business in the future with a consequential benefit of lower 
capital ratios than would otherwise be the case.

Chief Executive Officer’s review continued 

Omega Insurance Holdings Limited12



3.	Investments 
The investment environment in 2010 was driven by 
uncertainty as to whether there would be an economic 
recovery or a double dip recession, and central banks 
continued to add liquidity into the financial system,  
keeping interest rates low. Uncertainty increased mid-year 
coinciding with the distress in the peripheral European 
sovereign debt markets. 

Omega continued its cautious approach and benefited  
from its high allocation to government bonds which rallied 
throughout the year, resulting in an investment return of 
1.9% (2009: 1.7% excluding one-off hedging gains). 

Due to the asymmetric exposure to interest rate movements 
we reviewed our investment strategy in the final quarter, 
broadening the asset classes and implementing a blended 
benchmark to include a higher proportion of corporate 
bonds and some securitised assets. Although we benefited 
throughout 2010 from a high allocation to government 
bonds, we have taken steps to reduce this position as we 
expect interest rates to rise over the following year. We 
expect to see the benefits of these changes through 2011. 
We will continue to cautiously seek opportunities to enhance 
our returns within the Group’s risk appetite parameters 
established by the Board. Further information about our 
investment performance and asset allocation can be  
found in the Financial Review.

4.	Capital Management
The Board remains committed to its policy of returning  
to shareholders a substantial proportion of the Group’s 
annual profits as dividends. Taking into account the interim 
dividend of 6.0 cents per share and the substantial increase 
in the loss for the year as compared to earlier estimates,  
the Board has decided as a matter of prudence not to  
pay a final dividend for 2010.

The Board will keep under review the capital position, 
potential changes in regulatory requirements, the results  
of our actions to reduce risk exposures in the business  
and trading results with a view to paying dividends when 
conditions allow.

Taking into account the need for capital to take advantage  
of business opportunities when the market improves, the 
Board remains committed to paying out as dividends a 
substantial proportion of the Group’s annual profits. 

To further support the business’s flexibility to grow as the 
conditions improve, the negotiation of a revolving credit 
facility is near completion.

5.	Governance
With the changes made during 2010, the Group now  
has strong Boards in both London and Bermuda with  
a wealth of financial and industry experience.

Dialogue with the regulators and rating agencies has been 
excellent, with open and transparent relations in place.  
AM Best reaffirmed Omega Specialty’s and Omega US’s 
A- (Excellent) rating after the half year results. 

Outlook for 2011 and beyond 
The trading environment for 2011 remains competitive  
and, with a benign Atlantic hurricane season during 2010, 
the industry’s supply of capital has increased further.  
Rate reductions were evident at the important 1 January 
reinsurance renewals with excess capacity continuing to 
depress pricing. US catastrophe reinsurance rates were 
down by between 5-10%, whilst international catastrophe 
rates were down by between 3-10%, with loss affected 
areas experiencing firmer pricing.

The actions through 2010 and 2011 were to de-risk the 
business and protect value. The result is that we will  
have reduced aggregates, a reshaped and more robust 
reinsurance programme and improved modelling capability  
all of which should help us deal with catastrophe events 
more effectively.

Our underwriting strategy for 2011 continues to stress 
discipline and patience. We have reduced our planned  
gross written premium for the year relative to 2010, and  
will continue to monitor the rating environment in each  
class of business we underwrite. We have pulled back  
from some classes where we believe that underwriting 
margins are inadequate. 

There are still profitable opportunities to be had. However, 
with rating pressure continuing, notwithstanding the actions 
we are taking to dampen that effect, the result must be 
reduced profit expectations for 2011 if the current rating 
environment continues.

Although short term conditions are challenging, Omega  
has an excellent franchise and a steady book of solid 
underwriting businesses. With its platforms in all the key 
locations and the strength of its distributor relationships, 
Omega is ready to grow when the time is right. This 
combined with our experienced underwriting team, 
operational improvements and efficient structure will  
leave it well placed for the medium term.

Richard Pexton
Chief Executive Officer
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2010 Underwriting Return and Loss ratio by Underwriting Segment

US $’m

Group Participation 
on and reinsurance 

of Syndicate 958
2010

Omega Specialty 
(other reinsurance)

2010

Omega US  
Insurance

2010
Group total

2010
Group total  

2009

Gross premiums written 244.9 65.2 46.0 356.1 265.8
Net earned premiums 169.7 40.1 37.6 247.4 195.5
Underwriting return (21.4) (12.0) (2.3) (35.7) 36.5
Gross loss ratio 67.7% 71.7% 65.8% 68.3% 43.0%
Net loss ratio 82.1% 108.4% 69.3% 84.4% 49.3%

Underwriting performance in 2010
Group gross premiums written rose by 34.0% to  
US$356.1 million in 2010 (2009: US$265.8 million) and  
net earned premiums rose by 26.5% to US$247.4 million 
(2009: US$195.5 million), reflecting our increased ownership 
of capacity on Syndicate 958, which was 38.8% for the 
2010 year of account (2009: 16.4%). The net loss ratio rose 

to 84.4% (2009: 49.3%) with natural catastrophes and major 
losses accounting for 22.2 percentage points. The attritional 
loss ratio – which excludes catastrophe and major losses – 
rose to 62.2% (2009: 49.3%) due to an increased incidence 
of smaller losses and increased pressure on margins due  
to rating reductions. 

Underwriting review
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The table below shows how catastrophes and major losses have affected our 2010 results.

Catastrophe net losses to Omega in 2010 US$’m
Catastrophe Event date

Syndicate 958  
derived to Group

Bermuda third  
party reinsurance Omega US Net loss-Group 

Chile earthquake Feb-10 10.3 13.0 – 23.3
New Zealand earthquake (2010) Sept-10 10.3 6.2 – 16.5
Deepwater Horizon incident Apr-10 3.9 1.0 – 4.9
Queensland floods (2010) Dec-10 1.5 3.0 – 4.5
Aban Pearl incident May-10 2.9 – – 2.9
Perth Hailstorms March-10 2.9 – – 2.9
Total net losses 31.8 23.2 0.0 55.0
Effect on agency profit commission 10.0 – – 10.0
Total effect on Group results 41.8 23.2 0.0 65.0

2010 was beset by losses affecting the international 
accounts. We remain comfortable that our original estimates 
for the Chilean earthquake loss are prudent and claims are 
developing in line with expectations.

It remains very early to make definitive estimates of the  
cost of the New Zealand earthquake and the Australian 
floods in 2010. Our New Zealand loss estimates reflect  
the latest data available from the New Zealand Earthquake 
Commission. Our exposures to the Australian floods are 
limited but we have raised what we believe to be prudent 
provisions of US$4.5m.

There is minimal data on which to base estimates of the 
2011 losses for either the recent New Zealand earthquake  
or Australian floods in January and considerable uncertainty 
as to how the totality of the losses will be attributed to 
specific events and years of account. Whilst both market 
losses would appear to be more substantial than the 2010  
events, exposures on our retrocessional accounts had  
been reduced. Based on the very limited data available  
we would expect our losses on the 2011 events to be at 
similar or potentially lower levels to those on the 2010 
Australian and New Zealand events taking into account  
the larger magnitude of the 2011 losses to the industry.

Reserve additions have been modest at US$6.0m. 
Strengthening on the Syndicate’s motor and liability classes 
reflecting a more conservative view of the development tail 
has been offset in part by releases on older years of account 
in the Syndicate; in particular in relation to catastrophe 
events in the 2005 and prior years of account.

Underwriting approach
Our approach to underwriting remains centred on 
experience and selectivity. We maintain the flexibility  
to respond rapidly when the market changes. We seek  
to expand the portfolio in a hard market and reduce as  
the market softens. Short tail property insurance and 
reinsurance has traditionally been the mainstay of the 
Group, and such business will continue to be the dominant 
part of our account. We will continue to expand our existing 
liability accounts, mainly through the issuance of small 
commercial “package” policies in the USA and specialist 
non-US treaty liability business. 

In 2010, Syndicate 958 ceased writing direct offshore energy 
business and reduced its aggregates on the property treaty 
reinsurance account. For 2011, we have also reduced our 
exposure to retrocessional reinsurance business which drove 
many of our losses on the international account in 2010.

During 2010, we also introduced catastrophe modelling  
via AIR’s proprietary model. This is widening our outwards 
reinsurance purchasing ability by enabling us to provide 
industry standard data to potential reinsurers. Additionally, 
the output gives us an opportunity to compare our own  
data with industry standard benchmarks and refine our own 
assumptions and procedures. The outputs have also been 
integral to an overall review of our reinsurance programme 
with a view to improving its effectiveness and efficiency.
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Omega Underwriting Platforms
We organise our business around four main underwriting 
platforms, in each of our major centres of London, Bermuda, 
Chicago and Cologne, as detailed below.

London (Lloyd’s Syndicate 958): Commenced underwriting 
in the Lloyd’s of London insurance market for the 1980  
year of account. Underwrites a diversified multi-line 
insurance and reinsurance portfolio, with premium capacity 
of US$420 million for 2011 of which 40.5% is provided by 
Omega; Omega also has a 20.0% gross quota share of  
the Syndicate and therefore has an effective 52.4% share  
in the Syndicate’s gross results. 

Bermuda (Omega Specialty): Established in 2006.  
A Class 3B reinsurance company. Underwrites a portfolio  
of non-group related, mainly property reinsurance,  
together with intra-group quota share reinsurances of 
Syndicate 958, Omega US and our Lloyd’s corporate 
member, Omega Dedicated.

Chicago (Omega US): Established in Schaumberg, Illinois in 
2007 under license from the state of Delaware. Underwrites 
property and casualty insurance on an excess and surplus 
lines basis. Has eligibility to underwrite in 42 jurisdictions 
throughout the United States via a network of general agents. 

Cologne (Omega Europe): Established in 2003 as a cover 
holder, underwriting on behalf of Syndicate 958. Underwrites 
UK, European and other proportional and non-proportional 
reinsurance business. 

Underwriting review continued 

Gross written premium by IFRS operating segments (US$’m)

07 229.8 13.1

08 210.7 43.9 10.8

09 166.7 63.0 36.2

10 244.9 65.2 46.0

Syndicate 958 derived Omega Specialty (third party reinsurance) Omega US

Classes of Business
Omega underwrites the following classes of business:

Property catastrophe treaty reinsurance: containing both  
US and worldwide treaty business. The US treaty portfolio 
has a predominantly regional and multi regional focus but 
also contains some nationwide accounts. Whilst our main 
focus remains on clients with more localised portfolios,  
we will take advantage of opportunities presented by a 
hardening of the market for larger capacity programmes. 
The international catastrophe excess of loss portfolio is 
focused on better regulated and more financially secure 
regions such as the UK, Northern Europe and Japan. We 
also look to take advantage of opportunities to write better 
priced business in areas of lower accumulation hazard such 
as South Africa and India.

Property per risk treaty reinsurance: focused on reinsuring 
individual risks on small and medium size insurance 
companies but again maintaining the ability to write larger 
accounts when opportunities are presented.

Non-marine property insurance: predominantly small-ticket 
commercial property business written on a surplus lines 
basis through general agents across the United States;  
more property insurance is now being written as part of a 
“package policy”, combined with general liability coverage 
and occasionally other ancillary coverage. This strategy 
helps avoid some of the price pressure on mono-line 
property cover. 

Marine insurance and reinsurance: a modest account of 
yacht hull business with a small amount of brown water  
hull business plus a small book of non-Gulf of Mexico 
windstorm energy excess of loss and general marine excess 
of loss business. Between 2007 and 2010 the Syndicate 
underwrote a direct energy book of business both Onshore 
and Offshore. A decision has been taken not to write direct 
energy business in 2011.

Liability insurance and reinsurance: mainly artisans’ liability 
written on a surplus lines basis, under binding authorities, 
and general liability as part of packaged products with 
commercial property business. Also contains some liability 
excess of loss. These are specialised accounts where we 
expect to see growth potential.

Motor insurance and reinsurance: focused on motor excess 
of loss and motor insurance in the UK and Europe. The 
account is written in Cologne by Omega Europe.

Professional indemnity insurance: professional indemnity 
account focused on small, non-financial insureds in the US, 
Canada and Europe. The business is largely written via 
binding authorities on a claims made basis.

Other: contains space, kidnap and ransom and personal 
accident. Space business is written through three  
specialist consortia.
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Lloyd’s Syndicate 958 (London)
Omega’s Syndicate 958 operates at Lloyd’s and comprises 
the Group’s main platform for sourcing insurance and 
reinsurance business. It has premium capacity of US$420 
million (2010: US$420 million) for the 2011 year of account, 
and its Insurer Financial Strength Rating (IFSR) was 
reaffirmed at A (Excellent) by A.M. Best in September 2010. 

Lloyd’s of London is the world’s leading specialty insurance 
market, with more than 80 syndicates and gross written 
premiums of nearly £22 billion in 2009. It is a major market 
for the placement of specialist risks in classes such as 
property, casualty, marine, aviation and reinsurance. Lloyd’s 
offers a number of benefits to its underwriting members 
including a worldwide network of licenses, a strong and 
efficient capital structure, well developed distribution 
through dedicated Lloyd’s brokers and a reputable brand. 
Risks are placed in Lloyd’s via subscription placement 
whereby several syndicates take a share of an insurance 
contract rather than one carrier taking 100%. This facilitates 
the spreading of large and complex risks across a number of 
carriers and hence reduces the counterparty risk of clients. 

The Group derives business from Syndicate 958 through  
its participation via our Lloyd’s corporate member, Omega 
Dedicated – together with quota share reinsurance with 
Omega Specialty. For the 2011 year of account the Group 
will participate in the gross underwriting of Syndicate 958 
through a 20% quota share reinsurance contract and 40.5% 
ownership of the remaining 80%, representing an economic 
interest in gross underwriting of 52.4%. We also benefit from 
managing agency fee income and profit commission earned 
on third-party member profits. 

Syndicate 958 commenced underwriting in Lloyd’s for the 
1980 year of account and has a track record of unbroken 
profitability over all years of closed account the past 29 
years. The focus of the portfolio has been predominately  
on short tail, diversified property orientated insurance and 
reinsurance with a core of small to medium-sized insureds 
and reinsureds, with many of whom the Syndicate has 
long-standing relationships. Business is also sourced via  
its service company, Omega Europe which was established 
in Cologne in 2003 to complement the development of 
Syndicate 958’s European reinsurance account, primarily 
motor reinsurance. It offers clients access to all of Syndicate 
958’s services and is able to facilitate the placement and 
servicing of reinsurance business with the Syndicate. 

In 2010 Omega’s participation on Syndicate 958, together 
with quota share reinsurance accounted for gross premiums 
written of US$244.9 million (2009: US$166.7 million) and  
net earned premium of US$169.7 million (2009: US$140.1 
million). The Group’s derived participation in Syndicate 958 
generated a combined ratio of 112.7% (2009: 84.3%) and 
an underwriting loss of US$(21.4) million (2009: US$22.0 
million profit). This loss was primarily due to the increased 
incidence of natural catastrophe and large loss events 
compared with 2009. 

The 2008 year of account has closed with a return on 
capacity of 3.5 % which falls within the published forecast 
range of 0%–5%. The forecast range for 2009 is 5%-10% 
(previously 5-15%) and for 2010 is (2.5)%-7.5%.

For the 2011 year of account, the Syndicate has maintained 
its capacity at US$420 million. However we have reduced 
our planned gross premium income due to softening rates, 
expecting to utilise 79.4% of its capacity. 

Syndicate 958 forecast profit by year of account
Year of account 2011 2010 2009 2008

Effective capacity US$420m US$420m US$496m US$478m
Omega retained share of capacity 40.5% 38.8% 16.4% 16.4%
Quota share reinsurance with Omega 20.0% 20.0% 20.0% 20.0%
Group participation on and reinsurance of Syndicate 958 (gross) 52.4% 51.0 33.1% 33.1%
Forecast profit as a % of stamp capacity n/a (2.5)-7.5% 5-10%  3.5 %
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2010

1 Non-marine property insurance 25.4%
2 Property catastrophe treaty 
 reinsurance 22.5%
3 Property per risk treaty reinsurance 4.7% 
4 Professional indemnity insurance 5.2% 
5 Motor insurance and reinsurance 10.1%
6 Marine insurance and reinsurance 17.6%
7 Liability insurance and reinsurance 10.5%
8 Other 4.0%

1

2

3
4

5

6

7

8

2009

1 Non-marine property insurance 20.9%
2 Property catastrophe treaty 
 reinsurance 30.2%
3 Property per risk treaty reinsurance 7.9% 
4 Professional indemnity insurance 5.6% 
5 Motor insurance and reinsurance 7.1%
6 Marine insurance and reinsurance 13.2%
7 Liability insurance and reinsurance 10.6%
8 Other 4.5%

Syndicate 958 gross written premiums (%)
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Omega Specialty (Bermuda Reinsurance)
Omega Specialty is our Bermudian class 3B reinsurance 
company that has an Insurer Financial Strength Rating 
(IFSR) of A- (Excellent) by A.M. Best. It was established  
in 2006 and started underwriting in 2007. It underwrites 
third-party business originated in the Bermudian reinsurance 
market. It also sources income via several intra-group quota 
share reinsurance contracts as follows:

•	Quota share reinsurance of 20% of Syndicate 958’s  
gross whole account;

•	Quota share reinsurance of 50% of Omega US net  
whole account; and

•	Reinsurance of Omega Dedicated through which  
Omega Specialty assumes the risk of the majority of the 
share of Syndicate 958’s capacity owned by the Group.

Omega Specialty’s third-party reinsurance portfolio is 
primarily focused on US and international property 
catastrophe treaty reinsurance. It also underwrites property 
risk excess treaty reinsurance, property insurance and 
marine and aviation reinsurance. 

The US catastrophe book has been predominantly made  
up of regional and multi-regional business but there are 
opportunities with regards to some of the nationwide 
accounts where capacity pricing has been a little more 
positive. The results of the US catastrophe book have not 
been significantly impacted by US losses, notwithstanding 
the industry experience showing US$12 billion of market 
losses, as estimated by PCS (Property Claims Service). 

The international catastrophe market has experienced an 
extreme year of losses with the Chile and New Zealand 
earthquakes and Australian floods which have impacted 
significantly on the results of OSIL through the retrocessional 
account on both a gross and net basis. Accordingly we  
have now significantly reduced this account. We have also 
reviewed the reinsurance program taking into account the 
level of recoveries on the 2010 catastrophe losses in order 
to improve efficiency and effectiveness. 

In 2010 Omega Specialty underwrote gross written premium 
of US$65.2 million (2009: US$63.0 million). The combined 
ratio increased to 129.9% from 49.3% in 2009 due to the 
increased incidence of international catastrophic events 
during the year. In January, the US catastrophe margins 
were more acceptable than the international catastrophe 
margins but we believe a deterioration of rates will continue 
throughout 2011 in the absence of a major loss in the US, 
Europe or Japan. Business will therefore be flat or fall 
marginally until conditions improve.

2

4

3

5

2010

1 Non-marine property insurance 0.1%
2 Property catastrophe treaty 
 reinsurance 76.5%
3 Marine insurance & reinsurance 2.0%
4 Property per risk reinsurance 11.5%
5 Other classes 9.9%

1
2

3

4

5

2009

1 Non-marine property insurance 6.9%
2 Property catastrophe treaty 
 reinsurance 73.8%
3 Marine insurance & reinsurance 1.0%
4 Property per risk reinsurance 8.4%
5 Other classes 9.9%

Omega specialty gross written premiums (%)

Omega US (Chicago)
Omega US is the Group’s US underwriting platform and is 
based in Schaumberg, Illinois. The company was capitalised 
in late 2006 with US$50 million by way of a share placing  
by Omega Group and is currently rated A- (Excellent) by 
A.M. Best. It is incorporated and licensed by the state of 
Delaware and underwrites property and casualty insurance 
on an excess and surplus lines basis throughout the United 
States. Excess and surplus lines is a segment of the US 
insurance market tailored to specialty risks that fall outside 
of the standard criteria used by US admitted insurers. To 
date Omega US has been granted eligibility to underwrite 
business in 42 US jurisdictions, and continues to seek 
eligibility in the remaining US jurisdictions. 

The business commenced underwriting in the first quarter  
of 2008 and is developing a portfolio of business similar  
in shape to the property insurance account written by 
Syndicate 958. It targets small to medium-sized commercial 
businesses and seeks to underwrite in those geographic 
areas in the US where it avoids clashing with Syndicate 958’s 
property catastrophe account. Omega US complements 
Syndicate 958 by sourcing business through existing 
agents, together with distribution channels not ordinarily 
available to Syndicate 958. 

Underwriting review continued 
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Gross written premium increased by 27.1% to US$46.0 
million in 2010 (2009: US$36.2 million). Gross earned 
premium increased by 69.6% to US$41.9 million (2009: 
US$24.7 million). With ongoing growth, the cost base will 
continue to become more efficient and loss variability will 
reduce, both of which have helped contribute to a lower 
combined ratio in 2010 – a trend we see continuing in 2011. 

2010 was another challenging year for the US excess  
and surplus lines market, which incurred further rate 
reductions, increased appetite from the admitted market  
for non-standard business; and the economic effects of  
the recession on our risk base. However, Omega US  
enjoyed steady growth with many of its general agents,  
and we expect this to continue in 2011. Further, poor 
investment yield ensures that emphasis remains firmly  
fixed on underwriting profit. Omega US continues to work  
on obtaining its remaining surplus lines licenses, which  
will also support additional growth going forward.
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2010

1 Non-marine property insurance 58.8%
2 Liability insurance & reinsurance 40.9%
3 Motor insurance and reinsurance  0.3%

1

2

3

2009

1 Non-marine property insurance 55.5%
2 Liability insurance & reinsurance 44.4%
3 Motor insurance and reinsurance 0.1%

Omega US gross written premiums (%)

Outlook for 2011
The market landscape remains highly competitive with high 
levels of industry capital and a softening rating environment 
– a trend further encouraged by the lack of US Eastern 
Seaboard land-falling hurricanes during 2010. Many classes 
are now seeing a real profitability squeeze. Pricing at the 
important 1 January reinsurance renewals was broadly 
down, with average rate reductions on US catastrophe 
business of between 5-10%. 

Rates on international catastrophe business fell by 3-12%, 
despite the losses incurred by the Chile and New Zealand 
earthquakes. European reinsurance rates were generally flat 
with the UK down. In comparison the risk excess of account 
stood up reasonably well as it continued to be priced based 
upon loss experience and changes in exposure. 

Rates on the direct property account are expected to rise in 
some loss affected zones such as New Zealand and Australia. 
The UK is generally flat with some small increases seen on 
commercial property, whilst the US remains competitive 
which has led to the withdrawal of some carriers. 

Market pricing for some longer-tail classes remains  
under pressure and signs of a market correction are not  
yet evident with several new entrants trying to gain market 
share. In response we will continue to exercise underwriting 
discipline in these areas and wait for adequate margin to 
return. Elsewhere, motor reinsurance rates are steady and 
have been affected by the general rate rises experienced  
in the UK motor insurance market during 2010. 

Catastrophes aside, the underlying profitability track 
continues to be downwards. However, Omega will continue 
to shrink in areas where profitability is most challenged and 
continue to manage the book to navigate the bottom of the 
cycle, as it has in the past.
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2010 highlights:
•	We have continued to build our risk and control  

framework to address the material risks faced by  
the Group.

•	 In 2010, in addition to upgrading the separate 
Compliance, Internal Audit and Actuarial functions, 
Omega’s risk management processes were enhanced  
with the development of a dedicated risk management 
function for the Group. The risk management function  
is also responsible for developing the risk management 
framework across all locations.

•	The Group has subscribed to AIR catastrophe  
modelling capability to assist the management  
of main catastrophe exposures.

2011 priorities:
•	A key priority for 2011 will be to embed the procedures  

for risk assessment and reporting into the business 
processes throughout the Group. 

•	As required by Solvency II, progress has been made  
with regard to developing an Own Risk and Solvency 
Assessment (ORSA) for Omega Underwriting Agents 
Limited which will be developed further in 2011, including 
the integration of a risk management framework within key 
areas of the business. This will be linked to the Bermuda 
requirement to prepare the Commercial Insurer’s Solvency 
Self Assessment (CISSA) for the Group, which will cover 
all the subsidiaries in the Group. 

Group risk function
During 2010 Omega established a Group Risk Management 
function with responsibilities for the risk and control 
framework across the Group and each of the operating 
entities. This function reports into the Group Board and 
Audit Committee, via the Chief Operating Officer, but also 
has local reporting lines to the entity boards and the OUAL 
Risk Committee. The Group Audit Committee has specific 
responsibilities for monitoring and approving the risk 
management process across the Group, as reflected in  
its Terms of Reference and Membership. OUAL also has  
a dedicated Risk Committee with oversight of the full risk 
management process for OUAL and Syndicate 958. Risk 
reporting is being developed, including risk dashboards,  
for the Group and subsidiary boards, and this will continue 
to be enhanced in 2011. 

The OIH board retains responsibility for the risk management 
throughout the Group, including determining risk appetite 
and setting risk policies; however the Board delegates to 
various committees for reviewing many aspects of the  
‘three lines of defence’. This approach to governance is 
demonstrated by the following model, with the main focus 
being to ensure that appropriate controls are embedded  
in the day to day management of the business, while also 
maintaining independent risk, compliance and internal audit 
functions to support the second and third lines of defence. 

Risk management review
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OIH Board

1st line of defence
Day to day risk management 

and control

Senior Line of 
Business Underwriters

Business Management

Reserving Committee

Activity is carried 
out by

Delegate to
(e.g.)

2nd line of defence
Risk oversight, policy 
and methodologies

Risk Management Function 

Compliance Function

Investment Committee

Activity is carried 
out by

Delegate to
(e.g.)

3rd line of defence
Independent Assurance

Internal Audit 

External Independent Actuary

Audit Committee

Activity is carried 
out by

Delegate to
(e.g.)

Key risk faced and managed
As an international insurance and reinsurance Group, 
Omega is in the business of managing insurance risk 
transferred to the Group by insureds and reinsureds,  
and this is therefore the main area of risk in the Group. 
Additionally the Group holds significant assets on behalf  
of both policyholders and shareholders which present 
investment-related risks. These are the risks we take 
commercially, but there are also external risks such as 
legislation and economic uncertainty, and internal risks 
associated with the delivery and execution of the Group’s 
strategy, including credit, operational and strategic risks. 
Omega’s strategy for managing the insurance and 
investment risks includes: 

•	Measuring and reporting on insurance risks with input 
from underwriting, actuarial and claims staff;

•	Buying investments which fit with our risk appetite and 
using experienced asset managers;

•	Allocating capital according to the expected risk/return  
on business to be written;

•	Use of reinsurance to mitigate insurance exposures;

•	Accepting insurance and reinsurance risk in line with the 
agreed risk appetite and holding capital to cover the risks;

•	 Identifying emerging risks and any actions necessary in 
response to them.

The Group’s strategy for managing other business and 
operational risks includes:

•	Measuring and reporting on all categories of risk with  
input from risk and control owners;

•	Accepting risk in line with the agreed risk appetite  
and holding capital to cover the risks;

•	Developing and supporting a strong control environment 
to mitigate and avoid risks that could impact on the 
Group’s business objectives. 

The following table contains some key sections of the 
Omega Risk Universe, demonstrating the approach taken  
to mitigate risks in these areas. Our mitigation controls are 
being enhanced in 2011 through ongoing review and change 
of governance structures and introduction of management 
analysis tools including catastrophe models, forecasting 
software and continuing to build our in-house capital model.
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Risk Category Risk Sub-category Key Example Risks Key Controls to Mitigate

Insurance

The risk of loss arising 
from the inherent 
uncertainties as to  
the occurrence,  
amount and timing  
of insurance liabilities.

Underwriting Unexpected frequency or severity 
of catastrophe losses.

Continuing use of Realistic Disaster 
Scenarios to assess risk exposures. 
Our future analysis will be enhanced 
with the introduction of third party 
proprietary catastrophe models.

Claims Losses occur through  
mis-management of claims.

All large claims are acted upon  
in a timely manner and subject to 
regular review.

Reserving Adverse development in reported 
losses and IBNR.

In-house actuarial function develop 
the best estimate for the reserves.

Credit

The risk of loss if another 
party fails to perform  
its obligations or fails  
to perform them in a 
timely fashion.

Reinsurance Counterparties to Group 
reinsurance programme are  
not able to fulfil obligations  
to the Group.

Reports on rating downgrades are 
reviewed and acted upon accordingly.

Setting counterparty limits and 
minimum ratings.

Investment Losses on the investment portfolio 
due to default of bond issuers or 
financial institutions.

Investment Guidelines are in place 
with limits on counterparties, based 
on credit ratings and sector exposure.

Market

The risk arising from 
fluctuations in the value  
of assets, interest rates  
or exchange rates.

Investments Risk of devaluing of investment 
portfolio due to movements in 
financial markets.

Monitoring of Value at Risk and Tail 
Value at Risk against approved limits.

Inflation /  
interest rate

Risk of movement in value  
of assets due to volatility of 
interest rates.

Stress and scenario testing to ensure 
the effect of an interest rate shock is 
within tolerance.

Managing the duration of the 
investment portfolio.

Operational

The risk of loss resulting  
from inadequate or  
failed internal processes, 
people and systems, or 
from external events. 

 Outsourcing Failure of major outsourcing 
arrangement.

Contracts in place with providers 
providing satisfactory cancellation / 
termination conditions and service 
level agreements.

Annual evaluation of materiality for  
all outsource partners and on site 
visits to those considered material.

Liquidity

The risk that sufficient 
financial resources are 
not maintained to meet 
liabilities as they fall due.

Cash flow / 
liquidity

Liquidity issues resulting  
from a catastrophe event.

The liquidity of the investment 
portfolio is monitored against agreed 
risk appetites and reported to the 
Investment Committee quarterly.

Group / Strategic

The potential impact  
of risk events of any 
nature arising in group 
entities or through  
OIH’s management  
of the Group.

Rating agencies Loss of business due  
to rating downgrade.

The capital model is used to ensure 
sufficient capital is held to maintain 
the current ratings, in addition to a 
strong working relationship with the 
rating agency. 

Risk management review continued 
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Portfolio and capital management enhancements
Omega’s portfolio risk management capability is being 
continually enhanced. Though core risk management skills 
of selective underwriting remain paramount, these skills are 
now being augmented by stochastic modelling techniques 
including catastrophe modelling. Further strengthening of 
the actuarial team throughout 2010 and the recruitment  
of a Head of Catastrophe Modelling are helping to facilitate 
improved analytics alongside experienced underwriting. 

Planned risk management developments take account of 
emerging expectations of rating agencies and regulators. As 
Solvency II and equivalent regimes are implemented, we will 
monitor the situation and consider the requirements against 
our risk management framework. Omega Group benefits 
from the experiences of Syndicate 958’s participation in the 
FSA’s Individual Capital Assessment (ICA) regime. The ICA 
regime within Lloyd’s and the UK has run for over five years 
and greatly advantages organisations with this background 
with respect to Solvency II requirements going forward.

Exposure management enhancements
Omega writes several classes of catastrophe-exposed 
business. We use risk modelling in tandem with underwriting 
as an alternative tool to aid us in managing our potential 
catastrophe risks in our main exposure territories. During 
2010, we invested in AIR’s proprietary catastrophe model, 
which is capable of providing probabilistic loss estimates for 
thousands of potential scenarios representing the complete 
probability distribution of losses, including losses for the 

most extreme events and extreme years that may not have 
occurred historically. This modelling will assist with the 
management of a balanced portfolio of catastrophe risks; 
provides indicative and timely assessment of event losses 
and allows us to measure our catastrophe exposure against 
the Group’s risk appetite. 

In tandem with our probabilistic approach we also maintain 
and monitor a range of scenario-based assessments of our 
exposures using realistic disaster scenarios (“RDS”). These 
modelled scenarios are prescribed by Lloyd’s and are used 
to measure our gross and net (before and after reinsurance) 
aggregate exposure to certain extreme catastrophe events. 

Risk management aim
The ongoing development of our risk management 
capabilities are aimed at embedding consistent risk 
management methodologies across the Omega Group.  
This is with the aim of maximising the commercial value 
derived from our risk controls and processes including 
provision of greater flexibility for capital utilisation across  
the trading entities and within lines of business. Furthermore 
the development of the framework will provide the basis  
of a robust platform from which Solvency II model approval 
will be sought for Syndicate 958 via Lloyd’s and the FSA in 
London and Solvency II equivalence approval will be sought 
from the Bermuda Monetary Authority for the Group. 
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Summary Income Statement	
US$’m 2010 2009 Change %

Gross premiums written 356.1 265.8 34.0%
Net premiums written 268.4 199.3 34.7%
Net premiums earned 247.4 195.5 26.5%
Net incurred claims (208.8) (96.3) (116.8)%
Underwriting return1 (35.7) 36.5 (197.8)%
Investment return 12.4 16.3 (23.9)%
Income from management of Lloyd’s Syndicate 1.3 15.9 (91.8)%
Group expenses (23.3) (21.9) (6.4)%
Other income, foreign exchange gains/(losses) and finance costs 2.3 0.3 666.7%
(Loss)/Profit before tax (42.9) 47.1 (191.1)%
(Loss)/Profit for the year (42.8) 43.6 (198.2)%
Net assets 421.6 496.0 (15.0)%
Net tangible assets 374.8 453.0 (17.3)%
Per share amounts (in US cents)  
Earnings (17.6)  18.6 (194.6)%
Dividends 6.0 12.5 (52.0)%
Net assets 173.1 203.7 (15.0)%
Group operating ratios  
Loss ratio 84.4% 49.3% 35.1%
Commission ratio 25.5% 28.6% (3.1)%
Other underwriting expense ratio 4.5% 3.5% 1.0%
Combined ratio 114.4% 81.4% 33.0%
Investment return 1.9% 2.8% (0.9)%
Return on equity2 (9.5)% 9.8% (19.3)%

(1) Net earned premium less net insurance claims, net acquisition costs and other underwriting operating expenses.

(2) Calculated on average equity for the period, including non-recurring items.

Penny James, Chief Financial Officer
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Premiums
Gross premium income written by the Group for the  
period has increased by 34.0% to US$356.1 million  
(2009: US$265.8 million) due to the growth in Group  
owned capacity on Syndicate 958, following our capacity 
purchase in 2009, coupled with growth in the US business. 
On a segmented basis the movement was as follows:

•	Bermuda third party reinsurance was steady at  
US$65.2 million (2009: US$63.0 million)

•	Omega US grew by 27.1% to US$46.0 million  
(2009: US$36.2 million)

•	 	The business derived by Syndicate 958 grew by  
46.9% to US$244.9 million (2008: US$166.7 million)

Premiums written by Omega Specialty in Bermuda have 
remained steady in the face of increasing competition in  
the Bermuda reinsurance market and resulting pricing 
pressure in some areas. 

Omega US continues to grow steadily and selectively with 
its gross premium written increasing from US$36.2 million  
in 2009 to US$46.0 million in 2010. However, given the 
competitiveness of the surplus lines property and casualty 
market place where Omega US operates, it is envisaged  
that premiums will be steady in 2011.

Premium income from the Group’s share of Syndicate 958 
rose by 46.9% to US$244.9 million. The Group’s share  
of Syndicate 958 underwriting is driven by three factors:

•	The underlying level of premium in the Syndicate in  
US dollar terms

•	The scale of the quota share between Syndicate 958  
and Omega Specialty

•	The level of Group participation on Syndicate 958 

The underlying Syndicate premium written in US dollar 
terms fell marginally as rating in some lines came under 
pressure and the Syndicate drew back on its volumes as  
it historically has done in such circumstances. The quota 
share has remained at 20% for 2009 and 2010 years of 
account and has been renewed at the same level for the 
2011 year of account. 

For 2010, the Group’s participation on the Syndicate 
increased from 16.4% to 38.8%, as a result of the capacity 
purchase in 2009. This has increased to 40.5% for the 2011 
year of account, as a result of capacity acquired by the Group 
during the Lloyd’s capacity auctions in September 2010.

Reinsurance 
Reinsurance premiums for the period have increased from 
US$66.5 million in 2009 to US$87.7 million in 2010. The 
increase is a result of the Group’s increased share of Syndicate 
capacity and the Group increasing its catastrophe reinsurance 
protection in order to protect the Group’s aggregate exposures.

Claims 
2010 2009

Gross Loss Ratio 68.3% 43.0%
Net Loss Ratio 84.4% 49.3%

The Group’s claims experience in 2010 has been severely 
impacted by the significant catastrophe losses experienced 
by the market together with a worsening of attritional loss 
ratios arising from rate softening. This compares to 2009 
which was a much more benign year in terms of catastrophes 
and when rates were stronger albeit beginning to soften in 
the second half.

The Group’s claims reserves are dominated by its share of 
Syndicate 958’s reserves deriving from the Omega Specialty’s 
quota share of the Syndicate since 2006 and the Group’s share 
of Syndicate capacity. As a result of these arrangements the 
Group share of the Syndicate reserves is much more heavily 
weighted to the more recent years of account and the Group 
does not benefit as significantly from releases of older 
underwriting years which have taken place in the Syndicate.

As explained in the Chief Executive’s Review, the Group  
has experienced approximately US$55.0m of catastrophe 
claims in the year and foregone approximately US$10.0m  
of agency profit commission as a result. We believe  
that the Group has reserved for these catastrophes  
on a prudent basis reflecting the significant uncertainty  
around their ultimate cost to the Group. 

Attritional claims are driven by two factors: rate conditions 
and claims inflation. Whilst we have seen some claims 
inflation as is typical in a recessionary economy, a key driver 
of our result has been the insurance market conditions driven 
by excess capital in the market. As a result of these rate 
conditions our net attritional loss ratios on our Syndicate 
derived business have increased by approximately 6.0%  
for the 2010 financial year compared to 2009.

At the same time, as highlighted in our half year results 
announcement we took the decision in these market 
conditions and following a detailed actuarial review to 
strengthen our claims reserves of certain lines of business 
including liability, professional indemnity and motor. In the 
second half of the year these reserves have held up well 
without the need for further strengthening. At the same time, 
with reducing uncertainty the Syndicate has released some 
reserves on catastrophe claims on older years of account. 
Looking at the year as a whole the Group has strengthened 
prior year reserves by US$6.0m.

The net loss ratio is heavily influenced by the level of 
reinsurance spend in the group and the related level of 
recoveries. In 2010, the focus of the reinsurance programme 
was on protecting the Group from catastrophe exposures in 
the US, the Gulf of Mexico, Europe and Japan. The highly 
unusual level of catastrophe activity in other zones meant 
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that our reinsurance recoveries were limited and our  
net loss ratio was correspondingly worsened. As noted  
in the Chief Executive’s review the Group’s reinsurance 
programme has been the subject of significant scrutiny  
by the Board and will be enhanced in 2011 supported  
by the Group’s increasing modelling capabilities.

Income from management of Lloyd’s Syndicate 958
Omega Underwriting Agents receives income from the 
management of Syndicate 958 by way of a managing 
agent’s fee and a profit commission. The agency fee is paid  
to the agency for the management of a year of account. The 
year of account is normally closed at the end of the third 
year with work on that year of account continuing into the 
first quarter of the fourth year. The agency fee, calculated  
as 0.75% of capacity is therefore recognised over the three 
open years of account and a small proportion in the fourth 
year reflecting the costs of closing of the year of account 
and associated reporting.

Profit commission is payable to the Agency by the Syndicate 
upon closure of a profitable underwriting year, in effect three 
years after each underwriting year has commenced. It is 
calculated as 20% of the Syndicate’s profit attributable to 
non-Group Names and is recognised in line with the underlying 
earnings of the Syndicate for each underwriting year.

Income from management of Lloyd’s Syndicate 
2010

US $’m
2009

US $’m

Profit Commission for Omega 
Underwriting Agents (2.2) 11.5
Agency Fees 2.2 2.6
Management charges to the Syndicate 1.3 1.8
Total 1.3 15.9

Income from the management of the Lloyd’s Syndicate has 
decreased from US$15.9 million in 2009 to US$1.3 million. 
Profit commission was materially impacted by the increased 
level of catastrophe and major losses which affected the 
Syndicate’s profitability on both 2009 and 2010 years  
of account, together with the rise in attritional losses 
impacting 2010.

Fees that our managing agency earns from third-party 
members on Syndicate 958 have fallen, from US$2.6 million 
in 2009 to US$2.2 million in 2010, due to the increase in the 
Group’s ownership of capacity in the 2010 year of account 
compared with the 2009 year of account.

Investment return
Market environment in 2010
Fixed income markets in 2010 were driven by uncertainty 
over whether there would be a double dip recession and 
concerns over the Eurozone sovereign debt crisis. Allied to 
this central banks continued to add liquidity, with differing 
degrees of success, in order to stimulate economic growth 
but often this merely added further volatility to the markets. 
Bond yields continued to fall throughout the year. Two year 
treasury yields fell from 1.10% to a low of 0.35% before 
rising at the end the year back towards mid-year levels  
of 0.6% in response to stronger economic data and an 
increase in risk appetite. The belief that rates would need  
to remain low to avoid the dangers of slipping back into 
recession, fuelled a rally in the equity markets during the 
second half of the year.

Omega benefited throughout the year from its high allocation 
to government bonds although it has recently made the 
decision to reduce the government bond holdings in favour  
of more spread products which we believe to be better suited 
to the current market outlook. 
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Changes to investment strategy
Asset allocation decisions are made by the Investment 
Committee and during the year a new investment  
committee was formed, supported by an experienced 
investment professional. The new committee reviewed the 
appropriateness of the investment strategy and process  
and at the November Investment committee meeting 
initiated some key improvements to take place in 2011.

The decision was made to manage the assets using a 
blended benchmark approach, rather than to a government 
bond index. The asset allocation to date has been more 
conservative than typically found in similar insurance 

companies and it was decided that, when opportunities 
arose, we would modestly increase the allocation to Agency, 
Agency MBS and corporate bonds and reduce the exposure 
to government bonds. The Group has successfully kept its 
cash holdings, where returns have been low, to minimum 
levels without affecting the liquidity of the portfolio. 

Omega pays particular attention to managing and controlling 
investment risk and limits have been set by the Board that 
ensure that the risks taken are in-line with the Group’s low 
risk appetite. The Group uses an outsourced CIO service  
to monitor investment risks and to advise the Investment 
committee on asset allocation. 

Asset Allocation		
As at 31 December 2010 As at 31 December 2009

Share of  
Syndicate funds Corporate funds  Total funds  Total funds

US$’m US$’m US$’m % US$’m %

By asset type
Bonds 92.7 483.2 575.9 87.6% 517.4 84.8%
Funds held in  
overseas deposits 9.4 – 9.4 1.4% 7.4 1.2%
Money market 2.2 17.1 19.3 3.0% 47.5 7.8%
Cash and cash equivalents 9.5 43.3 52.8 8.0% 37.9 6.2%

113.8 543.6 657.4 100% 610.2 100.0%
Bond types
Government bonds 29.4 375.8 405.2 70.4% 337.6 65.3%
Government agency 15.0 0.9 15.9 2.8% 10.4 2.0%
Government guaranteed 28.2 36.0 64.2 11.1% 59.9 11.6%
ABS and Covered bonds 5.7 – 5.7 1.0% 0.9 0.2%
Corporate bonds 14.4 70.5 84.9 14.7% 108.6 20.9%

92.7 483.2 575.9 100.0% 517.4 100.0%

As at December 2010
Total funds

As at 31 December 2009
Total funds

Credit rating of investment portfolio US$’m % US$’m %

AAA 516.1 78.5% 465.1 76.2%
AA 93.4 14.2% 74.9 12.3%
A 45.1 6.9% 69.7 11.4%
BBB & below 2.8 0.4% 0.5 0.1%

657.4 100.0% 610.2 100.0%

The overall duration of the portfolio is 1.30 years which is marginally shorter than last year reflecting our continuing 
defensive stance as we expect to see interest rates rise in 2011. 
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Performance
The Group’s investments produced a total return of 
US$12.4m (1.94%) compared to 2009: US$16.3m (2.79%). 
The investment return for 2010 compares favourably to last 
year where the return, before gains on foreign exchange 
forward contracts, was 1.90%, up from 1.69% last year. 

The return was largely driven by US government bond yields 
falling throughout the year from a high of 1.15% in two year 
treasuries to 0.6% at the end of the year. Omega had an 
average of 70% of its assets in government bonds throughout 
the year and these assets benefited from the fall in yields.

Investment return
Funds as at  

31 December 2010 
US$’m

Average  
Investment return 

Funds as at  
31 December 2009  

US$’m

Average  
Investment return  

Share of syndicate investment funds 113.8 1.41% 89.4 2.04%
Corporate funds 17.9 0.30% 12.2 0.14%
Corporate funds supporting underwriting
Bermuda 458.6 2.09% 448.9 1.82%
US 67.1 1.91% 59.7 1.52%
Investment return excluding gains on  
forward contracts 657.4 1.90% 610.2 1.69%
Gains on foreign exchange forward contracts n/a1 0.04% n/a1 1.10%
Investment return including gains on  
forward contracts 657.4 1.94% 610.2 2.79%

(1) All foreign exchange forward contracts had closed at 31 December in each year. 

Outlook for 2011
Interest rates are more likely to rise than fall in 2011  
as economies continue to recover and signs of inflation 
emerge. Investment grade credit, bonds that trade at a 
spread over government bonds, provide some cushion  
as rates rise in the form of higher running yields and  
this asset class is likely to remain attractive to investors. 
Omega has increased its allocation to corporate bonds  
in its benchmark and the managers will selectively  
diversify the portfolio as opportunities arise.

Risks to the general improving economic scenario are  
that the austerity measures, accompanied by higher taxes, 
cost push inflation and higher oil prices could stall economic 
growth and tip the US or Europe back into recession. High 
unemployment and the continuing housing crisis in the US 
significantly reduces the risk of inflation taking hold and for 
this reason Omega will continue to keep an allocation to 
government bonds, whilst modestly broadening its asset 
allocation into other fixed income classes. 

Commission 
2010 

US$’m
2009 

US$’m

Gross premiums earned 336.2 257.0
Net acquisition costs 63.2 55.8
Net acquisition costs / gross premiums earned 18.8% 21.7%
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Net acquisition costs predominantly consist of commissions 
paid to brokers on gross premiums ($61.9m) together with 
small elements of profit commission and overrider payable to 
the Syndicate under the quota share between Syndicate 958 
and Omega Specialty. Net acquisition costs are recognised in 
line with the earning profile of the underlying premium. The 
key driver of these costs is therefore gross premium earned. 

Net acquisition costs as a percentage of gross premiums 
earned have fallen in the year as a result of some  
non-renewed business in Omega Specialty with a high 
commission ratio and a credit arising on profit commission 
payable by Omega Specialty to Syndicate 958 due to loss 
experience in the year. Partially offsetting this has been an 
increase in business written by Omega US which has a 
higher commission ratio than other parts of the business.

The absolute increase in net acquisition costs payable  
has been driven by the increase in the Group’s share of 
Syndicate capacity in 2010. 

Group Expenses
2010 

US$’m
2009 

US$’m

Other underwriting and corporate expenses:
Staff costs 12.9 12.6
Other corporate costs 21.5 16.1
Total costs underwriting and corporate expenses 34.4 28.7

These amounts have been attributed as follows:
Other underwriting operating expenses 11.1 6.8
Other corporate expenses 23.3 21.9
Total 34.4 28.7

Total costs have increased during the year as a result of  
the increase in the Group’s share of Syndicate capacity.  
The Group’s share of Syndicate expenses is included  
within Other underwriting expenses. The increase in  
the Group’s share of the Syndicate for the 2010 Year of 
Account accounts for US$4.6m of the increase in other 
underwriting expenses in 2010. 

In addition to this the Group’s expense base has increased in 
line with the Group’s investment in operational infrastructure 
by recruitment of staff in operational, risk management, 
actuarial, finance and IT functions. This has been partially 
offset by reductions in the level of bonuses accrued in line 
with the Group results for the year. The table below shows the 
average number of individuals employed by the Group during 
the year. Some of the costs associated with these employees 
are borne by third party capital providers of Syndicate 958.

Average number of employees employed by the Group during the year				  
2010 

Number
2009 

Number

Underwriting activities 30 27
Management and administration 33 21
Actuarial, modelling and risk management 6 2
Claims 8 7

77 57
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Foreign Exchange
To the extent possible, the currencies of assets and  
liabilities are matched to minimise the effect of volatility on 
the Group’s profit and shareholders’ equity. Surplus assets 
are held in US dollars. The majority of the Group companies 
have US dollars as their functional currency which served  
to reduce accounting exposures. 

Group has recognised a foreign exchange gain of  
US$2.1 million, compared with a loss of US$0.2 million  
in 2009. This gain has arisen on non-dollar assets and 
liabilities held by Group companies.

Taxation
The Group’s effective tax rate for the period is 0.3%  
(2009: 7.3%). As the Group is domiciled in Bermuda 
underwriting results largely fall to the Bermuda insurance 
company and are not subject to tax. The pre-tax loss 
experienced in 2010 has not therefore generated a 
significant tax credit. In 2011 we would expect the Group’s 
effective tax rate to return to a similar level to 2009.

During 2010 the Group took advantage of a short term  
tax advantage available to UK corporate members, which 
provides a significant tax timing benefit. This has resulted  
in a significant current tax credit ($9.5m) in 2010 which is 
offset by an increased deferred tax liability. 

Capital and Dividends
The table below summarises the Group’s capital position: 

Estimated capital utilisation and commitments to date
As at 31 Dec 2010  

US$’m
As at 31 Dec 2009 

US$’m

Estimate of required capital for credit rating and regulatory purposes:
Supporting Omega Specialty underwriting including quota shares of Syndicate, 
Omega Dedicated and Omega US 298 295
Supporting Omega US retained underwriting 53 45
Supporting retained Omega Dedicated underwriting 15 13
Total Capital supporting underwriting 366 353

Committed capital
Capital utilised increasing Syndicate participation – 39
Capital committed supporting increased Syndicate participation – 32
Total Capital supporting additional syndicate participation – 71

Estimated capital utilised 366 424

Group net tangible assets 375 453

The Group determines the level of capital it requires 
considering regulatory and rating agency requirements  
as well as its own view. Our regulators, including the  
FSA, Lloyd’s, the Bermuda Monetary Authority (BMA),  
the Delaware Department of Insurance and the National 
Association of Insurance Commissioners (NAIC) each set 
minimum solvency requirements locally for our individual 
businesses. A.M. Best sets additional capital requirements 
in order to maintain an A- insurer financial strength rating 
(“IFSR”) for each of Syndicate 958, Omega Specialty and 
Omega US. A margin above these minimums is held to 
protect against short term fluctuations. 

The vast majority of the Group’s capital is held in Omega 
Specialty. Omega Specialty has regulatory capital levels to 
maintain, however the main driver of capital is the amount 
required to maintain an A- (“Excellent”) IFSR under A.M. 
Best’s Capital Adequacy Ratio methodology – the Best 
Capital Adequacy Ratio (“BCAR”). The BCAR contains a 
quantitative evaluation that risk weights premiums, assets 
and reserves to determine a required level of capital. This 
number is then compared to available economic capital  
after being stress tested for events such as above-normal 
catastrophes, a decline in equity markets and a rise in 
interest rates. Other factors such as operating performance, 
market profile and enterprise risk management practices 
also impact the final BCAR. Additionally, for a start-up 
company with less than 5 years of track record the required 
level of capital for an A- (“Excellent”) IFSR is uplifted to 
175%. We expect the 175% uplift to fall during 2011, but  
for prudence have not assumed this effect when determining 
our required capital at year end.
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For Syndicate 958, Omega Underwriting Agents Limited is 
required to submit an Individual Capital Assessment (ICA)  
to Lloyd’s. The ICA, sets the level of capital required in the 
business that is equivalent to a BBB insurance financial 
strength rating. The ICA is then uplifted to support Lloyd’s 
higher financial strength rating of A+ (Excellent). For 2011, 
Omega Dedicated, our Lloyd’s Corporate Member, supports 
40.5% of Syndicate 958 with the remaining share of the 
Syndicate supported by third party capital. Of this Group 
support, 15.0% is retained by Omega Dedicated, with 
85.0% being provided by Omega Specialty via a reinsurance 
arrangement with Omega Dedicated. In addition to the 
above, Omega Specialty participates in a 20.0% whole 
account quota share with Syndicate 958. The 15% retained 
by Omega Dedicated requires capital to support it in terms 
of depositing Funds at Lloyd’s. The funds at Lloyd’s required 
capital ratio for Omega Dedicated is approximately 45% of 
capacity for the 2011 year of account. The element quota 
shared to Omega Specialty is supported by Funds at Lloyd’s 
supported by Omega Specialty. This requirement of Omega 
Specialty is taken into account when calculating the 
regulatory requirements and BCAR for Omega Specialty  
and therefore there is no additional capital requirement.

Omega US is also rated by AM Best A-(Excellent). However, 
the key driver of capital at this stage in its development is 
the NAIC risk-based capital formula which sets a minimum 
statutory capital requirement (excluding Deferred Acquisition 
Costs) of US$45 million. 

With the introduction of Solvency II there are a number  
of changes to the regulatory environment. Lloyd’s is at  
the forefront of the implementation of Solvency II.

Initial estimates suggest that the industry capital  
loads will increase based on the standard formula  
approach to the Solvency Capital Requirement adopted  
by Solvency II. Parameterisation and detailed guidance  
are still in development. However the regime does give  
the option for an insurer to create its own internal model to 
calculate required capital. This model should be externally 
validated and core to running the business. It should also 
demonstrate a more appropriate level of capital. Like other 
industry players we have been working on the development 
of our own internal capital model during 2010 to ensure 
appropriate capitalisation in the future. 

The BMA is aiming to achieve recognition that its regime  
is “equivalent” to Solvency II regime.

To this end, Omega Specialty produces the Bermuda 
Solvency Capital Requirement “BSCR” for the first time in 
2011 which will then form the regulatory minimum capital 
requirement and submits its internal model on a dry run basis 
in Q2 2011. Whilst there is uncertainty over the resulting 
capital requirements, it is not the Board’s expectation that 
these will exceed the capital levels required to maintain the 
Group’s A-(Excellent) A M Best rating.

In the context of a loss making period, the Board considered 
that an interim dividend of 6.0c should be paid out of 
capital, reflecting the Board’s commitment to returning 
excess capital to shareholders.

At the full year, in light of the final balance sheet position,  
the Board again considered whether there should be any 
further return of capital. In this review the Board considered:

•	The volatility of the business and the status of actions 
being taken to address this;

•	The uncertainties associated with losses early in the year 
from the Australian floods and New Zealand earthquake;

•	The greater transparency offered by the catastrophe 
modelling now in place;

•	 The potential impact of Solvency II on capital requirements;

•	The expectation that AM Best will reduce the capital 
requirement for Omega Specialty given it has reached  
its fifth year of trading;

•	 	The sufficiency of the current capital base to support  
the planned business.

The Board considered that, although they are confident  
that the capital requirement will reduce as a result of 
reaching five years trading and the steps taken to reduce 
volatility, given the uncertainties at this stage there should 
be no further return of capital or dividend.

The Board remains committed to paying a substantial 
proportion of the Group’s annual profits to shareholders.  
It will also review the capital position again at the 2011 
interim stage.

Finally, the Group is near finalisation of a revolving credit 
facility to offer flexibility and enable the Group to take 
advantage of future business opportunities.

Penny James
Chief Financial Officer
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Board of directors
Non-Executive Chairman
John Coldman 
John (aged 63) was the managing director of Benfield Group 
Limited from 1986 to 1996 and chairman from 1996 to 2008. 
Benfield Group listed on the London Stock Exchange in 2003 
and was acquired by Aon Corporation in November 2008.  
He was chairman of Brit Insurance Holdings plc from 1996 to 
2000. From 2001 to 2006, Mr. Coldman was deputy chairman 
and a member of the Council of Lloyd’s of London. Mr. 
Coldman is also the chairman of Roodlane Medical Limited. 

Executive Directors 
Richard Pexton — Chief Executive Officer
Richard (aged 52) spent six years between 2002 and 2008 at 
Heritage, joining as CEO of Heritage Managing Agency and 
then leading its flotation on the London Stock Exchange in 
2006, after which he became CEO of Heritage Underwriting 
Agency PLC. This business was subsequently sold to a 
Bermudian insurance company for more than twice the IPO 
price. He was previously Active Underwriter and a Board 
member of Cox Insurance PLC and Deputy Underwriter  
and a Board member of B.F. Caudle Agencies Limited. 

Penny James — Chief Financial Officer
Penny (aged 41) joined the Omega Group in May 2007 as 
Group Finance Director. She has 14 years of finance-related 
experience in the insurance industry. Between 1995 and 2007, 
she held various finance positions within Zurich Financial 
Services, most recently as the chief financial officer of the UK 
Financial Insurance Division with responsibility for the financial 
management of Zurich’s commercial and personal lines 
businesses in the UK. Previously, she worked with Coopers  
& Lybrand, being admitted as a member of the Institute of 
Chartered Accountants in England and Wales in 1994. 

Non-Executive Directors
James Bryce 
James (aged 62) was President, Director, and CEO of  
IPC Holdings Ltd, and IPC Re Ltd in Bermuda from 2000 
until July 2009. Previously he was Senior Vice President of 
Underwriting from 1993 to 2000. He had also held numerous 
senior positions at AIG and subsidiaries and affiliates from 
1975 to 1993. Currently he is non-executive chairman and 
director of Barbados-based reinsurer, Aliseo Re and a 
director at Starr Managing Agents Ltd, and Starr 
Underwriting Agents in London. 

David Cooper 
David (aged 63) is a partner with Cox Hallett Wilkinson 
Limited, a Bermuda law firm which follows on from the 
merger of the law firms of Hallett, Whitney & Patton and Cox 
& Wilkinson. He was a partner with Hallett, Whitney & Patton 
for over 15 years prior to the merger. He was educated at 
Trinity College, University of Toronto and St. John’s College, 
Cambridge University. He is Chancellor of the Anglican 
Church of Bermuda as well as being a director of various 
local and international companies. 

Geoffrey Johnson 
Geoffrey (aged 63) worked with PricewaterhouseCoopers 
between 1969 and 2010. He has been a partner in both  
the UK and US firms of PwC serving major clients and 
holding senior management positions in the UK, Europe  
and globally. He was based initially in London, moving to 
New York in 1998 to lead the financial, technology and 
infrastructure integration on a global basis following the 
merger of Price Waterhouse and Coopers & Lybrand 
networks in that year. Most recently, he was chief  
executive officer of the PwC global network’s Bermuda-
based professional indemnity captive insurance company. 
He currently serves as chairman of another Bermuda-based 
captive PI insurer. 

Ernest Morrison 
Ernest (aged 53) is a partner and head of the corporate 
department of Cox Hallett Wilkinson, a Bermuda law firm. 

Robin Spencer-Arscott 
Robin (aged 69) is deputy chairman and director of  
AAA Risk Solutions Limited and president and CEO of  
RSA Services Ltd. He started his insurance career in 1960 
with American International Reinsurance Company. Since 
then he has served as chairman & CEO of Aon Bermuda 
Group; President & CEO of Frank B. Hall (Bermuda) Ltd and 
head of a captive management, broking and underwriting 
management group in Bermuda for Joseph H. Blades. He 
also serves as director of the Marine Insurance Association 
Limited, Spear Insurance Company Ltd and co-founder and 
Chairman of Bermuda Insurance Symposium – World 
Insurance Forum. 
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Corporate governance
Board of Directors
The Directors of the Company, who served throughout  
the year except where indicated, were as follows:

John Coldman (appointed 12 March 2010)
Richard Pexton (appointed 18 March 2010)
Penny James*
James Bryce (appointed 12 March 2010)
Robin Spencer-Arscott (appointed 12 March 2010)
Ernest Morrison (appointed 12 March 2010)
David Cooper (appointed 12 March 2010)
Geoffrey Johnson (appointed 1 September 2010)
Jonathan Betts (appointed 12 March 2010,  
ceased to be a Director 16 November 2010)
Walter Fiederowicz (ceased to be a Director 12 March 2010)
Richard Tolliday (ceased to be a Director 18 March 2010)
Christopher Clarke (ceased to be a Director 12 March 2010)
Clifford Palmer (ceased to be a Director 12 March 2010)
Nicholas Warren (ceased to be a Director 12 March 2010)
Coleman Ross (ceased to be a Director 12 March 2010)

*�Penny James has given the Company notice of her 
intention to resign as a Director with effect 9 March 2011. 

The Company’s Bye-Laws provide for a Board consisting of 
different classes of Directors, divided into Class I Directors, 
Class II Directors and Class III Directors. Class I Directors 
are scheduled to serve until the Company’s 2013 Annual 
General Meeting, the Class II Directors are scheduled to 
serve until the Company’s 2012 Annual General Meeting  
and the Class III Directors are scheduled to serve until the 
Company’s 2011 Annual General Meeting.

After the expiry of the above terms of office, each Class I, 
Class II and Class III Director may be elected for a further 
three year term of office at the relevant Annual General 
Meeting at which their initial term expires, or for such  
shorter term as the notice of meeting specifies.

The Board consists of a Non-executive Chairman, two 
Executive Directors and five independent Non-Executive 
Directors divided into the different classes of Directors as 
follows:

Class I Directors:	James Bryce (Non-Executive Director), 
Richard Pexton (Chief Executive Officer) and Ernest 
Morrison (Non-Executive Director)

Class II Directors: John Coldman (Non-Executive Chairman), 
Penny James (Chief Financial Officer) and Robin Spencer-
Arscott (Non-Executive Director)

Class III Directors: David Cooper (Non-Executive Director) 
and Geoffrey Johnson (Non-Executive Director). 

Biographies of current board members appear on page 34 
of this report.

Christopher Clarke (formerly Non-Executive Director) served 
as a Class I Director until his departure on 12 March 2010. 
Richard Tolliday (formerly Chief Executive Officer) served as 
a Class I Director until his departure on 18 March 2010.

Walter Fiederowicz (formerly Chairman) served as a Class II 
Director until his departure on 12 March 2010.

Jonathan Betts (Non-Executive Director) served as a Class 
III Director from 12 March 2010 to 16 November 2010. 
Clifford Palmer (formerly Non-Executive Director), Nicholas 
Warren (formerly Non-Executive Director), and Coleman 
Ross (formerly Non-Executive Director) served as Class III 
Directors until their departure on 12 March 2010.

Special General Meeting 
A Special General Meeting of the Company was held on  
12 March 2010 (“SGM”), at which Ordinary resolutions  
were approved to appoint John Coldman, James Bryce, 
Robin Spencer-Arscott, Jonathan Betts, Ernest Morrison 
and David Cooper as additional Directors of the Company.

Following the passing of the Resolutions, each of Walter 
Fiederowicz, Christopher Clarke, Clifford Palmer, Coleman 
Ross and Nicholas Warren stepped down as Directors. 

Compliance with Combined Code during  
the year ended 31 December 2010
There is a commitment to high standards of corporate 
governance throughout the Group. As a Company whose 
shares are Premium Listed on the Official List of the London 
Stock Exchange, Omega is required to comply with the UK 
Corporate Governance Code (formerly the Combined Code 
on Corporate Governance) (the “Code”) published by the 
Financial Reporting Council in June 2008. Furthermore,  
the Company intends to follow the revised UK Corporate 
Governance Code published in June 2010, which applies  
to accounting periods beginning on or after 29 June 2010.

For the purposes of this Report, the Board has performed  
a detailed review of its compliance with the principles and 
provisions set out in Section 1 of the Code. 

The Company complied with the principles of the Code  
from 1 January 2010 to 12 March 2010, with the exception 
of matters relating to the independence of Mr Palmer and  
Mr Warren referred to below. 

The Company complied with the principles of the Code  
from 12 March 2010 to 31 December 2010, with the 
exception of the following matters. 

Composition of Audit, Remuneration  
and Nomination Committees
During the period 1 January 2010 to 12 March 2010, the 
Company complied with the Code provisions relating to  
the constitution of the Audit, Remuneration and Nomination 
Committees. Following the election of six new Directors  
at the SGM on 12 March 2010 and the resignation of all 
previous members of these Committees, the Board has 
sought to identify and appoint Non-Executive Directors  
with the appropriate skills and experience to be appointed 
as members of and, where appropriate, to chair these 
Committees. It is the Board’s view that, as a direct 
consequence of this process:

•	The Company was not compliant during the period  
from 12 March 2010 until 1 November 2010 with Code 
Provision C.3.1 specifying the requirement to have  
an Audit Committee of at least three independent  
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Corporate governance continued 

Non-Executive Directors. In addition, during the same 
period, the Company was in breach of UKLA Disclosure 
and Transparency Rule 7.1 (“DTR 7.1”) specifying the 
requirement for the Company to have an Audit Committee 
of which at least one member must be independent  
and have competence in accounting and/or auditing. 
During this period, all matters which were required to  
be considered by the Audit Committee were considered 
by the full Board. 

	� Geoffrey Johnson was appointed as Chairman and a 
member of the Audit Committee with effect 1 September 
2010, and James Bryce and Ernest Morrison were appointed 
as additional members with effect 1 November 2010. As  
a result of these appointments, the Board believes that  
the Company was compliant with the requirements of  
Code Provision C.3.1 and DTR 7.1 for the period from  
1 November 2010 until 31 December 2010, and up  
until the date of these accounts.

•	 The Company was not compliant during the period from  
12 March 2010 until 1 November 2010 with Code Provision 
B.2.1 specifying the requirement to have a Remuneration 
Committee of at least three independent Non-Executive 
Directors. During this period, all matters which were 
required to be considered by the Remuneration  
Committee were considered by the full Board. 

	 James Bryce was appointed as Chairman and a  
member of the Remuneration Committee with effect  
1 September 2010, and Geoffrey Johnson and Ernest 
Morrison were appointed as additional members with 
effect 1 November 2010. As a result of these appointments, 
the Board believes that the Company was compliant with 
the requirements of Code Provision B.2.1 for the period 
from 1 November 2010 until 31 December 2010, and up 
until the date of these accounts.

•	The Company was not compliant during the period  
from 12 March 2010 until 1 November 2010 with Code 
Provision A.4.1 specifying the requirement to have a 
Nomination Committee of which a majority should be 
independent Non-Executive Directors. During this period, 
all matters which were required to be considered by the 
Nomination Committee were considered by the full Board. 

	 John Coldman was appointed as Chairman and a member 
of the Nomination Committee with effect 1 September 2010, 
and David Cooper and Ernest Morrison were appointed as 
additional members with effect 1 November 2010. As a result 
of these appointments, the Board believes that the Company 
was compliant with the requirements of Code Provision A.4.1 
for the period from 1 November 2010 until 31 December 
2010, and up until the date of these accounts.

Appointment of Chairman 
The present Chairman, John Coldman, was elected as a 
Director by shareholders at the SGM held on 12 March 2010, 
and appointed as Chairman by the Board on 18 March 2010. 
While Code Provision A.4.3 requires that the nomination 
committee should prepare a job specification for the 
appointment of a chairman, and should also lead the process 
for Board appointments and make recommendations to the 
Board, the appointment of Mr Coldman was proposed by 
Invesco and certain other shareholders, as set out in the 
circular to shareholders dated 18 February 2010. 

Appointments of Directors
James Bryce, Robin Spencer-Arscott, Jonathan Betts, 
Ernest Morrison and David Cooper were elected by 
shareholders at the SGM on 12 March 2010. While Code 
Provision B.2.1 requires that the Nomination Committee 
should lead the process for Board appointments and make 
recommendations to the Board, the appointment of these 
Directors was proposed by Invesco and certain other 
shareholders, as set out in the circular to shareholders  
dated 18 February 2010. 

Richard Pexton and Geoffrey Johnson were appointed  
to the Board on 18 March 2010 and 1 September 2010, 
respectively. As the Nomination Committee had not been 
reconstituted at the dates of these appointments, their 
appointments were considered by the full Board. Prior  
to Mr Pexton’s appointment, a number of interviews were 
conducted with Mr Coldman, other members of the Board 
and certain shareholders. Mr Johnson was identified for  
the position of Non-Executive Director following a detailed 
selection process which utilised the services of an external 
search consultancy.

Senior Independent Director
Code Provision A.4.1 requires the Company to appoint  
a Senior Independent Director. This position was held  
by Christopher Clarke during the period 1 January 2010  
to 12 March 2010 when he stepped down from the Board. 
Since that date, the present Board sought to identify an 
appropriate Non-Executive Director to hold the position  
of Senior Independent Director, and appointed Geoffrey 
Johnson to the position on 16 December 2010. 

2010 Annual General Meeting 
At the Annual General Meeting of the Company held on  
20 May 2010 (“AGM”), resolutions were approved to  
appoint John Coldman, James Bryce, Robin Spencer-
Arscott, Jonathan Betts, Ernest Morrison and David Cooper 
as Non-Executive Directors of the Company. In view of  
the short period of time between the appointment of  
these Directors by shareholders on 12 March 2010 and  
the mailing of the Notice of AGM on 21 April 2010, it was  
not practical to provide to shareholders in the AGM Notice 
confirmation of a formal performance evaluation of each  
of these individuals, as required by Code Provision A.7.2. 
However, the Board intends that this provision will be 
complied with at the 2011 AGM.

Independence of Directors 
Independence of Mr Johnson  
(appointed 1 September 2010)
Geoffrey Johnson retired in 2010 from the 
PricewaterhouseCoopers network (“PwC”) after a forty  
year career, and has disclosed to the Company that he  
is in receipt of a partnership retirement annuity paid out  
of the profits of PwC LLP UK firm, and that this annuity  
is material to him. PwC provide services to the Omega 
Group as advisers on taxation and other matters. The  
Board considers that the relationship between the Group 
and PwC is not material to either PwC or the Group, either  
in operational or financial terms, and continues to believe 
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that notwithstanding Mr Johnson’s receipt of a retirement 
annuity from PwC he remains independent in character and 
judgment in accordance with the provisions of the Code. 

Independence of Mr Palmer  
(period 1 January 2010 to 12 March 2010) 
The Code sets out certain circumstances which may  
be relevant to the determination of the independence of 
Non-Executive Directors, among which is board tenure for 
longer than nine years. Clifford Palmer had been a Director 
of a group company since 1998, firstly as a Non-Executive 
Director of Omega Underwriting Agents Limited (the Lloyd’s 
managing agent for Syndicate 958) and subsequently as  
a Non-Executive Director on the Group Board from 2003  
to 12 March 2010. The Board at that time recognised  
and understood the potential concerns investors might  
have regarding long-serving Non-Executive Directors but 
nevertheless continued to regard Clifford Palmer as being 
independent in character and judgment, in accordance with 
the provisions of the Code; in addition, they believed that a 
long association with the Group gave Mr. Palmer invaluable 
knowledge and experience of the Group’s business and 
operations, and also had provided continuity on the Board 
through a period of fast growth and complex changes. Mr. 
Palmer stepped down from the Board on 12 March 2010.

Independence of Mr Warren  
(period 1 January 2010 to 12 March 2010)
Nick Warren is a senior vice president of International 
Advisory Services Limited (“IAS”), a Bermudian company 
which provided accounting, administration and information 
technology services to the Omega Group. Mr. Warren had 
previously disclosed to the Company that the remuneration 
he received from IAS was material to him. During the period  
1 January 2010 to 12 March 2010, the Board at that time 
recognised that the holding by a Director of a material 
business relationship with the Company might affect the 
independence of that Director. However, the Board 
considered that the relationship between the Group and  
IAS was not material to either IAS or the Group, either in 
operational or financial terms, and continued to believe that 
notwithstanding Mr Warren’s role at IAS and the transactions 
referred to at Note 33 of the 2009 Financial Statements he 
remained independent in character and judgment in 
accordance with the provisions of the Code; in addition,  
it had been agreed that, due to his interest in the contract, 
should a vote on the services provided by IAS take place,  
Mr. Warren would excuse himself from voting on the matter. 
Mr. Warren stepped down from the Board on 12 March 2010.

The Board is accountable to the Company’s shareholders 
for good governance and the statements set out below 
describe how Corporate Governance principles are  
applied by the Group.

Internal control and risk management
The responsibilities of the Directors in connection with the 
Annual Report and Accounts are explained on page 50 and 
the statement of the Directors on going concern appears  
on page 49.

The Board confirms that there is an ongoing process  
for identifying, evaluating and managing the significant  
risks faced by the Group. The process has been in place  
up to the date of approval of the annual report and 
accounts. The process, including related procedures and 
controls, is kept under regular review by the Board and 
recommendations for changes are made as appropriate. 

The Directors are responsible for the Group’s system  
of internal control and for reviewing its effectiveness. 
However, such a system can only provide reasonable,  
but not absolute, assurance against material misstatement 
or loss. The system is designed to manage rather than 
eliminate the risk of failure to achieve business objectives.

The Directors consider proper risk management to be  
crucial to the Group’s ongoing success and give a high 
priority to ensuring that adequate systems and structures 
are in place to measure, analyse and limit exposure to risk. 
The Company has invested heavily in further enhancing its 
system of risk management during the year. The process  
is laid out in full on page 20. 

The Directors have performed an annual assessment of  
the Group’s system of internal control using the Financial 
Reporting Council’s Turnbull Guidance. This assessment 
included review and discussion of Board papers which 
summarised the key elements of the Group’s internal control 
system, assessed the robustness of those control elements, 
described how those elements have operated to date, 
proposed planned improvements to the control environment 
and explained the reasons for those improvements. Internal 
Audit reviewed the effectiveness of the operation of those 
controls across the period and reported to the Audit 
Committee thereon.

In forming their view as to the effectiveness of the system  
of internal control, the Directors took into account the nature 
and quality of regular and annual reporting to them during 
2010 and 2011.

The Group has during the year increased investment in 
financial reporting systems and processes as well as the 
Group’s risk management and internal audit processes. 

Taking into account the results of this investment and the 
existence of mitigating controls and processes, based on 
their review the Directors have concluded that the Group’s 
system of internal control has been effective throughout  
the period and up to the date of this Report. 

Internal Audit 
Recognising the Group’s ongoing development, the Board 
appointed a Group Head of Internal Audit with effect from  
1 February 2010 to strengthen the Group existing internal 
assurance processes.

The Internal Audit function is independent of the day-to-day 
operations of the Group. The primary focus of Internal Audit 
is to bring a systematic, disciplined approach to evaluating 
and improving the risk management, internal control and 
governance processes within the Group; to provide 
independent and objective assurance to the Audit 
Committee and management as to the effectiveness  
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of these processes; to contribute to improving internal 
operational efficiency and control effectiveness; and to 
provide advice in areas of expertise to assist the Omega 
Group achieve its objectives. 

The Group Head of Internal Audit attends all Audit Committee 
meetings in addition to having regular meetings with the 
chairman of the Committee. The Audit Committee reviews the 
effectiveness of the Group’s Internal Audit function, including 
its terms of reference, its audit plans, its general performance 
and its relationship with the external auditors. 

Board Responsibilities
The Board is responsible for formulating, reviewing and 
approving the Company’s strategy, budgets and corporate 
actions. Decisions concerning the direction and control of the 
business are made by the Board, which meets at least six 
times each year and more frequently where business needs 
require. The Board has a schedule of matters reserved for its 
decision, including, inter alia, statutory matters; approval of 
Financial Statements and dividends; appointments and 
terminations of Directors, officers and auditors; appointments 
of committees and setting of terms of reference; review and 
approval of Group performance against budgets; approving 
risk appetite and risk management strategy and material 
contracts; and determining the authority levels within which 
management is required to operate. 

To enable the Board to function effectively and Directors  
to discharge their responsibilities, full and timely access  
is given to all relevant information. In the case of Board 
meetings, this consists of a comprehensive set of papers, 

including regular business progress reports and discussion 
documents regarding specific matters. 

An agreed procedure exists for Directors in the furtherance 
of their duties to take independent professional advice.  
This is in addition to the access which every Director has to 
the Company Secretary, who is charged by the Board with 
ensuring that Board procedures are followed. The Company 
has established properly constituted Audit, Remuneration, 
Investment and Nomination committees of the Board with 
formally delegated duties and responsibilities. 

Board performance evaluation
The 2010 evaluation of the Board, its Committees  
and individual Directors was carried out internally.  
The evaluation took the form of comprehensive 
questionnaires, revised to reflect the increasing roles of  
the Board Committees with regards to risk, and providing  
all Directors with an opportunity to comment on Board  
and Committee procedures. The results were presented  
to the Board in March 2011, and recommendations  
arising from the evaluation are being implemented.

A performance evaluation of the Chairman was carried  
out by the Non-Executive Directors, led by the Senior 
Independent Director, and taking into account the views  
of the Executive Directors. 

Attendance at Board and Committee Meetings
The following schedule shows individual attendance by 
Directors at meetings of the Board and of other committees  
in the year ended 31 December 2010:

Board Audit Remuneration Investment Nomination

Director
No. of

meetings
No. 

attended
No. of

meetings
No. 

attended
No. of

meetings
No. 

attended
No. of

meetings
No. 

attended
No. of

meetings
No. 

attended

J Coldman 10 9 – – – – – – 1 1
R Pexton 9 8 – – – – 2 2 – –
P James 14 13 – – – – 3 3 – –
G Johnson 4 4 2 2 2 2 2 2 – –
J Betts 7 6 – – – – – – – –
J Bryce 10 10 2 2 2 2 2 2 – –
D Cooper 10 9 – – – – – – 1 1
E Morrison 10 8 2 2 2 2 – – 1 1
R Spencer-Arscott 10 8 – – – – – – – –

W Fiederowicz 4 3 – – 2 2 1 – 1 1
R Tolliday 4 4 – – – – 1 1 1 1
C Clarke 4 3 2 2 – – 1 1 1 1
C Palmer 4 2 – – 2 1 – – 1 –
C Ross 4 3 2 2 – – 1 1 1 1
N Warren 4 4 2 2 2 2 1 1 1 1

Corporate governance continued 
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Audit Committee
The Audit Committee was established in September 2006 
and has formal terms of reference. 

The current members of the Audit Committee are Geoffrey 
Johnson (appointed as Committee Chairman and a member 
with effect 1 September 2010); James Bryce (appointed as a 
member with effect 1 November 2010); and Ernest Morrison 
(appointed as a member with effect 1 November 2010).

Coleman Ross (Committee Chairman until 12 March 2010), 
Christopher Clarke and Nicholas Warren served as members 
until 12 March 2010. 

The Committee’s primary responsibilities are to keep  
under review the scope and results of both the internal  
and external audit activities and their effectiveness as well 
as the independence and objectivity of the auditors; to 
review the interim and annual Financial Statements and any 
formal announcements relating to the Company’s financial 
performance and to review significant financial reporting 
judgments contained in them; to monitor the quality of 
internal controls and ensure that the financial performance 
of the Company is properly measured and reported on; and 
to consider and approve the remit of the risk management 
function and ensure the function has adequate resources 
and appropriate access to information to enable it to 
perform effectively and in accordance with the relevant 
professional standards. 

The Committee receives and reviews reports from the 
Company’s management and auditors relating to the  
interim and annual accounts and the accounting and  
internal control systems in use throughout the Company. 
The Audit Committee meets at least three times a year  
and has unrestricted access to the Company’s auditors. 

The Audit Committee is responsible to the Board for keeping 
under review the nature and extent of non-audit services 
provided by the external auditors. The Audit Committee’s 
responsibilities include inter alia, assessing all relationships  
with the audit firm, including their partners and staff; assessing 
the nature and level of fees for non-audit services in relation  
to the audit fee; obtaining confirmation of independence from 
the auditors; and ensuring the appropriateness of the firm as 
providers for non-audit services. The split between audit and 
non-audit fees for the year under review appears in Note 7 to 
the Financial Statements. The Audit Committee is satisfied that 
the nature of the non-audit services provided by, and related 
fees paid to, the Group’s external auditors has not 
compromised their independence or objectivity. 

The Audit Committee reached its recommendation to 
re-appoint the auditors by assessing a number of factors, 
including their qualifications, expertise and resources,  
and the effectiveness of the audit process, including a  
report from the external auditor on their own internal  
quality control procedures.

The terms of reference of the Audit Committee are published 
on the Company’s web-site at www.omegauw.com. 

Remuneration Committee
The Remuneration Committee was established in 
September 2006 and has formal terms of reference. 

The current members of the Remuneration Committee are 
James Bryce (appointed as Committee Chairman and a 
member with effect 1 September 2010); Geoffrey Johnson 
(appointed as a member with effect 1 November 2010);  
and Ernest Morrison (appointed as a member with effect  
1 November 2010).

Clifford Palmer (Committee Chairman until 12 March 2010), 
Walter Fiederowicz and Nicholas Warren served as members 
until 12 March 2010. 

The Remuneration Committee’s principal objectives are to 
make recommendations to the Board on the Company’s 
framework of Executive directors’ remuneration and its cost; 
to determine the remuneration of the executive Directors 
and senior management of the Group; and to determine 
targets for, advise on, and monitor, any performance related 
bonus or other incentive schemes.

The Remuneration Committee is also responsible for the 
granting of long term incentive awards and share options 
pursuant to the share incentive plans in operation from  
time to time. 

The Committee considers the risks of failing to design 
remuneration structures and levels that are sufficient to 
recruit and retain staff of an appropriate level of skills to 
meet the objectives of the business. The Committee also 
considers the potential reputational risks inherent in 
structures that may not adequately meet the objectives  
of shareholders and other stakeholders.

Full details of Directors’ remuneration and a statement of the 
Company’s remuneration policy are set out in the Report of the 
Remuneration Committee which is set out on pages 41 to 48.

Copies of Executive Directors’ service contracts and the 
terms and conditions of appointment of the Non-Executive 
Directors are available for inspection at the Company’s 
registered office during normal business hours.

The terms of reference of the Remuneration Committee are 
published on the Company’s web-site at www.omegauw.com.

Investment Committee
An Investment Committee was established in  
September 2006 and has formal terms of reference. 

The current members of the Investment Committee are 
Geoffrey Johnson (appointed as Committee Chairman  
and a member with effect 1 September 2010); James Bryce 
(appointed as a member with effect 1 November 2010); 
Richard Pexton (appointed as a member with effect  
1 November 2010); and Penny James, who served  
throughout the year.

Christopher Clarke (Committee Chairman until 12 March 
2010), Walter Fiederowicz, Coleman Ross and Nicholas 
Warren served as members until 12 March 2010. Richard 
Tolliday served as a member until 18 March 2010.
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The Investment Committee’s principal duties under its  
terms of reference are to recommend, for approval by the 
Boards of the Company and other members of the Group,  
as appropriate: investment strategies, guidelines and policies  
in line with the risk appetite determined by those Boards;  
the appointment of fund managers for all investments; to 
monitor the performance of investment strategies against set 
benchmarks; to monitor the cash flow, liquidity and working 
capital of the Company and the other members of the Group; 
and to review the Group and Company’s Treasury Policy.

The terms of reference of the Investment Committee are 
published on the Company’s web-site at www.omegauw.com.

Nomination Committee
The Nomination Committee was established in  
September 2006 and has formal terms of reference. 

The current members of the Nomination Committee are 
John Coldman (appointed as Committee Chairman and  
a member with effect 1 September 2010); David Cooper 
(appointed as a member with effect 1 November 2010);  
and Ernest Morrison (appointed as a member with effect  
1 November 2010).

Walter Fiederowicz (Committee Chairman until 12 March 2010), 
Clifford Palmer, Christopher Clarke, Coleman Ross and 
Nicholas Warren served as members until 12 March 2010. 
Richard Tolliday served as a member until 18 March 2010. 

The Nomination Committee is responsible for regularly 
reviewing the structure, size and composition (including the 
skills, knowledge and experience) of the Board and making 
recommendations to the Board with regard to any changes; 
making recommendations concerning the appointment  
of, and changes in, the members and chairman of each  
of the Audit, Remuneration, Investment and Nomination 
Committees; identifying, and nominating for the approval  
of the Board, candidates to fill Board vacancies as and 
when they arise; and reviewing annually the time required 
from each Non-Executive Director.

The Committee considers the risks of failing to recommend 
an optimal Board structure and composition to enable  
the Directors to discharge effectively their duties to the 
Company and stakeholders, and to meet the objectives  
of the business as they develop. The Committee also 
considers the potential reputational and financial risks 
arising from possible overlaps or omissions in skills, 
background or other characteristics of both existing  
and potential members of the Board. 

The terms of reference of the Nomination Committee are 
published on the Company’s web-site at www.omegauw.com.

Communication
The Company recognises the importance of communication 
to stakeholders. The full annual report and accounts, as well 
as the interim report, are mailed to all shareholders and on 
request to other parties who have an interest in the Group’s 
performance. All reports are available to be downloaded from 
the corporate website, www.omegauw.com, which is updated 
regularly with news and information about the Group. 

The Board holds a regular dialogue with institutional 
shareholders and the analyst community, as well as giving 
general presentations after the announcement of preliminary 
and interim results. The Board is advised of any specific 
comments from institutional investors to enable it to develop 
an understanding of the views of major shareholders. All 
shareholders have the opportunity to put forward questions 
at the Company’s Annual General Meeting.

Corporate governance continued 
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Remuneration report
As a Bermudian incorporated Company whose shares are 
Premium Listed on the Official List of the London Stock 
Exchange, Schedule 8 to the Large- and Medium-sized 
Companies and Groups (Accounts and Reports) Regulations 
2008 (the “Regulations”) do not apply to Omega. However, 
in the interests of best governance practice, the Company 
has chosen to comply with the disclosure requirements set 
out in those Regulations. 

This Report sets out the remuneration policy and principles 
under which the Directors are remunerated and details the 
remuneration and share interests of each Director for the 
year ended 31 December 2010. Also set out below is the 
remuneration policy for the current year and, subject to 
ongoing review, for subsequent years.

The sections and tables of this Report dealing with 
Directors’ emoluments and share interests labelled as 
“audited” have been audited by the Group’s external 
auditors, Ernst & Young LLP.

Remuneration Committee
The Remuneration Committee (the “Committee”) is 
responsible for making recommendations to the Board  
on remuneration policy as applied to Omega’s Executive 
Directors and senior executives. The full terms of reference 
of the Committee are available on the Company’s website  
at www.omegauw.com. 

The current members of the Remuneration Committee,  
each of whom is considered to be independent based on 
the criteria included in the UK Corporate Governance Code, 
are James Bryce (appointed as Committee Chairman and a 
member with effect 1 September 2010); Geoffrey Johnson 
(appointed as a member with effect 1 November 2010);  
and Ernest Morrison (appointed as a member with effect  
1 November 2010).

Clifford Palmer (Committee Chairman until 12 March 2010), 
Walter Fiederowicz and Nicholas Warren served as members 
until 12 March 2010. 

For the period between 12 March 2010 and 1 November 2011, 
there was no Remuneration Committee in place. During this 
period remuneration matters were dealt with by the Board.

The Chief Executive Officer may, at the Committee’s invitation, 
attend meetings except where his own remuneration is 
discussed. The Committee held four meetings during 2010.

Hewitt New Bridge Street (HNBS) (part of Hewitt Associates) 
act as advisers to the Committee. In November 2010 Hewitt 
Associates was acquired by Aon Corporation. Hewitt 
Associates was merged with Aon Consulting to form Aon 
Hewitt. Aon Hewitt is one of three distinct business divisions 
under Aon Corporation, the others being Aon Risk Services 
and Aon Benfield. These latter divisions provide insurance 
and reinsurance broking services to Omega. The Committee 
reviewed HNBS’s continuing independence to ensure there 
was no conflict of interest. The Committee was satisfied that 
no conflict arose out of the new structure and received 
assurance from Aon Corporation that the governance 
structures within the organisation were in place to preserve 
the provision of objective and independent advice.

During the period under review certain portions of the 
committee’s meetings were also attended by the Chief 
Financial Officer and HNBS.

Remuneration of Non-Executive Directors 
(audited)
The fees of the Non-Executive Directors are set by the 
Board following an annual review. Non-Executive Directors 
are not eligible to receive pension entitlements or bonuses 
and may not participate in share option schemes.

The current annual fees payable to the Non-Executive 
Directors are set out in the table below.

Non-Executive Director Basic fee
Audit  

Committee
Remuneration 

Committee
Investment  
Committee

Subsidiary  
Company Total fees

John Coldman £250,000 – – – – £250,000
James Bryce $75,000 $15,000 $15,0005 $10,000 $15,0002 $130,000
David Cooper $75,000 – – – –  $75,000
Geoffrey Johnson $75,000 $40,0004 $10,000 $20,0004 $15,0003 $160,000
Ernest Morrison $75,000 $15,000 $10,000 – – $100,000
Robin Spencer-Arscott $75,000 – – – $35,0001  $110,000

(1) �Robin Spencer-Arscott receives a fee of US$35,000 per annum as chairman of Omega Specialty. 

(2) �James Bryce receives a fee of US$15,000 per annum as a director of Omega Specialty. 

(3) �Geoffrey Johnson receives a fee of US$15,000 per annum for attending the Audit Committee meetings of OUAL. 

(4) �Geoffrey Johnson receives a fee of US$40,000 per annum as chairman of the Audit Committee, and a fee of US$20,000 per annum  
as chairman of the Investment Committee.

(5) �James Bryce receives a fee of US$15,000 per annum as chairman of the Remuneration Committee.
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Executive Directors’ remuneration
The Committee’s remuneration policy is based on the 
following broad principles:

•	To provide a competitive remuneration package to attract, 
retain and motivate the highest quality executives to drive 
the creation of a diversified and robust underwriting group;

•	To provide incentives that are aligned with the interests of 
shareholders and reward long term value creation; and

•	To provide the foundation for overall reward and 
remuneration beyond the specific roles governed  
by the Committee.

Fixed pay is set to reflect the calibre and experience of  
each individual position with due account taken of median 
market data for companies of a comparable size and 
complexity. Top quartile total remuneration positioning 
should be available for superior performance. 

Total remuneration is benchmarked against UK listed 
non-life insurance companies and companies drawn from 
across all sectors given Omega’s Premium Listing on the 
Official List. For overseas based roles, data is sourced from 
relevant local markets with quantum set accordingly, albeit 
the structure of remuneration will remain within the policy  
of the Group as a whole.

The Committee, operating within the remit of this policy, aims 
to ensure that an appropriate balance exists between fixed 
and variable pay. The Committee operates a cap on short 
term incentive opportunities to ensure that inappropriate risk 
taking is neither encouraged nor rewarded.

The individual elements of remuneration provided for 
executive Directors comprise the following elements:

•	Base Salary;

•	Pension and Other Benefits;

•	Annual Bonus Scheme; 

•	 Long Term Incentive Plan.

Remuneration policy is reviewed periodically against the 
Committee’s broad principles and in light of developments 
in best practice corporate governance expectations. During 
the year under review, in light of the Company’s move to the 
Official List in July 2009, a full review of remuneration policy 
was undertaken with a revised policy implemented for 2011. 
Full details of the forward looking policy are set out in detail 
below along with the policy that operated during the year 
under review. 

In undertaking a review of remuneration policy, the 
Committee took into consideration both the remuneration 
principles included in Solvency II, the FSA Remuneration 
Code and market practice in the FTSE Non-Life Insurance 
Sector. The revised remuneration policy operates with  
a majority of the total package linked to the long-term 
performance of the Company and, in addition, any annual 
bonuses earned above 100% of salary are the subject  
of a mandatory deferral for a period of three years. These 
factors, allied to performance targets being structured so 
that at least half of total future incentive pay will be earned 
based on externally audited results, provide a remuneration 
structure that is considered by the Remuneration Committee 

to incorporate sound risk management controls. 
Furthermore, in line with the Association of British Insurers’ 
Guidelines on Responsible Investment Disclosures, the 
Committee is comfortable that its policy for executives  
does not have the potential to raise any environmental, 
social or governance issues (‘ESG’) or risks by inadvertently 
motivating irresponsible behaviour. It is the Committee’s 
intention to keep its policy under review in light of emerging 
best practice arising from further guidance provided through 
the implementation of Solvency II.

The Committee takes due account of remuneration levels 
elsewhere in the Group when setting levels of pay for 
Executive Directors (for example, considering the overall 
salary increase budget and incentive structures that operate 
across the Group).

Details of each of the above elements are detailed below.

Base salaries
The salary levels of individual executive Directors are 
reviewed annually by the Committee with account taken  
of individual performance, skill and pay levels for similar 
roles in comparable insurance entities.

The current Base Salary levels of the Executive Directors  
are as follows:

•	Group Chief Executive Officer: £400,000; and

•	Group Chief Financial Officer: £245,000.

The Chief Executive Officer’s salary was agreed as part  
of his recruitment on 19 March 2010. 

The salary of the Chief Financial Officer was increased by 
3.7% with effect from 1 April 2010 which was consistent 
with salary increases awarded across the Group as a whole.

As part of the annual salary review process it has been 
confirmed that the Chief Executive Officer’s salary will 
remain unchanged at £400,000.

Pension and other benefits
Omega contributes at a rate of 15% of base salary  
into pension plans for the Executive Directors.

Other executives, and the wider employee base, may  
also participate in the Group pension plan with the  
Company contributing up to 15% of base salary.

In addition to pension benefits, the Executive Directors  
also receive private medical insurance, permanent health 
insurance and life insurance cover.

Annual bonus
For the positions of Chief Executive Officer and Chief 
Financial Officer during the year under review, the annual 
bonus payments were based on a combination of financial 
performance measures (70% of the total bonus opportunity) 
and personal performance (30% of the total bonus 
opportunity). The maximum annual bonus opportunity that 
operated during the year under review was 150% of salary.
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The Chief Executive Officer was awarded a bonus of 
£145,000 for 2010. This bonus, at 45% of his pro-rata  
salary for the year under review, was earned in relation to 
personal performance. No bonus was earned in respect  
of the financial targets set for the year under review. 

No bonus has been awarded to the Chief Financial  
Officer given her stated intention to resign with effect  
from 9 March 2011.

For the current financial year, a revised annual bonus 
structure will operate based on a 70:30 split between 
financial and non-financial performance targets. The 
maximum annual bonus opportunity is capped at 150%  
of base salary for both Executive Directors.

The financial part of the annual bonus will be earned based 
on the Company’s performance against a challenging sliding 
scale of Group ROE targets. The non-financial targets reflect 
individually tailored strategic objectives that relate to each 
Executive Directors’ responsibilities.

Any bonus earned above 100% of salary will be deferred  
for a period of 3 years. 

Clawback provisions will apply to any bonus earned which 
may be applied in the exceptional event of misstatement or 
misconduct. In addition, the Committee also retains discretion 
to scale-back deferred bonuses to the extent that any 
business written in the year in which the bonus was earned 
subsequently negatively impacts on Group profitability.

Directors’ interests (audited)
The interests of the Directors and their immediate families  
in the issued Common Shares of the Company at the 
beginning and at the end of the year and the date of this 
report are set out below.

7 March  
2011

31 December 
2010

31 December 
2009 (or date  

of appointment  
if later)

John Coldman 1,125,000 1,125,000 –
Richard Pexton  232,997  232,997 7,997
Penny James – – –
James Bryce – – –
David Cooper – – –
Ernest Morrison – – –
Geoffrey Johnson – – –
Robin Spencer-Arscott – – –

Walter Fiederowicz* N/A N/A 290,985
Richard Tolliday* N/A N/A 828,936
Clifford Palmer* N/A N/A  66,322
Christopher Clarke* N/A N/A  67,531
Coleman Ross* N/A N/A  15,978
Nicholas Warren* N/A N/A  66,138

*Walter Fiederowicz, Clifford Palmer, Christopher Clarke, Coleman Ross and 
Nicholas Warren ceased to be Directors on 12 March 2010. Richard Tolliday 
ceased to be a Director on 18 March 2010. Share interests are only shown in 
relation to dates at which the individual remained a Director.

Directors’ long term incentives
The Company has historically operated a policy of making 
awards and granting share options to Executive Directors 
and employees under Share Incentive Plans. The 
Remuneration Committee has sole discretion for making 
awards and granting share options.

Following the move to the Official List, and the restructuring 
of the Board in March 2010, a review of future long-term 
incentive policy was undertaken.

The conclusion of this review was that in future years 
long-term incentives should continue to be provided under 
the Omega Insurance Holdings Long Term Incentive Plan 
(the “LTIP”), the life of which was extended by shareholders 
at the time of moving to the Official List. However, since  
this plan is a flexible incentive structure that enables awards 
to be granted in a manner consistent with market practice  
in each of the locations within which Omega operates,  
the Committee decided to adopt a policy that will result  
in future incentive awards to Executive Directors being 
structured in line with comparable Official List practices. 
This policy took due account of the best practice 
expectations of the ABI (and other relevant institutional 
investor guidelines) and is summarised below as it is 
intended to apply to Executive Directors:

Structure of Award
Awards will be granted as either conditional awards  
of shares or nil cost options with vesting subject to 
performance conditions and continued employment.  
The LTIP enables the award of market value options but  
it is not anticipated that market value options will form part 
of ongoing remuneration policy for Executive Directors 
beyond those already granted in relation to the appointment 
of the current Chief Executive Officer (see below). 

Maximum Annual Award Limit 
Annual awards will normally be restricted to 150% of salary 
in terms of the value of the award at the date of grant. 

Awards under the revised policy described in this report will 
not be made to the Chief Executive Officer in 2011 as a result 
of the special recruitment incentive that was agreed in relation 
to his appointment (see below). The Chief Financial Officer did 
not receive an LTIP award during the year under review.

Performance Targets
Two distinct performance measures are currently anticipated 
applying to future awards. These are return on equity and 
absolute total shareholder return. The policy agreed by the 
Committee in respect of 2011 awards was for the following 
targets to apply, with the performance period set at a 
minimum of three years and no re-testing of the targets.
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Annualised Return on Equity (‘ROE’)  
over the Performance Period 
Annualised ROE

% Vesting of Award Subject  
to ROE Targets

Below 8% p.a. 0%
8% p.a. 33%
12% p.a. 100%
Straight line vesting in between performance points

Annualised Absolute Total Shareholder Return 
(‘TSR’) over the Performance Period
Absolute Total Shareholder Return (share 
price plus dividends)

% Vesting of Award Subject to Absolute 
Total Shareholder Return Targets

Below 10% p.a. 0%
10% p.a. 33%
15% p.a. 100%
Straight line vesting in between performance points

Given (i) Penny James’ departure from the Company,  
which is anticipated to be with effect from 9 March 2011, 
and (ii) the recruitment award agreed with the Chief 
Executive Officer which specified the terms of his award  
in 2011 (see below), the above policy may not be applied  
in practice in 2011 to these Executive Directors.

However, the use of ROE and TSR on an ongoing basis 
reflects the Committee’s desire to incentivise improved 
underlying financial performance at the same time as 
aligning incentives with the creation of shareholder value. 
ROE is the key measure of underlying financial performance 
at Omega and is fully aligned with measuring the Company’s 
continued success in achieving robust underwriting 
performance and measuring underwriting excellence.

Awards made prior to the move to the Official List were 
granted under the Omega Insurance Holdings Long Term 
Incentive Plan (the “OILTIP”) (which had similarly flexible 
terms to the LTIP described above) and the Omega 
Insurance Holdings Executive Share Option Plan (the 
“ESOP”) which were adopted as part of the redomicile  
to Bermuda on 17 November 2006. The OILTIP provided 
flexibility for the Committee to make awards of restricted 
shares, nil cost options and/or market value options while 
the ESOP permits awards of HMRC tax favoured market 

value options. These two plans mirrored, so far as 
practicable, the two analogous plans in existence prior to 
the redomicile to Bermuda, namely the Omega Long Term 
Incentive Plan and the Omega Executive Share Option Plan.

No further awards may be made under the plans previously 
operated by Omega Underwriting Holdings PLC. 

Recruitment Award to the Chief Executive Officer
In order to facilitate the recruitment of the current Chief 
Executive Officer, the Committee considered it necessary to 
agree a special recruitment incentive award under the LTIP.

The recruitment award took into account opportunities 
forgone by the Chief Executive Officer at the time of his 
appointment to the Company.

The recruitment award comprises the following features:

•	A market value option granted over 2,500,000 shares with 
an exercise price of £1.02 per share that will vest subject to 
continued employment on 17 May 2013 (the ‘First Option’);

•	An undertaking to grant a further market value option  
over 2,500,000 shares on 19 May 2011 with the exercise 
price per share set at the prevailing market price and  
vest subject to continued employment on 19 May 2014 
(the ‘Second Option’); and

•	An undertaking to grant a further market value option  
over 2,500,000 shares on 18 May 2012 with the exercise 
price per share set at the prevailing market price and will 
vest subject to continued employment on 19 May 2015 
(‘the Third Option’).

Further terms of the award included that (i) if a change of 
control is to take place prior to the Second Option being 
granted then an option over 5,000,000 shares will be 
granted immediately prior to the change of control at an 
exercise price of £1.02 and (ii) if the change of control is  
to take place after the Second Option being granted but 
before the Third Option then an option over 2,500,000 
shares will be granted immediately at the same exercise 
price as that set for the Second Option. 
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Awards made and share options granted to Directors under the Share Incentive Plans are as follows:

Plan Grant date
At 31  

Dec 2009
Granted  

during year

Exercised 
during 

the year
Lapsed during 

the year
At 31  

Dec 2010
Option 

price
Date from which 

exercisable Expiry date

Richard Pexton
LTIP1 19 May 2010 – 2,500,000 – – 2,500,000 102.0p 17 May 2013 17 May 2020

Penny James5

LTIP2 1 Jun 2007  500,000 – – (250,000)  250,000 Nil 1 Jun 2010 31 May 2017
LTIP3 25 Jun 2007  250,000 – – (50,000)  200,000 Nil 25 Jun 2010 24 Jun 2017

Richard Tolliday6

LTIP4 6 Apr 2005  754,693 – – (251,564) 503,129 115.0p 6 Apr 2007 5 Apr 2015
LTIP2 21 Jan 2006 1,000,000 – – (250,000) 750,000 Nil 5 Dec 2008 20 Jan 2016
LTIP3 25 Jun 2007 2,600,000 – – (520,000) 2,080,000 Nil 25 Jun 2010 24 Jun 2017
Executive 
Plan4 7 Apr 2005 25,751 – – – 25,751 116.5p 7 Apr 2008 6 Apr 2015

(1) �The principal terms of the LTIP granted to Richard Pexton in relation to his recruitment are described above.

(2) �Subject to the performance conditions described below being met, the options will vest on a sliding scale basis over a period of between three and five 
years from the date of grant and may not be exercised later than the tenth anniversary of the date of grant. Such options that do not vest due to the 
performance conditions not being met will lapse. The proportions of the awards that reached their vesting dates in 2010 did not meet their performance 
conditions and as a consequence lapsed.

(3) �Subject to the performance conditions described below being met, the options will vest on a sliding scale basis over a period of between three and seven 
years from the date of grant and may not be exercised later than the tenth anniversary of the date of grant. Such options that do not vest due to the 
performance conditions not being met will lapse. The proportions of the awards that reached their vesting dates in 2010 did not meet their performance 
conditions and as a consequence lapsed.

(4) �Replacement awards were granted under the LTIP adopted on 17 November 2006 on the redomicile to Bermuda. Of the LTIP options granted on  
6 April 2005, the remaining one third lapsed due to performance conditions not being met.

(5) �In relation to Penny James’ departure from the Company, which is anticipated to be with effect from 9 March 2011, pursuant to the rules of the LTIP, the 
Committee determined that she should be treated as a good leaver in respect of her subsisting LTIP. As a result, subject to performance conditions being 
met, her awards will be time prorated and vest on 9 March 2011.

(6) �Richard Tolliday ceased to be Chief Executive Officer during the period under review and ceases to be an employee of the Group from 16 March 2011.  
On 4 March 2011 the Company received notice from Richard Tolliday of the exercise of the 750,000 previously vested options. All his remaining awards  
are forfeit from 16 March 2011. 

Award of market value options granted  
on 6 April 2005
The performance condition requires the Company’s TSR to 
be at least equal to the greater of RPI + 5% over the relevant 
performance period or 10%. The relevant performance 
period is the second anniversary of the date of grant for  
1/3 of the award, the third anniversary of the date of grant 
for 1/3 of the award and the fourth anniversary of the date  
of grant for 1/3 of the award.

Awards of nil cost options on 21 January 2006 
and 1 June 2007
Awards of nil cost options were made on 21 January 2006 
and 1 June 2007 with the following performance conditions 
attached:

1.	Absolute total shareholder return
75% of these awards will vest based on Omega’s absolute 
total shareholder return (“TSR”) (calculated as the 
percentage return derived from share price growth plus the 
re-investment of dividends). Threshold vesting will occur 
based on an absolute TSR of 10% per annum with full 
vesting for an absolute TSR of 15% per annum with straight 
line vesting in between these levels.

2.	Relative total shareholder return
25% of these awards will vest based on Omega’s relative 
TSR measured against 10 UK listed Lloyd’s vehicles.

Threshold vesting will occur for median performance  
with full vesting at upper quartile performance.

There is no re-testing of these performance conditions,  
with the performance period applying to awards and timing 
of vesting as follows:

Proportion 
of Award Relevant Performance Period Time of vesting

1/2 Three years from  
date of grant 

Third anniversary  
of the date of grant

1/3 Four years from  
date of grant

Fourth anniversary  
from the date of grant

1/6 Five years from  
date of grant

Fifth anniversary from  
the date of grant

The proportion of each element that vests for threshold 
performance is 33% of the relevant part of an award  
with a straight line increase to 100% at the stretch level  
of performance.

The Committee continues to consider TSR to be a relevant 
measure of long term performance as it provides the 
clearest alignment between executives and shareholders.
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The proportion of the awards that reached their vesting 
dates in 2010 did not meet the performance conditions  
and as a consequence lapsed.

Awards of nil cost options on 25 June 2007
Awards of nil cost options were made on 25 June 2007  
with the following performance conditions attached:

Absolute total shareholder return
75% of these awards will vest based on Omega’s absolute 
total shareholder return (“TSR”) (calculated as the percentage 
return derived from share price growth plus the re-investment 
of dividends). Threshold vesting will occur based on an 
absolute TSR of 10% per annum with full vesting for an 
absolute TSR of 15% per annum with straight line vesting  
in between these levels.

Relative total shareholder return
25% of these awards will vest based on Omega’s relative 
TSR measured against 10 UK listed Lloyd’s vehicles.

Threshold vesting will occur for median performance  
with full vesting at upper quartile performance.

There is no re-testing of these performance conditions  
with the performance period applying to awards and timing 
of vesting as follows:

Proportion 
of Award Relevant Performance Period Time of vesting

1/5 Three years from  
date of grant 

Third anniversary  
from the date of grant

1/5 Four years from  
date of grant

Fourth anniversary  
from the date of grant

1/5 Five years from  
date of grant

Fifth anniversary from  
the date of grant

1/5 Six years from  
date of grant

Six anniversary from  
the date of grant

1/5 Seven years from  
date of grant

Seventh anniversary  
from the date of grant

The proportion of each element that vests for threshold 
performance is 33% of the relevant part of an award  
with a straight line increase to 100% at the stretch level  
of performance.

The proportion of the awards that reached their vesting 
dates in 2010 did not meet the performance conditions  
and as a consequence lapsed.

Dilution
All share based incentive awards are made within the ABI 
best practice dilution limit that permits the issue of new 
shares, for the purposes of satisfying share awards, of up  
to 10% of the issued share capital for all employee 
schemes. Awards made at, or before, the original flotation  
in April 2005 do not count towards these limits.

The potential dilution as a result of outstanding options  
was as follows: 

Vested and  
Outstanding  

Options % Dilution

As at 31 December 2010 12,560,624 5.16%

As referred to in note 6 above, on 4 March 2011 the 
Company received notice from Richard Tolliday of the 
exercise of 750,000 vested options. All his remaining 
rewards are forfeit from 16 March 2011. The effect of  
his forfeiture will be to reduce dilution to 4.09%.

TSR performance
The following chart illustrates Omega’s TSR performance, 
which determines vesting under the LTIP as described 
above, from April 2005 to 31 December 2010. For the 
purposes of this chart, Omega Underwriting Holdings PLC 
and Omega Insurance Holdings Limited have been treated 
as a single entity.
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We have included the TSR of the FTSE All Small Non-life 
Insurance Index for comparison purposes. The Committee 
considers the FTSE All Small Non-life Insurance Index to 
consist of companies broadly comparable to Omega. In 
addition the TSR of the FTSE All Share Index has been 
included on the chart since the Company’s shares are 
Premium Listed on the Official List.

Service contracts
The Executive Directors have contracts which are terminable 
on the basis set out below. The contracts contain restrictive 
covenants preventing the Executive Directors from working 
for any competing business in the U.K. for a period of six 
months post termination.

The Non-Executive Directors do not have service 
agreements but have formal letters of engagement which 
require three months’ notice to be provided by either party.
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The current terms of appointment of the Executive Directors 
are as follows:

Richard Pexton, Chief Executive Officer (joined 18 March 
2010), has a service agreement dated 27 May 2010. The 
Company has the right to terminate the service agreement 
on 12 months’ written notice and Mr Pexton six months’  
and in any event the service agreement would automatically 
terminate on the day on which Mr. Pexton reaches Omega’s 
normal retirement age of 65 (subject to him having the 
statutory right to request to work beyond this date). Mr. 
Pexton’s service agreement contains restrictive covenants 
which apply for six months post-termination preventing  
Mr. Pexton from working for any competing business in  
the UK, soliciting or dealing with clients or poaching senior 
employees. If there is a change of control of the Company 
and Mr. Pexton’s employment is terminated by the 
Company, or he resigns for a good reason, within 12 months 
following the change of control, he is entitled to receive  
a termination payment equivalent to 150% of base salary,  
plus one year’s maximum bonus entitlement (150% of 
salary), the value of one year’s benefits and a pro rata 
maximum bonus entitlement (150% of salary) in respect  
of the year in which his employment terminates.

Penny James, Chief Financial Officer, entered into a service 
agreement dated 22 May 2009 with Omega Administration 
Services Limited (“Omega Services”). Either party may 
terminate the service agreement on 12 months’ written  
notice to the other or in any event the service agreement  
will automatically terminate on the day on which Mrs. James 
reaches Omega Services’ normal retirement age of 65 (subject 
to her statutory right to request to work beyond this date). Mrs. 
James’ service agreement contains restrictive covenants which 
apply for six months post-termination preventing Mrs. James 
from working for any competing business in the UK, soliciting 
or dealing with clients or poaching senior employees. Should 
there be a change of control of the Company and Mrs. James’ 
employment is terminated by Omega Services, or she resigns 
for a good reason, within 12 months following the change of 
control, she is entitled to receive a termination payment 
equivalent to one year’s salary, one year’s maximum bonus  
entitlement (150% of salary), the value of one year’s benefits 
and a pro rata maximum bonus entitlement (150% of salary)  
in respect of the year in which her employment terminates.

It is anticipated that Penny James will depart the Company 
with effect 9 March 2011 having given notice of her intention 
to resign.

Richard Tolliday, Former Chief Executive Officer (departed 
18 March 2010), had a service agreement dated 22 May 
2009. Either party had the right to terminate the service 
agreement on 12 months’ written notice to the other and in 
any event the service agreement would have automatically 
terminated on the day on which Mr. Tolliday reached 
Omega’s normal retirement age of 65 (subject to him having 
the statutory right to request to work beyond this date). Mr. 
Tolliday’s service agreement contained restrictive covenants 
which applied for six months post-termination preventing 
Mr. Tolliday from working for any competing business in  
the UK, soliciting or dealing with clients or poaching senior 
employees. Had there been a change of control of the 
Company and Mr. Tolliday’s employment was terminated  
by the Company, or he resigned for a good reason, within  
12 months following the change of control, he was entitled 
to receive a termination payment equivalent to three years’ 
salary, three years’ maximum bonus entitlement (150%  
of salary), the value of two years’ benefits and a pro rata 
maximum bonus entitlement (150% of salary) in respect  
of the year in which his employment terminates. 

On 3 February 2011 the Group received a claim from 
Richard Tolliday for payment under the change of control 
provisions of his contract. Further detail on this claim is  
set out in note 28 to the Financial Statements.

The Remuneration Committee recognises that the change  
of control clauses in the contracts of the Chief Executive 
Officer, Chief Financial Officer (and the former Chief 
Executive Officer) do not currently conform to the ABI/NAPF 
joint statement on severance pay, as revised in November 
2008 (‘Guidelines’).
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Emoluments table (audited)
Emoluments for the Executive Directors, Chairman and other Non-Executive Directors for the year are set out below.

Directors’ emoluments

2010 2009

Salary/ fees  
US$

Bonus  
US$

Pension  
US$

Total 2010  
US$

Salary/ fees  
US$

Bonus  
US$

Pension  
US$

Total 2009  
US$

Executive Directors
Richard Pexton  
(appointed 18 March 2010) 498,385 224,750 74,758 797,893 – – – –
Penny James 376,360 – 54,898 431,258 370,913 201,250 55,638 627,801
Richard Tolliday1 988,615 101,905 1,090,520 816,000 200,000 90,668 1,106,668
John Robinson2 – – – – 1,012,650 – 151,898 1,164,548
Non-Executive Directors3

John Coldman  
(appointed 12 March 2010) 316,151 – – 316,151 – – – –
Robin Spencer-Arscott 
(appointed 12 March 2010) 81,835 – – 81,835 – – – –
Jonathan Betts  
(appointed 12 March 2010, 
resigned 16 November 2010) 60,308 – – 60,308 – – – –
James Bryce  
(appointed 12 March 2010) 78,661 – – 78,661 – – – –
Ernest Morrison  
(appointed 12 March 2010) 64,452 – – 64,452 – – – –
David Cooper  
(appointed 12 March 2010) 60,308 – – 60,308 – – – –
Geoffrey Johnson  
(appointed 1 September 2010) 53,151 – – 53,151 – – – –
Walter Fiederowicz4 45,750 – – 45,750 272,714 – – 272,714
Clifford Palmer4 24,875 – – 24,875 163,964 – – 163,964
Christopher Clarke4 24,750 – – 24,750 110,125 – – 110,125
Coleman Ross4 26,000 – – 26,000 112,325 – – 112,325
Nicholas Warren4 27,250 – – 27,250 141,000 – – 141,000

2,726,851 224,750 231,561 3,183,162 2,999,691 401,250 298,204 3,699,145

(1) �Richard Tolliday’s salary/fees include a housing allowance and the full amount of salary and allowance in relation to the 12 month notice period ending  
16 March 2011.

(2) �John Robinson ceased to be a Director on 29 October 2009. Includes full amount in relation to the 12 month notice period. 60% of John Robinson’s  
salary and pension costs were borne by Syndicate 958.

(3) �The components of the Non-Executive Directors’ fees are set out on page 41.

(4) �Former Non-Executive Director who ceased to be a Director on 12 March 2010. The fees shown for the year ended 31 December 2010 are inclusive  
of base and relevant committee fees payable in respect of service to 12 March 2010. 

Prior to 12 March 2010, the former Non-Executive Directors received an element of their fees in equity of the Company.  
In line with this policy the following awards were made on 22 June 2009 satisfied by the issue of new common shares 
issued at market value:

Non-Executive Director Value of award 2009 US$ Number of new common shares allotted 2009

Walter Fiederowicz 95,000 45,957
Clifford Palmer 57,500 27,815
Christopher Clarke1 30,000 16,000
Coleman Ross 32,658 15,798
Nicholas Warren 40,000 19,350

(1) �Equity awards to Christopher Clarke were calculated in pounds sterling. The amount presented above has been converted at the average exchange rate for 
the year of US$1.5/£1. 

No equity awards were made in the year ended 31 December 2010. 

James Bryce
Non-Executive Director

7 March 2011
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Other statutory information
Creditor payment policy
Although the Group does not follow a specific code when 
settling its payment obligations with creditors, it is the policy 
of the Group to ensure that all suppliers of goods and 
services are paid promptly and in accordance with 
contractual and legal obligations.

Purchase of Own Shares
At the Annual General Meeting held on 20 May 2010, 
shareholders approved a resolution to authorise the 
Company generally and unconditionally to make one or 
more market purchases of the issued Common Shares  
of the Company up to a maximum number of 14,758,101 
Common Shares, an amount equal to approximately 10%  
of the then issued Common Share capital. This authority will 
expire at the 2011 Annual General Meeting and a resolution 
will be proposed to renew this authority. No shares were 
purchased under this authority during the year.

Going concern 
The Directors are confident that the Group has adequate 
resources to continue in operation for the foreseeable future. 
Accordingly, they continue to adopt the going concern basis 
in preparing the accounts.

The Group’s business activities, together with the factors 
likely to affect its future development, performance and 
position are set out in the Chief Executive Officer’s Review 
on pages 10 to 13. The financial position of the Company,  
its cash flows, liquidity position and capital position are set 
out in the Financial Review on pages 24 to 31. In addition, 
notes 14, 15, 20 to 22, 35 and 36 include the Company’s 
objectives, policies and processes for managing its capital, 
its financial risk management objectives; details of its 
financial instruments and foreign exchange activities; and  
its exposure to credit and liquidity risk.

Directors’ Indemnification Provisions
Under Bye-Law 61 of the Company’s Bye-Laws, every 
Director, alternate Director, Secretary or other officer of the 
Company shall be entitled to be indemnified out of the assets 
of the Company against all actions, costs, charges, liabilities, 
losses, damages and expenses incurred or sustained by any 
of them, their heirs, executors or administrators by or by 
reason of any act done, concurred in or omitted in or about 
the execution of the Company’s business or their duty or 
supposed duty or in their respective offices or trusts, provided 
that Bye-Law 61 shall be deemed not to provide for, or entitle 
any such person to, indemnification to the extent that it would 
cause Bye-Law 61, or any element of it, to be treated as void 
or unenforceable under applicable Bermuda Company law.

Prior to 12 March 2010, separate deeds of indemnity were 
entered into between the Company and Christopher Clarke, 
Penny James, Richard Tolliday, Nicholas Warren, Walter 
Fiederowicz, Clifford Palmer and Coleman Ross in addition 
to the indemnity provided under Bye-Law 61 but consistent 
with the level of indemnity provided under that Bye-Law.

Disclosure of information to 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 and 
the Group’s auditor, 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.

Auditors
Ernst & Young LLP have expressed their willingness to 
continue in office as auditors and a resolution to reappoint 
Ernst & Young LLP will be proposed at the forthcoming 
Annual General Meeting.
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Statement of Directors’ Responsibilities 

Company law requires the Directors to prepare Financial 
Statements for each financial year. Under that law the 
Directors have prepared the Group Financial Statements in 
accordance with International Financial Reporting Standards 
(IFRSs) as adopted by the European Union. The Financial 
Statements are required to give a true and fair view of the 
financial position at the end of the accounting period, the 
financial performance and cash flows of the Group during 
the period. In preparing those Financial Statements, the 
Directors are required to:

•	Select suitable accounting policies and then apply  
them consistently;

•	Make judgments and estimates that are reasonable  
and prudent; 

•	State that the Financial Statements comply with  
IFRSs as adopted by The European Union. 

The Directors confirm they have complied with the above 
requirements in preparing the Financial Statements. The 
Directors are responsible for maintaining proper accounting 
records which disclose with reasonable accuracy at any 

time the financial position of the Group. They are also 
responsible for safeguarding the assets of the Company  
and the Group and hence for taking reasonable steps for  
the prevention and detection of fraud and other irregularities. 
The Directors are responsible for the maintenance and 
integrity of the corporate and financial information included 
on the Group’s website.

Shareholder information 
Share capital
The Company did not issue any common shares of  
US$0.10 each during the year ended 31 December 2010. 
Further details of share capital are set out in note 24 to the 
Financial Statements.

Substantial shareholdings
At 1 March 2011, the Directors had been notified of, or  
were otherwise aware of, the following holdings of 3%  
or more of the Company’s issued share capital: 

Substantial holdings
Number of  

common shares
Percentage of Issued 

Share Capital

Invesco Ltd 71,774,599 29.48%
Ameriprise Financial Inc 20,199,706 8.30%
Artemis Investment Management 18,155,541 7.46%
J D Robinson 18,089,286 7.43%
Aviva Investors 16,554,902 6.80%
Jupiter Asset Management Limited 10,260,251 4.21%
Carlson Capital LP 8,013,000 3.29%
FOUR Capital Partners Ltd 7,867,989 3.23%
Crystal Amber Advisers (UK) LLP 7,833,017 3.22%
BlackRock Inc 7,691,268 3.16%
J O Hambro Capital Management 7,383,503 3.03%
		

By order of the Board

Melanie Saunders
Company Secretary

7 March 2011 
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Independent auditor’s report to the members 
of Omega Insurance Holdings Limited

We have audited the Group Financial Statements of Omega 
Insurance Holdings Limited for the year ended 31 December 
2010 which comprise the Consolidated income statement,  
the Consolidated statement of comprehensive income, the 
Consolidated statement of financial position, the Consolidated 
statement of changes in equity, the Consolidated cash flow 
statement and the related notes 1 to 36. The financial reporting 
framework that has been applied in their preparation is 
applicable law and International Financial Reporting Standards 
(IFRSs) as adopted by the European Union.

This report is made solely to the company’s members,  
as a body, in accordance with the provisions of our 
engagement letter dated 15 December 2010. Our audit  
work has been undertaken so that we might state to the 
company’s members those matters we are required to state 
to them in an auditor’s report and for no other purpose.  
To the fullest extent permitted by law, we do not accept or 
assume responsibility to anyone other than the company 
and the company’s members as a body, for our audit work, 
for this report, or for the opinions we have formed.

Respective responsibilities of  
Directors and auditors
As explained more fully in the Directors’ Responsibilities 
Statement set out on page 50, the Directors are responsible 
for the preparation of the Group Financial Statements and 
for being satisfied that they give a true and fair view. The 
Directors are also responsible for the preparation of the 
Corporate Governance Report and the Directors’ 
Remuneration Report.

Our responsibility is to audit the Group 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.

In addition the Company has also instructed us to review:

•	The Directors’ statement on going concern which,  
for a listed UK-incorporated company, is specified for 
review by the Listing Rules of the Financial Services 
Authority; and

•	Whether the section of the Directors’ Remuneration 
Report that has been described as audited has been 
properly prepared in accordance with the basis of 
preparation described therein. 

Scope of the audit of the Financial Statements
An audit involves obtaining evidence about the amounts  
and disclosures in the Financial Statements sufficient to  
give reasonable assurance that the Financial Statements  
are free from material misstatement, whether caused by 
fraud or error. This includes an assessment of: whether  
the accounting policies are appropriate to the Group’s 
circumstances and have been consistently applied and 
adequately disclosed; the reasonableness of significant 
accounting estimates made by the Directors; and the  
overall presentation of the Financial Statements.

Opinion on Financial Statements
In our opinion the Group Financial Statements:

•	Give a true and fair view of the state of the Group’s  
affairs as at 31 December 2010 and of its loss for  
the year then ended; and

•	Have been properly prepared in accordance with  
IFRSs as adopted by the European Union.

Opinion on other matter
In our opinion the part of the Directors’ Remuneration 
Report that has been described as audited has been 
properly prepared in accordance with the basis of 
preparation as described therein.

Matters on which we are required to report by exception
We have nothing to report in respect of the following:

•	Under the Listing Rules we are required to review 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; and

•	The Directors’ statement set out on page 49, in relation  
to going concern, which the Company has requested  
that we review.

Ernst & Young LLP
London

7 March 2011
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Year ended 31 December 2010
Note

2010 
US$’000

2009 
US$’000

Income
Gross premiums written 2 356,108 265,811
Premiums ceded to reinsurers (87,701) (66,519)
Net premiums written 268,407 199,292

Change in gross provision for unearned premiums (19,907) (8,837)
Reinsurers’ share of change in provision for unearned premiums (1,094) 5,004
Net earned premiums 247,406 195,459

Investment return 3 12,374 16,323
Income from management of Lloyd’s Syndicate 4 1,334 15,885
Other income 298 506
Net revenue 261,412 228,173

Expenses
Insurance claims (229,481) (110,429)
Insurance claims recoverable from reinsurers 20,631 14,118
Net insurance claims 13 (208,850) (96,311)

Net acquisition costs 5 (63,179) (55,837)

Other underwriting and corporate expenses:
	 – Other underwriting operating expenses 6 (11,124) (6,849)
	 – Other corporate expenses 6 (23,254) (21,893)
Total other underwriting and corporate expenses (34,378) (28,742)

Foreign exchange gains/(losses) 9 2,112 (171)
Finance costs (53) (58)
Total expenses (304,348) (181,119)

(Loss)/Profit before tax (42,936) 47,054
Income tax 10 127 (3,440)
(Loss)/Profit for the year (42,809) 43,614

Earnings per share – basic 11 (17.6) cents 18.6 cents
Earnings per share – diluted 11 (17.6) cents 17.8 cents

Consolidated Statement of Comprehensive Income

Year ended 31 December 2010
2010  

US$’000
2009 

US$’000

(Loss)/Profit for the year (42,809) 43,614
Exchange differences on translating foreign operations (884) 1,192
Total comprehensive income for the year, net of tax (43,693) 44,806

Consolidated Income Statement
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As at 31 December 2010
Note

2010 
US$’000

2009 
US$’000

ASSETS
Cash and cash equivalents 14 52,811 37,919
Financial investments 15 604,613 572,276
Deferred acquisition costs 26,489 22,063
Reinsurance assets comprising:
	 – Reinsurers’ share of unearned premium 26 20,350 21,444
	 – Reinsurers’ share of claims 26 37,985 32,039
	 – Debtors arising from reinsurance operations 45,285 35,419
Insurance receivables 16 51,584 43,065
Prepayments and accrued income 17 10,601 14,088
Other debtors 18 10,594 25,388
Current income tax assets 10,022 1
Deferred tax assets 10 3,073 3,256
Property and equipment 19 798 942
Intangible assets 23 46,716 42,978
Total assets 920,921 850,878

EQUITY
Called up share capital 24 24,348 24,348
Share premium account 321,085 321,085
Contributed surplus 100,000 100,000
Foreign exchange reserve (10,874) (9,990)
Profit and loss account (12,996) 60,521
Total equity and reserves 421,563 495,964

LIABILITIES
Insurance contract liabilities comprising:
	 – Provision for claims reported 26 168,800 127,810
	 – Provision for claims incurred but not reported 26 144,369 83,545
	 – Provision for unearned premium 26 113,461  93,554
Trade and other payables 27 62,672 49,060
Deferred tax liabilities 10 10,056 945
Total liabilities  499,358 354,914
Total liabilities and equity  920,921 850,878

Net assets per share US $1.73 US $2.04
Net tangible assets per share US $1.54 US $1.86

The Financial Statements were approved by the Board of Directors on 7 March 2011 and were signed on its behalf by

Richard Pexton			   Penny James
Director				    Director							        

Consolidated Statement of Financial Position
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Year ended 31 December 2010
	

Note
Share capital 

US$’000

Share  
premium 

account 
US$’000

Contributed 
Surplus 

US$’000

Foreign  
exchange  

reserve 
US$’000

Profit  
and loss 
account 

US$’000
Total 

US$’000

Balance at 1 January 2010 24,348 321,085 100,000 (9,990)  60,521  495,964
Loss for the year – – – –  (42,809) (42,809)
Other comprehensive income – – –  (884) – (884) 
Total comprehensive income for the year – – –  (884) (42,809) (43,693)
Share based payments – – – – (272)  (272)
Dividends 12 – – – – (30,436) (30,436)
Balance as at 31 December 2010 24,348 321,085 100,000 (10,874) (12,996) 421,563

Year ended 31 December 2009

Note
Share capital 

US$’000

Share  
premium 

account 
US$’000

Contributed 
Surplus 

US$’000

Foreign  
exchange  

reserve 
US$’000

Profit  
and loss  
account 

US$’000
Total 

US$’000

Balance at 1 January 2009 14,766 147,918 100,000 (11,182) 32,091  283,593 
Profit for the year – – – –  43,614 43,614 
Other comprehensive income – – – 1,192 – 1,192 
Total comprehensive income for the year – –  – 1,192 43,614 44,806 
Issue of new share capital  9,582  182,364 – – –  191,946 
Share based payments – – – –  902 902 
Dividends 12 – – – – (16,086) (16,086)
Cost of capital raise – (9,197) – – – (9,197)
Balance as at 31 December 2009 24,348 321,085 100,000 (9,990) 60,521 495,964

Consolidated Statement of Changes in Equity
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Year ended 31 December 2010

Note
2010  

US$’000
2009 

US$’000

Cash flow from operating activities
Cash inflow/(outflow) from operations 30 53,236 (174,576)
Interest paid (53) (58)
Income tax paid (540) (6,480)
Net cash inflow/(outflow) from operating activities  52,643 (181,114)

Cash flow from investing activities
Purchase of intangible assets (4,133) (40,694)
Purchase of property and equipment (126) (701)
Net cash (outflow) from investing activities  (4,259) (41,395)

Cash flow from financing activities
Equity dividends paid (30,436) (16,086)
Issue of share capital – 191,946
Cost of share capital issued – (9,197)
Net cash (outflow)/inflow from financing activities  (30,436) 166,663

Net increase/(decrease) in cash and cash equivalents 17,948 (55,846)
Cash and cash equivalents at the start of the period 37,919 92,554
Foreign exchange currency movements (3,056) 1,211
Cash and cash equivalents at end of period 14 52,811 37,919

Consolidated Cash Flow Statement
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1. General information and accounting policies
Omega Insurance Holdings Limited (the “Company”) is  
a limited liability company incorporated and domiciled in 
Bermuda, whose shares are publicly traded on the London 
Stock Exchange. The address of the registered office is 
provided on page 92.

Details of the Omega Groups’ principal activities are 
included in the Director’s Report.

Basis of Preparation
The consolidated Financial Statements are prepared in 
accordance with International Financial Reporting Standards 
(“IFRS”) issued by the International Accounting Standards 
Board (“IASB”) and interpretations issued by the International 
Financial Reporting Interpretations Committee (“IFRIC”),  
both as adopted for use by the European Union (“EU”),  
and applied in accordance with the provisions of the  
Bermuda Companies Act 1981.

Consolidated financial statement values are presented  
in US dollars rounded to the nearest US$’000 unless 
otherwise stated.

Basis of Consolidation
The consolidated Financial Statements incorporate the 
accounts of Omega Insurance Holdings Limited and all  
its subsidiary undertakings (the “Group”) drawn up to  
31 December 2010.

The Financial Statements of subsidiaries are prepared for the 
same reporting year as the parent company. Consolidation 
adjustments are made to convert subsidiary Financial 
Statements prepared under local GAAP into IFRS so as to 
remove any accounting policy differences that may exist.

The Group’s share of the transactions, assets and liabilities 
relating to its Syndicate participation is included in the 
consolidated Financial Statements.

Intra-group transactions and balances between Group 
companies are eliminated.

Changes to accounting requirements applicable  
to these Financial Statements

New and amended standards and interpretations
The accounting policies adopted are consistent with  
those of the previous financial year, except for the following 
IFRS amendments and IFRIC interpretations effective as  
of 1 January 2010:

•	 IFRS 3 Business Combinations (Revised) and IAS 27 
Consolidated and Separate Financial Statements (Amended).

•	 IFRS 3 (Revised) introduces significant changes in the 
accounting for business combinations occurring after this 
date. Changes affect the valuation of non-controlling 
interest, the accounting for transaction costs, the initial 
recognition and subsequent measurement of a contingent 
consideration and business combinations achieved in 
stages. These changes will impact the amount of goodwill 
recognised, the reported results in the period that an 
acquisition occurs and future reported results.

•	 IAS 27 (Amended) requires that a change in the ownership 
interest of a subsidiary (without loss of control) is accounted 
for as a transaction with owners in their capacity as owners. 
Therefore, such transactions will no longer give rise to 
goodwill, nor will it give rise to a gain or loss. Furthermore, 
the amended standard changes the accounting for losses 
incurred by the subsidiary as well as for the loss of control  
of a subsidiary. The changes by IFRS 3 (Revised) and IAS 27 
(Amended) will affect future acquisitions or loss of control of 
subsidiaries and transactions with non-controlling interests.

•	These new requirements have had no effect on the  
Omega Group.

•	 IFRS 8 Operating Segments (amended): the amendment 
clarifies that segment assets and liabilities need only be 
reported when those assets and liabilities are included in 
measures that are used by the chief operating decision 
maker. It is effective for annual periods beginning on or 
after 1 January 2010 and applied retrospectively. The 
Group’s segment assets and liabilities are not used  
by the chief operating decision maker hence are not 
reported in the Financial Statements.

Standards issued but not yet effective
Standards issued but not yet effective up to the date of 
issuance of the Group’s Financial Statements are listed 
below. This listing is of standards and interpretations issued, 
which the Group reasonably expects to be applicable at a 
future date. The Group intends to adopt those standards 
when they become effective.

•	 IAS 24 Related Party Disclosures (Amendment)

		�  The amended standard is effective for annual periods 
beginning on or after 1 January 2011. It clarifies the 
definition of a related party to simplify the identification  
of such relationships and to eliminate inconsistencies  
in its application. The Group does not expect any  
impact on its financial position.

•	 IFRS 9 Financial Instruments: Classification and Measurement

		�  IFRS 9 as issued reflects the first phase of the Board’s 
work on the replacement of IAS 39 and applies to 
classification and measurement of financial assets  
as defined in IAS 39. The standard is effective for  
annual periods beginning on or after 1 January 2013.  
In subsequent phases, the Board will address 
classification and measurement of financial liabilities, 
hedge accounting and derecognition. The completion  
of this project is expected in 2011. The adoption of  
IFRS 9 will have an effect on the classification and 
measurement of the Group’s financial assets. However, 
the Group determined that the effect shall be quantified 
in conjunction with the other phases when issued to 
present a comprehensive picture.

Notes to the Consolidated Financial Statements
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•	 Improvements to IFRSs

		�  The IASB issued improvements to IFRSs, which 
consists of amendments to its IFRS’s. The amendments 
have not been adopted by the Group as they become 
effective for annual periods beginning on or after either 
1 July 2010 or 1 January 2011. The amendments listed 
below are considered to have an impact on the Group:

		  – IFRS 3 Business Combinations

		  – IFRS 7 Financial Instruments: Disclosures

		  – IAS 1 Presentation of Financial Statements

		  – �IAS 27 Consolidated and Separate  
Financial Statements

The Group expects no impact from the adoption  
of the amendments to its financial position.

Significant accounting judgements,  
estimates and assumptions
The preparation of financial statements requires management 
to make judgements, estimates and assumptions that affect 
the reported amounts of revenue, expenses, assets and 
liabilities, and the disclosure of contingent assets and 
liabilities at the reporting date. However, uncertainty about 
these assumptions and estimates could result in outcomes 
that could require a material adjustment to the carrying 
amount of the asset or liability affected in future periods.

Judgements
The key accounting judgements applied by management in 
these Financial Statements relate to accounting estimates. 
The judgements applied in significant accounting estimates 
are set out below.

Estimates and assumptions
The key assumptions concerning the future and other key 
sources of estimation uncertainty at the reporting date, that 
have a significant risk of causing a material adjustment to 
the carrying amounts of assets and liabilities within the next 
financial year are discussed below. These related primarily 
to valuation of insurance liabilities, investments and 
intangible assets.

Foreign currency translation
The Group’s results and financial position are presented in 
US dollars which is also the parent company’s functional 
currency. Items included in the Financial Statements of each 
of the Group’s entities are measured using the currency of 
the primary economic environment in which the entity 
operates (the functional currency). 

Transactions in foreign currencies are recorded at the rates 
of exchange prevailing on the dates of the transactions  
or a suitable average rate. At each balance sheet date, 
monetary assets and liabilities that are denominated in 
foreign currencies are retranslated at the rates prevailing  
at the balance sheet date. Exchange differences arising  
on retranslation are included in the income statement. 
Non-monetary assets and liabilities, being those without  
a corresponding cash flow such as unearned premium 

reserves and deferred acquisition costs, are translated in  
the balance sheet at the exchange rate prevailing at the  
date of the original transaction.

The results and financial position of Group entities which 
have a different functional currency are translated into  
the Group’s presentational currency as follows:

•	Assets and liabilities are translated at the closing  
rate at the balance sheet date;

•	 Income and expenses are translated at average  
exchange rates.

All resulting exchange differences are recognised  
in the statement of comprehensive income.

Insurance contracts

a) Premiums
Written premiums comprise premiums on contracts  
incepted during the financial year as well as adjustments 
made in the year to premiums written in prior accounting 
periods. Estimates are made for pipeline premiums, 
representing amounts due but not yet notified.

For delegated authority business estimates of how much 
business will attach to a facility are based on experience 
and information provided by the broker. Estimates are 
updated on a regular basis. It is assumed that risks 
attaching to the master facility incept evenly across the 
period of the facility and therefore only that proportion  
of risks that have incepted to the master facility by the 
balance sheet date are reported within written premium  
in these Financial Statements.

All premiums are shown gross of commission payable  
to intermediaries and are exclusive of taxes and duties 
levied thereon.

Written premiums are earned over the period of the  
policy on a time apportionment or more appropriate  
basis, having regard to the exposure of the risk.

b) Reinsurance premium ceded
Outwards reinsurance premiums are accounted for in  
the same accounting period as the premiums for the  
related direct or inwards business being reinsured.

c) Unearned premiums
The provision for unearned premiums represents the 
proportion of gross written premium which is estimated  
to relate to exposures in subsequent financial periods.  
The change in the unearned premium provision is taken  
to income so that revenue is recognised in accordance  
with the period of risk. 

d) Acquisition costs
Acquisition costs, comprising commission and other  
costs related to the acquisition of insurance contracts  
are deferred to the extent that they are attributable to 
premiums unearned at the balance sheet date. Deferred 
acquisition costs are amortised over the period in which  
the related revenue is earned.
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Notes to the Consolidated Financial Statements continued

1. General information and accounting policies 
(continued)
Claims

a) Insurance claims
Claims incurred comprise the estimated cost of all claims 
occurring during the period, whether reported or not, 
including related direct and indirect claims handling costs 
and adjustments to outstanding claims provisions from 
previous periods. 

b) Insurance contract liabilities
The provision for claims outstanding is made on an individual 
case basis and is based on the estimated ultimate cost of  
all claims notified but not settled by the balance sheet date, 
together with the provision for related claims handling costs. 
The provision also includes the estimated cost of claims 
incurred but not reported (“IBNR”) at the balance sheet date 
based on statistical methods.

These methods generally involve projecting from past 
experience of the development of claims over time to  
form a view of the likely ultimate claims to be experienced 
for more recent underwriting, having regard to variations  
in the business accepted and the underlying terms and 
conditions. For the most recent years, where a high degree 
of uncertainty arises from projections, estimates may be 
based on assessments of the business accepted and 
underwriting conditions. The Group does not discount its 
liabilities for unpaid claims. Where applicable, deductions 
are made for salvage and other recoveries.

The reinsurers’ share of provisions for claims is based on  
the amounts of outstanding claims and projections for IBNR, 
net of estimated irrecoverable amounts, having regard to the 
reinsurance programme in place for the class of business, 
the claims experience for the year and the current security 
rating of the reinsurance companies involved.

The provision for claims outstanding is based on information 
available at the balance sheet date. Significant delays are 
experienced in notification and settlement of certain claims 
and accordingly the ultimate cost of such claims cannot be 
known with certainty at the balance sheet date. Subsequent 
information and events may result in the ultimate liability 
being less than, or greater than, the amount provided. Any 
differences between provisions and subsequent settlements 
are dealt with in the income statement of later periods.

c) Liability adequacy test
Provision is made where the expected cost of claims and 
expenses arising after the end of the financial period from 
contracts concluded before that date exceeds the provision 
for unearned premiums, net of deferred acquisition costs, 
premiums receivable and related investment return. 

Investments

a) Financial assets at fair value through  
the income statement
The Group has classified its financial investments as  
“fair value through income” to the extent that they are not 
reported as cash and cash equivalents. This classification 
has been determined by management based on the decision 
at the time of acquisition and reflects the fact that the 
investment portfolios are managed, and their performance 
evaluated, on a fair value basis. The fair values of quoted 
financial investments are based on current bid prices. 
Unlisted investments for which a market exists are stated  
at the average price at which they are traded on the  
balance sheet date or the last trading day before that  
date. Purchases and sales of investments are recognised  
on the trade date, which is the date the Group commits to 
purchase or sell the assets. These are initially recognised  
at fair value, and subsequently re-measured at fair value 
based on quoted bid prices. Investments are derecognised 
when they have been sold. Changes in the fair value of 
investments are included in the income statement in the 
period in which they arise.

b) Derivative financial instruments
Derivatives are initially recognised at fair value on the  
date on which a derivative contract is entered into and are 
subsequently re-measured at their fair value. Fair values are 
based on observable market conditions. Changes in the fair 
value are recognised immediately in the income statement.

c) Investment return
Investment return comprises all investment income, realised 
investment gains and losses and movements in unrealised 
gains and losses.

Realised gains and losses on investments are calculated as 
the difference between sale proceeds and purchase price. 
Unrealised gains and losses on investments represent the 
difference between the valuation at the balance sheet date 
and their valuation at the previous balance sheet date or 
purchase price if acquired during the year, together with the 
reversal of previously recognised unrealised gains and losses 
in respect of investments disposed of in the current year.

The Group’s investment strategy is based on an objective of 
maximising the Group’s investment return whilst preserving 
the Group’s capital. The investment return is measured 
based on the income received and the fluctuations in the 
market value of investments. Designation of the Group’s 
investments at fair value through the profit and loss is 
therefore consistent with the Group’s investment strategy.
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Income from management of Lloyd’s Syndicate
Income from management of Lloyd’s Syndicate comprises; 
agency fees, management fees and profit commission charged 
by the Group to third party members of Syndicate 958.

Agency fees relating to a year of account are recognised by 
the Group over four years, with the majority recognised in 
the first year, in line with the services provided. Management 
fees relate to expenses incurred by the Group which are 
recharged to the Syndicate and are recognised in the same 
period as the related expense.

Profit commission is receivable on closure of the relevant 
Lloyd’s year of account, normally after three years. It is 
recognised by the Group as earned on an annual basis to 
match the related underwriting profits. Profit commissions 
due after more than one year are held at fair value which  
is the discounted present value of the nominal amount 
expected to be received.

Other expenses
Other underwriting operating expenses are recognised  
on an accruals basis. These comprise expenses directly 
attributable to the Group’s underwriting operations. They 
include the Group’s share of Syndicate operating expenses 
and the costs of membership of Lloyd’s. Also included are 
operating expenses in Bermuda and in the US which are 
attributable to underwriting operations.

Other corporate expenses are recognised on an accruals 
basis. They comprise other group operating expenses not 
attributable to underwriting.

Employee benefits

a) Pension
The Group provides defined contribution pension schemes 
for the benefit of employees. Contributions are charged to 
the income statement in the same period as the related 
service is provided.

b) Share based payments
The Group operates a number of executive and employee 
share schemes. In accordance with IFRS 2 the fair value  
of equity-settled share-based payments to employees  
is determined at the date of grant and is expensed on a 
straight-line basis over the vesting period based on the 
Group’s estimate of shares or options that will eventually 
vest. In the case of options granted, fair value is measured 
by a binomial model the material inputs of which are: share 
price at date of the grant; expected dividend yield; expected 
volatility; risk free interest rate and employee turnover.

When the options are exercised, the proceeds received,  
net of transaction costs, are credited directly to equity. 
When employees forfeit share options on departure from  
the Group, amounts previously charged to the income 
statements in relation to the forfeited options are credited  
to the income statement. 

Income taxes
The tax expense represents the sum of the current  
tax and deferred tax.

a) Current income tax
The tax currently payable is based on taxable profit for the 
year. Taxable profit differs from net profit as reported in the 
income statement because items of income and expense 
are taxed in different periods, and it excludes items that are 
never taxed or deducted. The Group’s liability for current tax 
is calculated using tax rates applicable as at the balance 
sheet date.

Current income tax is charged or credited in the income 
statement, except when it relates to items charged or 
credited directly to equity, in which case the current tax  
is also dealt with in equity.

b) Deferred income tax
Deferred tax is recognised on differences between the 
carrying amounts of assets and liabilities in the Financial 
Statements and the corresponding amounts used in the 
computation of taxable profit, and is accounted for using  
the balance sheet method. Deferred tax liabilities are 
generally recognised for all taxable temporary differences 
and deferred tax assets are recognised to the extent that  
it is probable that taxable profits will be available against 
which deductible temporary differences can be utilised. 
Such assets and liabilities are not recognised if the 
temporary difference arises from goodwill or from the initial 
recognition (other than in a business combination) of other 
assets and liabilities in a transaction that affects neither  
the tax profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed  
at each balance sheet date and reduced to the extent that  
it is no longer probable that sufficient taxable profits will be 
available to allow all or part of the asset to be recovered,  
or to the extent that it has been utilised.

Deferred tax is calculated at the tax rates based on  
the enacted or substantially enacted tax laws expected  
to apply in the period when the liability is settled or the  
asset is realised. Deferred tax is charged or credited in  
the income statement, except when it relates to items 
charged or credited directly to equity, in which case the 
deferred tax is also dealt with in equity.

Cash and cash equivalents
Cash and cash equivalents comprise cash at bank and  
in hand and short-term deposits with an original maturity  
of three months or less.

For the purpose of the consolidated cash flow statement, cash 
and cash equivalents consist of cash and cash equivalents as 
defined above, net of outstanding bank overdrafts.
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Notes to the Consolidated Financial Statements continued

1. General information and accounting policies 
(continued)
Property and equipment
Property and equipment is stated at cost less accumulated 
depreciation and any impairment in value. Depreciation is 
calculated on a straight line basis over the estimated useful 
life of the asset as follows:

	 Fixtures and fittings – over 5 years

	 Computer hardware – over 3 years

An item of property and equipment is derecognised upon 
disposal or when no future economic benefits are expected 
to arise from the continued use of the asset. A gain or loss 
arising on de-recognition of the asset is calculated as the 
difference between the net disposal proceeds and the 
carrying amount of the item. Any such gain or loss is 
recognised directly in the income statement.

Intangible assets

a) Software development
Computer software development costs that are directly 
associated with the production of identifiable and unique 
software products controlled by the Group, and that will 
generate economic benefits exceeding costs beyond one 
year, are recognised as intangible assets, and are amortised 
using the straight line method over their useful lives, not 
exceeding a period of three years. Amortisation commences 
when the asset is available for use.

Computer software development costs are subject to an 
annual impairment review. The amount of any impairment  
is recognised directly in the income statement.

b) Syndicate participation
Syndicate capacity purchased is recognised at cost.  
It is considered to have an indefinite useful economic  
life and is therefore not amortised.

Syndicate capacity is reviewed at each balance sheet date 
for impairment by reference to the future expected profit 
streams of Syndicate 958 and the amount of any impairment 
is recognised directly in the income statement.

Insurance receivables
Insurance receivables are recognised and carried at the 
recoverable amount. The carrying value of insurance 
receivables is reviewed for impairment whenever events  
or circumstances indicate that the carrying amount is 
greater than the recoverable amount, with the impairment 
adjustment recorded in the income statement.

Provisions
A provision is recognised when it is probable that a present 
legal or constructive obligation, as a result of a past event, 
will result in an outflow of resources and when a reliable 
estimate of the amount of the obligation can be made.

Leases
Rentals payable under operating leases are taken to the profit 
and loss account on a straight line basis over the lease term.

Trade and other payables
Trade and other payables are recognised on an accruals 
basis, based on amounts owed at the balance sheet date.

Operating segments
The Group’s operating segments have been identified  
as follows:

•	Group reinsurance of, and participation on, Syndicate 958.

•	Omega Specialty (other reinsurance) which is the  
non-Syndicate and non-US derived business written  
by Omega Specialty in Bermuda.

•	Omega US Insurance which is the contribution to  
the Group from Omega US ignoring the effects of  
intra-group reinsurance.

•	Omega Underwriting Agents – which show the results  
for managing the non-Omega share of Syndicate 958  
and includes profit commission and agency fees received 
for managing the Syndicate.

•	Other group activities – which show the results of 
transactions that do not relate to any of the segments 
above, being primarily those of the Group’s ultimate  
and intermediate holding companies.
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2. Segmental information

(i) Income statement by segment

Year ended 31 December 2010

Group 
participation on 

and reinsurance of 
Syndicate 958 

US$’000

Omega  
Specialty  

(other 
reinsurance) 

US$’000

Omega US 
Insurance 
US$’000

Omega 
Underwriting 

Agents 
US$’000

Other group 
activities 
US$’000

Total 
US$’000

Gross premiums written 244,902 65,226 45,980 – – 356,108
Gross premiums earned 227,364 66,911 41,926 – – 336,201
Earned Premiums ceded to reinsurers (57,684) (26,816) (4,295) – – (88,795)
Net earned premium 169,680 40,095 37,631 – – 247,406
Investment return 8,338 2,222 1,566 3 245 12,374
Income from management of Lloyd’s Syndicate – – – 1,334 – 1,334
Other income – – – – 298 298
Net revenue 178,018 42,317 39,197 1,337 543 261,412
 
Expenses
Insurance claims (153,948) (47,964) (27,569) – – (229,481)
Insurance claims recoverable from reinsurers 14,654 4,500 1,477 – – 20,631
Net insurance claims (139,294) (43,464) (26,092) – – (208,850)
Net acquisition costs (44,609) (7,347) (11,223) – – (63,179)
Other underwriting operating expenses (7,240) (1,295) (2,589) – – (11,124)
Other corporate expenses (12,223) (3,547) (1,744) (2,440) (3,300) (23,254)
Foreign exchange gains – – – – 2,112 2,112
Finance costs – – – – (53) (53)
Total expenses (203,366) (55,653) (41,648) (2,440) (1,241) (304,348)
Loss before tax (25,348) (13,336) (2,451) (1,103) (698) (42,936)
Loss ratio 82.1% 108.4% 69.3% 84.4%
Commission ratio 26.3% 18.3% 29.8% 25.5%
Other underwriting expense ratio 4.3% 3.2% 6.9% 4.5%
Corporate expense ratio 7.2% 8.8% 4.6% 9.4%
Combined ratio 112.7% 129.9% 106.0% 114.4%

Gross written premium class analysis
Non-marine property insurance 62,346 73 27,048 89,467
Property catastrophe treaty reinsurance 55,133 49,919 – 105,052
Property per risk treaty reinsurance 11,418 7,468 – 18,886
Professional indemnity insurance 12,624 – – 12,624
Motor insurance and reinsurance 24,776 – 143 24,919
Marine insurance and reinsurance 43,093 1,315 – 44,408
Liability insurance and reinsurance 25,783 – 18,789 44,572
Other 9,729 6,451 – 16,180
Gross premiums written 244,902 65,226 45,980 356,108
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Notes to the Consolidated Financial Statements continued

2. Segmental information (continued)

(i) Income statement by segment (continued)

Year ended 31 December 2009

Group 
participation on 
and reinsurance 

of Syndicate 958 
US$’000

Omega  
Specialty  

(other 
reinsurance) 

US$’000

Omega US 
Insurance 
US$’000

Omega 
Underwriting 

Agents 
US$’000

Other group 
activities 
US$’000

Total 
US$’000

Gross premiums written 166,651 62,987 36,173 – – 265,811
Gross premiums earned 175,035 57,274 24,665 – – 256,974
Premiums ceded to reinsurers (34,902) (23,267) (3,346) – – (61,515)
Net earned premium 140,133 34,007 21,319 – – 195,459
Investment return 6,526 2,466 1,416 – 5,915 16,323
Income from management of Lloyd’s Syndicate – – – 15,885 – 15,885
Other income – – – 506 – 506
Net revenue 146,659 36,473 22,735 16,391 5,915 228,173
 
Expenses
Insurance claims (85,133) (7,119) (18,177) – – (110,429)
Insurance claims recoverable  
from reinsurers 11,269 – 2,849 – – 14,118
Net insurance claims (73,864) (7,119) (15,328) – – (96,311)
Net acquisition costs (41,074) (8,134) (6,629) – – (55,837)
Other underwriting operating expenses (3,240) (1,527) (2,082) – – (6,849)
Other corporate expenses (11,464) (2,374) (2,692) (1,726) (3,637) (21,893)
Foreign exchange (losses) – – – – (171) (171)
Finance costs – – – – (58) (58)
Total expenses (129,642) (19,154) (26,731) (1,726) (3,866) (181,119)
Profit before tax 17,017 17,319 (3,996) 14,665 2,049 47,054
Loss ratio 52.7% 20.9% 71.9% 49.3%
Commission ratio 29.3% 23.9% 31.1% 28.6%
Other underwriting expense ratio 2.3% 4.5% 9.8% 3.5%
Corporate expense ratio 8.2% 7.0% 12.6% 11.2%
Combined ratio 84.3% 49.3% 112.8% 81.4%

Gross written premium class analysis
Non-marine property insurance 34,789 4,357 20,079 59,225
Property catastrophe treaty reinsurance 50,336 46,453 – 96,789
Property per risk treaty reinsurance 13,141 5,318 – 18,459
Professional indemnity insurance 9,312 – – 9,312
Motor insurance and reinsurance 11,915 – 34 11,949
Marine insurance and reinsurance 21,962 645 – 22,607
Liability insurance and reinsurance 17,628 – 16,060 33,688
Other 7,568 6,214 – 13,782
Gross premiums written 166,651 62,987 36,173 265,811
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2. Segmental information (continued)

(ii) Geographic information

Year ended 31 December 
2010

US 
US$’000

UK 
US$’000

Other EU 
US$’000

Latin / 
Central 

America 
US$’000

Canada 
US$’000

Africa 
US$’000

Australasia /
Asia 

US$’000
Other  

US$’000
Total 

US$’000

Gross written 
premium 232,953 46,571 21,921 13,431 10,078 3,354 25,154 2,646 356,108
Total assets 574,595 206,784 79,963 6,853 36,831 1,711 12,834 1,350 920,921
Capital expenditure 100 1,858 – – – – – 80 2,038

Year ended 31 December 2009
US 

US$’000
UK 

US$’000
Other EU 
US$’000

Latin /  
Central 

America 
US$’000

Canada 
US$’000

Africa 
US$’000

Australasia /
Asia 

US$’000
Other  

US$’000
Total 

US$’000

Gross written 
premium 178,544 27,646 16,638 12,195 6,382 2,134 20,306 1,966 265,811
Total assets 571,531 88,497 53,259 39,037 20,429 6,831 65,001 6,293 850,878
Capital expenditure 214 1,688 41 – – – – 115 2,058

$310,546,000 of gross written premium is written in the country of the Group’s domicile, Bermuda. This includes quota 
share reinsurance contracts with Omega US, Omega Dedicated and Syndicate 958.

Gross written premium information is based on the location of the insured.

Where cover is on a worldwide basis, the apportionment of premium to the categories has been estimated. 

3. Investment return
2010 

US$’000
2009 

US$’000

Financial investments at fair value through income – interest income 14,575 12,861
Cash and cash equivalents – interest income 193 87
Net realised (losses) on investments (410) (198)
Net unrealised (losses) on investments (2,261) (2,854)
Derivative fair value gains 277 6,427
  12,374  16,323

Derivative fair value gains in the year of US$277,000 (2009: US$516,000) relate to gains on foreign exchange forward 
contracts entered into by Syndicate 958. These contracts were settled during 2010. 

Derivative fair value gains in 2009 included a gain of US$5,911,000 made on derivatives held to hedge the dollar value  
of sterling denominated proceeds from the Group’s capital raise (£124m net of expenses) in January 2009. 

4. Income from management of Lloyd’s syndicate
2010 

US$’000
2009 

US$’000

Profit commission (2,227) 11,514
Agency fees 2,215 2,599
Management charges to Syndicate 958 1,346 1,772
 1,334 15,885

Accrued profit commission income due to the Group has reduced in 2010 resulting in negative profit commission income  
as a result of claims experience in Syndicate 958.
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Notes to the Consolidated Financial Statements continued

5. Acquisition costs

2010 
US$’000

2009 
US$’000

Net expenses in relation to the acquisition of business 67,605 57,521
Movement of deferred acquisition costs (4,426) (1,684)
 63,179 55,837

6. Other underwriting and corporate expenses

Note
2010 

US$’000
2009 

US$’000

Staff costs 8 12,891 12,591
Operating lease charges 520 735
Audit fees 7 787 791
Depreciation 19 208 226
Amortisation of intangible assets 23 160 31
General corporate expenses 19,812 14,368
   34,378  28,742

These amounts have been allocated as follows:
Other underwriting operating expenses 11,124 6,849
Other corporate expenses 23,254 21,893
   34,378  28,742

Other underwriting expenses are costs which are attributable to the Group underwriting activities. These include the Group 
share of the expenses of Syndicate 958. The increase in other underwriting expenses has been driven by the increase in the 
Group share of capacity in Syndicate 958 from 16.4% on the 2009 Year of Account to 38.8% on the 2010 Year of Account. 
Had the Group owned 16.4% of the 2010 Year of Account capacity as at 31 December 2010, other underwriting expenses 
in 2010 would have been US$4,609,000 lower.

The depreciation and amortisation above represent costs borne by the Group. In addition to these amounts, depreciation  
of US$62,000 and amortisation of US$235,000 has been recharged to and recognised by Syndicate 958.

7. Auditors fees

Note
2010 

US$’000
2009 

US$’000

Fees payable to the Group auditor for the audit of Group accounts
	 – Statutory audit 335 456
Fees payable to the Group auditor for other services
	 – Local statutory audit of subsidiaries 452 335
 6 787 791

In addition to the above, amounts of US$294,000 (2009: US$311,000) were paid to the Group auditor for the audit of 
Syndicate 958.

No fees were payable to the Group auditor for non-audit related services during the year. Fees payable to the Group’s 
auditors for non-audit services provided during 2009 totalled US$719,000 for services in relation to the Main Market Listing. 
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8. Staff costs 

Staff costs – recurring							     
Note

2010 
US$’000

2009 
US$’000

Wages, salaries and profit related pay 10,797 9,964
Share based payments expense 25 (272) 902
Social security costs 1,184 1,050
Other pension costs  1,182 675
Total staff costs 6 12,891 12,591

Staff costs in 2010 include a credit of US$1,870,000 in relation to the forfeiture of Mr Tolliday’s share options as a result  
of his departure from the Group.

Staff costs in 2009 include a credit of US$1,100,000 in relation to the forfeiture of Mr Robinson’s share options as a result  
of his departure from the Group. 

Average number of employees employed by the Group during the year			 
2010 

Number
2009 

Number

Underwriting activities 30 27
Management and administration 33 21
Actuarial, modelling and risk management 6 2
Claims 8 7
 77 57

9. Foreign exchange
2010 

US$’000
2009 

US$’000

Foreign exchange gains / (losses) 2,112 (171)

Foreign exchange losses in 2009 included a loss of US$1,942,000 relating to the movement in the US dollar value of the 
proceeds from the Group capital raise in January 2009 from the date the related shares were issued to the date on which 
the proceeds were received. This foreign exchange loss was offset by a related gain in the fair value of derivatives as 
disclosed in note 3.
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Notes to the Consolidated Financial Statements continued

10. Income tax

Tax expense
2010 

US$’000
2009 

US$’000

Current tax:
Income tax on profits taxable under UK jurisdiction – 3,458
Profits taxed under other jurisdictions 61 28
Adjustments in respect of prior periods (9,505) (228)
Total current tax (9,444) 3,258

Deferred tax (credit)/charge:
Origination and reversal of temporary differences  (195) 182
Other adjustments in respect of prior years 9,512 –
Total deferred tax  9,317 182

 
Total tax (credit) /expense (127) 3,440

Reconciliation of tax expense				  
2010 

US$’000
2009 

US$’000

(Loss)/profit before tax (42,936) 47,054
 
Tax at the standard rate of domestic tax applicable to profits in the country concerned (1,250) 2,600 
Add back effect of:
	 Expenses not deductible for tax purposes 52  27
 	 Deferred tax assets not recognised 682 –
	 Permanent differences related to Syndicate result 366 –
	 Permanent differences related to share based payments  16 1,041
 	 Adjustment in respect of prior period 7  (228)
Total tax (credit) /charge for the period  (127) 3,440

The Group’s effective tax rate reflects the fact that a proportion of the Group’s profits were taxable within the UK.  
The standard rate of corporation tax in the UK is 28.0% (2009: 28.0%).

As the parent company and Omega Specialty are Bermudian companies and are non-UK resident, their profits are  
not subject to UK corporation tax. The corporation tax for Bermudian companies is 0% (2009: 0%).
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Deferred tax							     
Deferred tax is attributable to temporary differences arising on the following:

Underwriting 
profits 

US$’000

Losses carried 
forward 

US$’000
Total 

US$’000

Deferred tax liability/(asset) at 1 January 2010 768 (3,079) (2,311)
Movements in year 49,680 (40,363) 9,317
Foreign exchange translation differences (23) – (23)
Deferred tax liability/(asset) at 31 December 2010 50,425 (43,442) 6,983

The UK government has announced its intent to legislate to reduce the main rate of corporation tax by 1% per annum  
falling to 24% with effect from 1 April 2014. It is anticipated that if enacted this will marginally reduce the Company’s 
deferred tax liability.

Corporation Tax
The Group has taken advantage of a clarification in the UK tax position with respect to corporate members at Lloyd’s. 
Corporate members are allowed to take a deduction in tax computations for member level reinsurance premiums payable 
on an annual accounting basis but only recognise reinsurance recoveries in the tax returns on a Lloyd’s year of account 
basis. This impacts the reinsurance contract between Omega Dedicated and Omega Specialty. From the 2008 calendar  
year onwards this resulted in the corporate member taking a deduction for premiums payable to Omega Specialty but 
paying tax on the member level reinsurance recoveries when the 2008 and 2009 years of account will close. This created 
current tax losses for the 2008 and 2009 calendar years which were used for Group relief and reduced the overall Group tax 
liability to nil. The main effect on the 2010 Group financials is to create a current tax credit offset by a deferred tax expense. 
The effect on the overall tax charge is minimal.

11. Earnings per share
Earnings per share are based on the profit for the year and the weighted average number of shares in issue during the 
period. For the diluted earnings per share the weighted average number of shares in issue is adjusted to reflect the dilutive 
effect of the future exercise of share options.

2010 2009

(Loss)/profit for the year in US$’000 (42,809) 43,614
Weighted average number of shares in issue 243,479,862 234,836,792
Dilutive average number of shares in issue 247,318,956 245,420,666
Earnings per share:
Basic (US cents) (17.6) 18.6
Diluted (US cents)  (17.6) 17.8

12. Dividends
Amounts recognised as distributions to equity shareholders in the period:

2010 
US$’000

2009 
US$’000

2010 interim dividend of US 6.0 cents per common share 14,610 –
2009 final dividend of US 6.5 cents per common share 15,826 –
2009 special interim dividend of US 1.0 cents per common share – 1,478
2009 second interim dividend of US 6.0 cents per common share – 14,608
 30,436 16,086
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Notes to the Consolidated Financial Statements continued

13. Net insurance claims

Note
2010 

US$’000
2009 

US$’000

Claims paid 26 124,178 116,398
Reinsurers’ share of claims paid  26 (12,688) (11,861)
Net claims paid 111,490 104,537

Movement in insurance liabilities 105,303 (5,969)
Reinsurers’ share of movement in insurance liabilities (7,943) (2,257)
Net movement in insurance liabilities 97,360 (8,226)

Net insurance claims  208,850 96,311

Claims development
The Group’s underwriting business is predominantly managed on an underwriting year of account basis and a good indicator 
of the reliability of the Group’s reserving estimation process is the extent to which estimates for each historic year of account 
have developed each year.

The following claims development table includes the Group claims experience from participation on Syndicate 958, reinsurance  
of Syndicate 958, and other underwriting by Omega Specialty and Omega US on an underwriting year of account basis.  
All years reported are translated at the exchange rate ruling on 31 December 2010. The Group’s participation on the closed 
years of Syndicate 958 is based on the share of the most recent closed year into which those of account were reinsured.

 Year of account 
Gross claims development 
Ultimate claims at year end:

2003 
US$’000

2004 
US$’000

2005 
US$’000

2006 
US$’000

2007 
US$’000

2008 
US$’000

2009 
US$’000

2010 
US$’000

Year 1 20,526 44,518 85,469 55,876 106,125 177,133 130,527 239,546
Year 2 17,010 55,816 95,746 55,031 131,441 183,903 154,578 –
Year 3 16,682 54,127 96,255 53,989 131,906 184,383 – –
Year 4 16,059 54,019 97,258 54,811 130,487 – – –
Year 5 15,529 54,277 95,650 54,947 – – – –
Year 6 15,536 54,275 94,129 – – – – –
Year 7 15,584 53,447 – – – – – –
Year 8 15,381 – – – – – – –
31 December 2010 15,381 53,447 94,129 54,947 130,487 184,383 154,578 239,546
Claims paid (14,917) (51,281) (86,872) (43,565) (101,248) (133,373) (64,868) (24,464)
Unearned element  
of gross claims – – – – – – (2,895) (92,548)
Outstanding  
and IBNR claims 464 2,166 7,257 11,382 29,239 51,010 86,815 122,534
Provision for claims reported and claims incurred but not reported on 2002 and prior underwriting years 2,302
Total provision for claims reported and claims incurred but not reported 313,169
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 Year of account
Net claims development 
Ultimate claims at year end:

2003 
US$’000

2004 
US$’000

2005 
US$’000

2006 
US$’000

2007 
US$’000

2008 
US$’000

2009 
US$’000

2010 
US$’000

Year 1 19,372 26,883 34,908 44,699 89,198 141,589 112,903 224,111
Year 2 16,148 33,201 34,571 46,847 112,371 132,564 133,233 –
Year 3 15,856 30,332 36,397 48,921 112,957 136,954 – –
Year 4 15,173 30,086 36,387 49,981 116,449 – – –
Year 5 14,618 30,392 34,613 50,814 – – – –
Year 6 14,600 30,321 33,281 – – – – –
Year 7 14,641 29,508 – – – – – –
Year 8 14,462 – – – – – – –
31 December 2010 14,462 29,508 33,281 50,814 116,449 136,954 133,233 224,111
Claims paid (14,003) (27,506) (26,307) (39,512) (87,233) (104,982) (57,454) (20,602)
Unearned element  
of gross claims – – – – – 135 (2,749) (84,750)
Outstanding  
and IBNR claims 459 2,002 6,974 11,302 29,216 32,107 73,030 118,759
Provision for claims reported and claims incurred but not reported on 2002 and prior underwriting years 1,335
Total provision for claims reported and claims incurred but not reported  275,184

The 2009 Year of account gross and net ultimate claims have increased significantly during the year (Year 2 in respect of  
the 2009 Year of account) as a result of claims arising from the Chilean earthquake, of which the majority were experienced 
by the 2009 Year of account. 

To illustrate the degree of sensitivity of the result to changes in the assumptions used in estimating the provisions for claims, 
the table below shows the approximate affect on profit before tax and shareholders’ equity of a 5% movement in the net 
ultimate loss ratio (which is a key assumption in the estimation process), assuming all other variables remain the same.

Sensitivity of Profit and Equity to changes in net ultimate loss ratios
2010  

Effect on Profit 
before tax 
US$’000

2010 
Effect on

Equity*
US$’000

2009 
Effect on Profit 

before tax 
US$’000

2009 
Effect on

Equity*
US$’000

Increase in net ultimate loss ratio of 5% (12,370) (11,466)  (9,773)  (9,478)
Decrease in net ultimate loss ratio of 5% 12,370 11,466  9,773  9,478

* Effect on equity reflects adjustments for tax where applicable.
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14. Cash and cash equivalents
2010  

US$’000
2009 

US$’000

Cash at bank and in hand 35,132 18,801
Short term bank deposits 17,679 19,118
 52,811 37,919

Included in cash and cash equivalents are amounts totalling US$27,726,000 (2009: US$18,791,000) not available for use  
by the Group which are held within the Lloyd’s Syndicate, as Funds at Lloyd’s or to collateralise insurance balances with 
Syndicate 958 and Omega US regulatory deposits of US$2,448,000. Of these, US$11,102,000 (2009: US$10,900,000)  
is held to support Letters of Credit as detailed in note 34.

15. Financial investments
The Group’s financial investments are summarised by categories as follows:

2010 
US$’000

2009 
US$’000

Financial investments at fair value through income
Debt securities and other fixed income securities 575,920 517,432
Money market deposits 19,292 47,496
Funds held in overseas deposits 9,401 7,348
 604,613 572,276

(a) Group financial investments include investments held by Group companies and the Group’s share of 
Syndicate investments:

2010 
US$’000

2009 
US$’000

Group investments 500,367 490,804
Syndicate investments 104,246 81,472
 604,613 572,276

Syndicate investments are held in trust funds and are not available to the Group until distribution of profits to members  
on a year of account basis. 

Of the amounts included in Group investments US$104,920,000 (2009: US$96,594,000) is not available for use by the 
Group as it is held to collateralise insurance balances with Syndicate 958, held as Funds at Lloyd’s, Regulatory Deposits 
and US State deposits. These assets comprise the following:

2010 
US$’000

2009 
US$’000

Investments pledged to guarantee obligations to the Syndicate under a quota share  
of the 2007 year of account 15,700 16,100
US State deposits supporting underwriting by Omega US 6,867 6,772
Regulatory deposits supporting Omega Specialty’s reinsurance of Omega US 9,589 2,022
Group funds at Lloyds supporting Syndicate underwriting 72,764 71,700
 104,920 96,594
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(b) Determination of fair value hierarchy

31 December 2010
Level 1 

US$’000
Level 2 

US$’000

Total fair value 
at 31 December 

2010 
US$’000

Financial investments at fair value through income
Debt securities and other fixed income securities 405,272 170,648 575,920
Funds held in overseas deposits 4,194 5,207 9,401
Money market deposits 19,292 – 19,292
  428,758 175,855 604,613

31 December 2009
Level 1  

US$’000
Level 2 

US$’000

Total fair value 
at 31 December 

2009 
US$’000

Financial investments at fair value through income
Debt securities and other fixed income securities 337,583 179,849 517,432
Funds held in overseas deposits 2,579 4,769 7,348
Money market deposits 47,496 – 47,496
  387,658 184,618 572,276

Included in the Level 1 category are financial assets that are measured in whole or in part by reference to published  
quotes in an active market. A financial instrument is regarded as quoted in an active market if quoted prices are readily  
and regularly available from an exchange, dealer, broker or industry group, pricing service or regulatory agency and those 
prices represent actual and regularly occurring market transactions on an arm’s length basis.

Included in Level 2 are financial assets and liabilities measured using a valuation technique based on assumptions that are 
supported by prices from observable and current market transactions for which pricing is obtained via pricing services but 
where prices have not been determined in an active market, financial assets with fair values based on broker quotes, with 
fair values obtained via fund managers and assets that are valued using the Group’s own models whereby the majority of 
assumptions are market observable.

Non market observable inputs mean that fair values are determined in whole or in part using a valuation technique based  
on assumptions that are neither supported by prices from observable current market transactions in the same instrument 
nor are they based on available market data.

Level 3 financial instruments
At 31 December 2010, the Group did not hold any Level 3 financial instruments, being those for which the fair value is 
determined in whole or in part using a valuation technique based on assumptions that are neither supported by prices  
from observable current market transactions in the same instrument nor based on available market data.

There has been no reallocation of assets during the year across the Level 1 and Level 2 categories.

16. Insurance receivables
2010 

US$’000
2009 

US$’000

Debtors arising from inwards insurance operations 51,584 43,065

The carrying amounts disclosed above represent approximate fair values at the year end.
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17. Prepayments and accrued income
2010 

US$’000
2009 

US$’000

Prepayments 2,396 787
Accrued investment income 2,969 3,170
Accrued profit commission 5,236 10,131
 10,601 14,088

Accrued profit commission of US$5,236,000 (2009: US$10,131,000) included above is due after one year. It relates to 
amounts earned on open years of account which will not be received until the Syndicate Year of account closes.

The carrying amounts disclosed above represent approximate fair values at year end.

18. Other debtors
2010 

US$’000
2009 

US$’000

Due from Syndicate members 1,687 1,206
Syndicate debtors 5,451 8,655
Profit commission receivable on closed years of account 2,732 14,502
Other debtors 724 1,025
 10,594 25,388

The carrying amounts disclosed above represent approximate fair values at year end.

19. Property and equipment
Computer 
equipment 

US$’000
Office furniture 

US$’000
Total 

US$’000

Cost
At 1 January 2009 596 322 918
Currency valuations 28 8 36
Additions  156  545  701
At 31 December 2009 780 875 1,655
Additions 57 69 126
At 31 December 2010  837  944 1,781

Depreciation
At 1 January 2009 344 111 455
Currency valuations 25 7 32
Charge for period 146 80 226
At 31 December 2009 515 198 713
Charge for period 130 140 270
At 31 December 2010  645  338 983

Net Book Value
At 1 January 2009 252 211 463
At 31 December 2009 265 677 942
At 31 December 2010 192  606 798
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20. Credit quality of group financial assets

31 December 2010 Note
AAA 

US$’000
AA 

US$’000
A 

US$’000
BBB Unrated 

US$’000
Total 

US$’000

Cash and cash equivalents – 46,718 6,093 – – 52,811
Financial investments 516,142 46,742 38,962 2,767 – 604,613
Reinsurance assets a – – 77,852 – 5,418 83,270
Insurance receivables b – – – – 51,584 51,584
Other debtors – – – – 10,594 10,594
 c 516,142 93,460 122,907 2,767 67,596 802,872

31 December 2009 Note
AAA 

US$’000
AA 

US$’000
A 

US$’000
BBB 

US$’000
Unrated 

US$’000
Total 

US$’000

Cash and cash equivalents – 32,996 4,923 – – 37,919
Financial investments 465,122 41,946 64,738 470 – 572,276
Reinsurance assets a – – 64,072 – 3,386 67,458
Insurance receivables b – – – – 43,065 43,065
Other debtors – – – – 25,388 25,388
 c 465,122 74,942 133,733 470 71,839 746,106

Notes

(a) �Amounts recoverable from reinsurers on claims outstanding and debtors arising from reinsurance operations (excluding reinsurer’s share of unearned premium).

(b) �Debtors arising out of direct insurance operations which are due from customers and intermediaries that do not tend to be rated.

(c) The carrying value of financial instruments, other than those carried at fair value, are a reasonable approximation of their fair values.

The following table shows the amounts recoverable from reinsurers on claims paid at year end that were past due but  
not impaired:

31 December 
2010 

US$’000

31 December 
2009 

US$’000

0 – 3 months past due 455 246
3 – 6 months past due 134 78
6 – 12 months past due 3 1
More than 12 months past due 388 83
Total past due 980 408

As at 31 December 2010 there were US$74,000 (2009: US$106,000) of reinsurance assets that were impaired and which 
have been fully provided for. The amount recoverable from reinsurers above is net of the impaired assets.
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21. Liquidity of monetary assets and liabilities
The table below analyses monetary assets and liabilities of the Group by the contractual maturity or expected settlement date.

Please refer to note 35(c) in relation to the risk management of these items.

31 December 2010

Statement of 
Financial 
Position 
US$’000

Up to 1 year 
US$’000

1 to 3 years 
US$’000

3 to 5 years 
US$’000

Over 5 years 
US$’000

Total 
US$’000

Assets
Cash and cash equivalents 52,811 52,811 – – – 52,811
Financial investments 604,613 210,228 367,046 25,785 1,554 604,613
Reinsurance assets 83,270 40,668 42,602 – – 83,270
Insurance receivables 51,584 51,584 – – – 51,584
Other debtors 10,594 10,594 – – – 10,594
 802,872 365,885 409,648 25,785 1,554 802,872

Liabilities
Insurance contracts 313,169 164,839 148,330 – – 313,169
Trade and other payables 62,672 62,672 – – – 62,672
 375,841 227,511 148,330 – – 375,841

31 December 2009

Statement of 
Financial 
Position 

US$’000
Up to 1 year 

US$’000
1 to 3 years 

US$’000
3 to 5 years 

US$’000
Over 5 years 

US$’000
Total 

US$’000

Assets
Cash and cash equivalents 37,919 37,919 – – – 37,919
Financial investments 572,276 169,319 400,939 1,632 386 572,276
Reinsurance assets 67,458 34,003 33,455 – – 67,458
Insurance receivables 43,065 43,065 – – – 43,065
Other debtors 25,388 25,388 – – – 25,388
 746,106 309,694 434,394 1,632 386 746,106

Liabilities
Insurance contracts 211,355 110,634 100,721 – – 211,355
Trade and other payables 49,060 49,060 – – – 49,060
 260,415 159,694 100,721 – – 260,415

22. Interest rate sensitivity
The following table shows the effect of movements in interest rates on the Group’s profit before tax and equity due to 
fluctuations in the value of the Group’s financial investments:

Movement in Rate (Basis Points)

2010 
Effect on Profit 

before tax 
US$’000

2010 
Effect on

Equity* 
US$’000

2009 
Effect on profit 

before tax 
US$’000

 
2009 

Effect on
Equity* 

US$’000

+50 (4,268) (3,981) (4,206) (3,785)
+100 (8,537) (8,030) (8,306) (7,475)
+150 (12,805) (12,452) (12,538) (11,284)

* Effect on equity reflects adjustments for tax where applicable.
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23. Intangible assets

Syndicate 
Participation 

Rights 
US$’000

Capitalised 
Software 

Development 
Costs 

US$’000
Total 

US$’000

Cost
At 1 January 2009 149  2,166 2,315
Addition – capacity purchased in Syndicate 958 39,337 – 39,337
Addition – software – 1,357 1,357
At 31 December 2009 39,486 3,523 43,009
Addition – capacity purchased in Syndicate 958 2,221 – 2,221
Addition – software  –  1,912 1,912
At 31 December 2010  41,707  5,435 47,142

Amortisation
At 1 January 2009 – – –
Charge for period –  31 31 
At 31 December 2009 – 31 31
Charge for period – 395 395
At 31 December 2010  –  426 426

Net Book Value
At 1 January 2009 149 2,166 2,315
At 31 December 2009 39,486 3,492 42,978
At 31 December 2010  41,707  5,009 46,716

Syndicate participation rights entitle the Group to participate in the underwriting activities of Syndicate 958.

In 2010, the Group purchased additional stamp capacity representing 1.7% (2009: 22.4%) of all outstanding capacity of 
Syndicate 958. This increased the Group’s share of the Syndicate capacity to 40.5% with effect from the 2011 Year of 
Account (2010 Year of Account: 38.8%) at a cost of US$2,221,000 (2009: US$39,337,000).

The Group’s share of Syndicate capacity is considered to have an indefinite life. The asset is considered not be impaired as 
its recoverable amount, being its value in use, exceeds its book value. The value in use has been estimated by reference to 
the expected future profits to the Group deriving from ownership of this asset over a five year period. The key assumptions 
used in this profit forecast are based on the profitability of the Syndicate in recent years. No growth rate in Syndicate activity 
has been assumed in the forecast and projected profits have been discounted at a rate of 10%.

Of the total capitalised software development costs, US$5,187,000 relates to the cost of development of a new underwriting 
system. At the year-end US$372,000 of amortisation had been charged for the underwriting system, since it went live on  
7 October 2010. The capitalised software development costs have been tested for indicators of impairment at 31 December 
2010 and, based on their expected value in use, are considered not to be impaired.
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24. Share capital
2010 

Number
2010 
US$

2009 
Number

2009 
US$

Authorised:
Common shares of US$0.10 each 10,000,000,000 1,000,000,000 10,000,000,000 1,000,000,000

Allotted and fully paid:
Common shares of US$0.10 each 243,479,862 24,347,986  243,479,862  24,347,986

Movement in year relevant to equity shareholders in Omega Group
Number

Par Value 
US$

Common shares of US$0.10
Shares in issue at 1 January 2009 147,662,417 14,766,242
Issue of new shares 95,817,445 9,581,744
Shares in issue at 31 December 2009 243,479,862 24,347,986
Shares in issue at 31 December 2010 243,479,862 24,347,986

On 30 January 2009, the Company issued an additional 92,857,142 common shares of US$0.10 each at a price of £1.40  
per share resulting in additional issued share capital of US$9,285,714 and additional share premium of US$168,938,000.

On 2 July 2009, the Company issued an additional 1,786,540 common shares of US$0.10 each at a price of £1.29 per share 
resulting in additional issued share capital of US$178,654 and additional share premium of US$3,619,618.

The issue of 1,173,763 shares in 2009 related to the exercise of 1,048,843 share options and the issue of 124,920 shares  
to Non-Executive Directors during the year. These transactions resulted in additional share capital of US$117,377 and share 
premium of US$608,726.
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25. Share incentive plans
During the year ended 31 December 2010, the Group operated two Share Incentive Plans, under which share options  
have been granted to employees as described below. There are no cash settlement alternatives.

Date granted Exercise price Exercisable period Vesting conditions

Long term incentive plan
Option B 06-Apr-05 115p 6 April 2007 to 5 April 2015 Total Shareholder Return 

Option C 08-Apr-05 115.5p 8 April 2007 to 7 April 2015 Total Shareholder Return 

Option D 21-Jan-06 0p 5 December 2008 to  
20 January 2016

Two independent 
performance conditions

Option G 19-Apr-07 0p 19 April 2010 to 18 April 2017 Two independent 
performance conditions

Option H 01-Jun-07 0p 1 June 2010 to 31 May 2017 Two independent 
performance conditions

Option I 25-Jun-07 0p 25 June 2010 to 24 June 2017 Two independent 
performance conditions

Option J 25-Jun-07 0p 25 June 2010 to 24 June 2017 Two independent 
performance conditions

Option K 25-Oct-07 0p 25 October 2010 to 24 October 
2017

Two independent 
performance conditions

Option L 23-May-08 0p 23 May 2011 to 22 May 2018 Two independent 
performance conditions

Option M 21-Apr-10 0p 21 April 2013 to 20 April 2020 Two independent 
performance conditions

Option N 19-May-10 102.0p 19 May 2010 to 17 May 2013 See below

Executive plan
Option E 07-Apr-05 116.5p 7 April 2008 to 6 April 2015 None 

Option F 08-Apr-05 115.5p 8 April 2008 to 7 April 2015 None

Option B “market value option” became exercisable in 3 equal tranches on 6 April 2007, 6 April 2008, and 6 April 2009.

Option C “market value option” became exercisable in 3 equal tranches on 8 April 2007, 8 April 2008, and 8 April 2009.

Option D “performance related nil cost option” is exercisable as follows: one half on 5 December 2008 expiring on  
20 January 2016, one third on 5 December 2009 expiring on 20 January 2016, and one sixth on 5 December 2010  
expiring on 20 January 2016.

Option E and Option F are “HMRC tax favoured market value options”, exercisable as follows: two thirds on the third 
anniversary of grant and one third on the fourth anniversary of grant.
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25. Share incentive plans (continued)
Option G “performance related nil cost option” is exercisable as follows: one half on 19 April 2010 expiring on 18 April 2017, 
one third on 19 April 2011 expiring on 18 April 2017, and one sixth on 19 April 2012 expiring on 18 April 2017.

Option H “performance related nil cost option” is exercisable as follows: one half on 1 June 2010 expiring on 31 May 2017, 
one third on 1 June 2011 expiring on 31 May 2017, and one sixth on 1 June 2012 expiring on 31 May 2017.

Option I and Option J are “performance related nil cost options” exercisable as follows: in five equal tranches on 25 June 
2010, 25 June 2011, 25 June 2012, 25 June 2013 and 25 June 2014.

Option K “performance related nil cost options” is exercisable in five equal tranches on 25 October 2010, 25 October 2011, 
25 October 2012, 25 October 2013 and 25 October 2014.

Option L “performance related nil cost options” is exercisable in five equal tranches on 23 May 2011, 23 May 2012,  
23 May 2013, 23 May 2014 and 23 May 2015.

Option M “performance related nil cost options” is exercisable as follows: one half on 21 April 2013 expiring on  
20 April 2020, one third on 21 April 2014 expiring on 20 April 2020, and one sixth on 21 April 2015 expiring on 20 April 2020.

Option N: In order to facilitate the recruitment of the current Chief Executive, the Remuneration Committee considered it 
necessary to agree a special recruitment incentive award under the LTIP. The recruitment award took into account opportunities 
forgone by the Chief Executive at the time of his appointment to the Company, and comprises the following features:

•	 �A market value option granted over 2,500,000 shares with an exercise price of £1.02 per share that will vest subject  
to continued employment on 17 May 2013 (the ‘First Option’);

•	A further market value option over 2,500,0000 shares that it is currently intended will be granted on 19 May 2011  
with the exercise price per share set at the prevailing market price and vest subject to continued employment on  
19 May 2014 (the “Second Option”); and

•	 	A further market value option over 2,500,000 shares that it is currently intended will be granted on 18 May 2012  
with the exercise price per share set at the prevailing market price and will vest subject to continued employment  
on 19 May 2015 (the “Third Option”).

A further term of the award is that if a change of control is to take place prior to the Second Option being granted, then  
an option over 5,000,000 shares will be granted immediately prior to the change of control at an exercise price of £1.02  
and if the change of control is to take place after the Second Option being granted but before the Third Option then an 
option over 2,500,000 shares will be granted immediately at the same exercise price as that set for the Second Option. 
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Total number of shares under options:

Options 
outstanding at  

1 January 2010 Granted
Lapsed / 
Forfeited Exercised

Options 
outstanding at 
31 December 

2010

Long term incentive plan
Option B 1,119,164 – (373,054) – 746,110
Option C 9,833 – (4,917) – 4,916
Option D 1,529,167 – (429,167) – 1,100,000
Option G 175,000 – (175,000) – –
Option H 500,000 – (250,000) – 250,000
Option I 2,850,000 – (570,000) – 2,280,000
Option J 2,165,000 – (573,000) – 1,592,000
Option K 500,000 – (100,000) – 400,000
Option L 100,000 – (50,000) – 50,000
Option M – 2,560,256 (412,676) – 2,147,580
Option N – 2,500,000 – – 2,500,000

Executive plan
Option E 51,502 – – – 51,502
Option F 263,266 – – – 263,266

Options B and C are subject to the TSR Performance condition – for the options to vest, average annual total shareholders 
returns (TSR) over the relevant performance period must be at least equal to the greater of: a) the percentage change in the 
Retail Prices Index (RPI) over the relevant performance period plus 5%; and b) 10%. The relevant performance period is the 
time between the date at which the options were granted and date from which they are first exercisable as shown above. 

The performance conditions for Options E and F were deemed to have been satisfied at the time of the Company’s domicile 
to Bermuda.

Options D, G, H, I, J, K and L are subject to two independent performance conditions. The first performance condition 
attaches to 75% of the options granted and relates to the average compound annual percentage growth in the Group’s  
TSR over the particular performance period. The second performance condition attaches to 25% of the options granted  
and relates to the Group’s TSR relative to the constituents of a comparator group identified by the Group over the particular 
performance period. 

In 2010, 373,054 (2009: nil) of Options B were lapsed due to the second performance condition not being met. 

In 2010, 4,917 (2009: nil) of Options C were lapsed due to the second performance condition not being met. 

In 2010, 429,167 (2009: 1,133,333) of Options D, exercisable on 5 December 2010, were lapsed due to the second 
performance condition not being met. In 2009 137,500 Options D were forfeited due to employees departing from the Group. 

In 2010, 87,500 (2009: nil) of Options G, exercisable on 19 April 2010 were lapsed due to the first performance condition  
not being met and 87,500 (2009: 64,739) were forfeited due to employees departing from the Group. 

In 2010, 250,000 (2009: nil) of Options H, exercisable on 1 June 2010 were lapsed due to the first performance condition  
not being met. 

In 2010, 570,000 (2009: nil) of Options I, exercisable on 25 June 2010 were lapsed due to the first performance condition 
not being met. In 2009 2,600,000 Options I were forfeited due to employees departing from the Group. 
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25. Share incentive plans (continued)
In 2010, 433,000 (2009: nil) of Options J, exercisable on 25 June 2010 were lapsed due to the first performance condition 
not being met and 140,000 options were forfeited due to employees departing from the Group. In 2009, 141,506 of options 
J were forfeited due employees departing from the Group.

In 2010, 100,000 (2009: nil) of Options K, exercisable on 25 October 2010 were lapsed due to the first performance 
condition not being met.

In 2010, 50,000 (2009: nil) of Options L were forfeited due to employees departing from the Group. 

In 2010, 412,676 (2009: nil) of Options M were forfeited due to employees departing from the Group. 

There have been no share option exercises in 2010. The weighted average share price at the date of exercise for  
shares exercised in 2009 was 136.2p. The options outstanding at 31 December 2010 had a range of exercise price  
of 0p to 116.5p, a weighted average exercise price of 37.5 p (2009: 18.0p), and a weighted average remaining  
contractual life of 5.96 years (2009: 6.92 years).

On 4 March 2011 the Company received notice from Richard Tolliday of the exercise of the 750,000 previously vested 
options. All his remaining awards are forfeit from 16 March 2011. 

As a result of his departure from the Group on 29 October 2009 John Robinson forfeited 2,600,000 of ‘I Options’  
and 125,000 ‘D Options’. 

As a result of her anticipated departure from the Group on 9 March 2011 and the decision by the Remuneration Committee 
that she should be treated as a Good Leaver, Penny James’ remaining options will, subject to the performance conditions 
being met, vest on a time apportioned basis on that date. At 31 December 2010 the remaining options held by Mrs James 
were: 250,000 H Options and 200,000 I options.

Fair value of options

Inputs to the valuation model
The fair values of equity settled awards granted under the Long Term Incentive Plan and Executive Plan have been 
calculated using a variation of the Binomial option pricing model that takes into account the specific features of these  
two Share Incentive Plans. The following principal assumptions were used in the valuation.

2010 options 2008 options 2007 options 2006 options 2005 options

Share price on date of grant 102.0 – 106.0p 145.2p 158.5p – 163.3p 127.5p 115.0p – 116.5p
Expected dividend yield 6.9% 5.50% 3.0% 2.5% 0.5% – 2.5%
Expected volatility 19% 30% 25% 25% 10% – 25%
Risk-free interest rate 3.87% – 4.28% 4.95% 4.79% – 5.50% 4.10% 4.20% – 4.25%
Employee turnover 0% – 10% 0% 0% – 15% 5% – 7% 0.5% – 5.0%

The expected volatility for options granted in 2010 has been based on historical movements in the Company’s share  
price, calculated as the standard deviation of percentage returns on the share in the period since its initial public offering.  
In prior years, the expected volatility has been based on a combination of the volatility of the Group shares and the volatility 
of comparable listed companies given the limited historic company volatility information prevailing until its flotation on the 
AIM market. 

Based on the above information, figures of between 10% and 30% have been used for volatility over the course of the  
lives of the options, reflecting the increase in the volatility of the Group’s share prices from its current level.
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Based on the above assumptions, and after allowing for the effects of the TSR performance criteria by performing  
Monte Carlo simulations, the fair values of the options granted are estimated to be:

Weighted average fair value

Option B/C: 2005 Long Term Incentive Plan ‘market value’ options 13.91p
Option E/F: 2005 Executive Plan ‘market value’ options 14.32p
Option D: 2006 Long Term Incentive Plan ‘Nil cost’ options 50.73p
Option G: 2007 Long Term Incentive Plan ‘Nil cost’ options 79.51p
Option H: 2007 Long Term Incentive Plan ‘Nil cost’ options 80.87p
Option I/J/K: 2007 Long Term Incentive Plan ‘Nil cost’ options 77.06p
Option L: 2008 Long Term Incentive Plan ‘Nil cost’ options 54.87p
Option M: 2010 Long Term Incentive Plan ‘Nil cost’ options 49.34p
Option N: 2010 Long term Incentive Plan ‘market value’ options 9.10p

Expense arising from share-based payments
Based on the above fair values and the Group’s expectations of employee turnover, the credit arising from share options 
granted to employees was US$272,000 for the year ended 31 December 2010 (2009: an expense of US$902,000). There 
were no other share–based payment transactions.

26. Insurance contract assets and liabilities
2010 2009

Insurance 
liabilities 
US$’000

Reinsurance 
assets 

US$’000
Net 

US$’000

Insurance 
liabilities 
US$’000

Reinsurance 
assets 

US$’000
Net 

US$’000

Provision for claims reported 168,800 (18,712) 150,088 127,810 (15,762) 112,048
Provision for claims incurred but not reported 144,369 (19,273) 125,096 83,545 (16,277) 67,268

313,169 (37,985) 275,184 211,355 (32,039) 179,316
Provision for unearned premium 113,461 (20,350) 93,111 93,554 (21,444) 72,110
 426,630 (58,335) 368,295 304,909 (53,483) 251,426

The provision for claims reported and claims incurred but not yet reported (IBNR) may be analysed as follows:

2010 2009
 

Insurance 
liabilities 
US$’000

Reinsurance 
assets 

US$’000

 
Net 

US$’000

Insurance 
liabilities 
US$’000

Reinsurance 
assets 

US$’000
Net 

US$’000

At 1 January 211,355 (32,039) 179,316 211,085 (28,283) 182,802
Movements on claims incurred 229,481 (20,631) 208,850 110,429 (14,118) 96,311
Claims paid during the year (124,178)  12,688 (111,490) (116,398) 11,861 (104,537)
Foreign exchange adjustments (3,489) 1,997 (1,492) 6,239 (1,499) 4,740
At 31 December 313,169 (37,985) 275,184 211,355 (32,039) 179,316

The provision for unearned premium may be analysed as follows:

2010 2009
Insurance 
liabilities 
US$’000

Reinsurance 
assets 

US$’000
Net 

US$’000

Insurance 
liabilities 
US$’000

Reinsurance 
assets 

US$’000
Net 

US$’000

At 1 January 93,554 (21,444) 72,110 84,716 (16,440) 68,276
Premiums written in the year 356,108 (87,701) 268,407 265,811 (66,519) 199,292
Premiums earned in the year (336,201) 88,795 (247,406) (256,973) 61,515 (195,458)
At 31 December 113,461 (20,350) 93,111 93,554 (21,444) 72,110
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Notes to the Consolidated Financial Statements continued

27. Trade and other payables
2010 

US$’000
2009 

US$’000

Arising out of direct insurance operations 6,566 15,076
Arising out of reinsurance operations 37,791 16,097
Syndicate creditors 335 7,527
Other creditors 6,680 1,818
Accruals and deferred income 11,300 8,542
 62,672 49,060

The carrying amounts disclosed above represent approximate fair values at year end. 

28. Commitments, contingencies and provisions
At 31 December 2010, the future minimum lease payments under non-cancellable operating leases are set out below:

2010  
US$’000

2009 
US$’000

Total future minimum lease payments:
Within one year 700 298
Between one and five years 1,482 1,628
 2,182 1,926

Of the commitments due under operating leases approximately 47% (2009: 60%) will be reimbursed by the Syndicate under 
the Group’s management.

Richard Tolliday, the former Chief Executive Officer of the Group, has issued a claim against the Company alleging that he is 
due payments under a clause in his employment contract entitling him to certain payments in the case of a change in control 
of the Group and his subsequent departure from the Group. Were Mr Tolliday successful in this claim an estimated amount of 
US$6.5m would be payable. The information usually required by IAS 37 Provisions, Contingent Liabilities and Contingent 
Assets, is not disclosed on the grounds that it can be expected to prejudice seriously the outcome of the litigation. 
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29. Effects of foreign exchange
The exchange rates used in translating foreign currency amounts in the preparation of these accounts are:

2010 2009
Average rate 

US$
Year end rate 

US$
Average rate 

US$
Year end rate 

US$

£1 sterling is equivalent to 1.55 1.57 1.57 1.61
Euro 1 is equivalent to 1.32 1.34 1.40 1.42
Can $1 is equivalent to  0.97  1.01  0.88 0.95

The table below illustrates the exposure to foreign exchange risk, summarising the carrying value of total assets and 
liabilities by currency in converted US dollars:

As at 31 December 2010
US $ 

US$’000
UK £ 

US$’000
Can $ 

US$’000
Euro 

US$’000
Total 

US$’000

Assets 581,448 222,680 36,831 79,962 920,921
Liabilities (127,091) (274,577) (27,389) (70,301) (499,358)
Net assets 454,357 (51,897) 9,442 9,661 421,563

As at 31 December 2009
US $ 

US$’000
UK £ 

US$’000
Can $ 

US$’000
Euro 

US$’000
Total 

US$’000

Assets 826,376 9,603 6,933 7,966 850,878
Liabilities (344,634) (4,029) (2,909) (3,342) (354,914)
Net assets  481,742  5,574  4,024  4,624 495,964

The table below shows the effect on profit and equity of a change in the exchange rates of Sterling, Canadian dollar  
and the Euro to the US dollar, assuming all other variables remain the same.

2010  
Effect on Profit 

before tax 
US$’000

2010 
Effect on

Equity*
US$’000

2009 
Effect on Profit 

before tax 
US$’000

2009 
Effect on

Equity*
US$’000

10% increase against US dollar (3,279) 3,040 (1,500) 1,422
10% decrease against US dollar 3,279 (3,040) 1,500 (1,422)

* Effect on equity reflects adjustments for tax when applicable and items reflected directly in the foreign exchange reserve.

30. Cash generated from operations
2010 

US$’000
2009 

US$’000

Profit before taxation (42,936) 47,054
Adjustments:
– Depreciation of tangible assets 270 226
– Amortisation of intangible assets 395 31
– Realised and unrealised losses / (gains) 2,394 (3,375)
– Charge in relation to financing 53 58
– Foreign exchange adjustments 2,112 171
– (Credit) / charge in relation to share option awards (272) 902

Changes in operating assets and liabilities
– (Increase) in financial investments (34,731) (232,267)
– (Increase) in deferred acquisition costs (4,426) (1,684)
– (Increase) / decrease in reinsurance assets (14,718) 9,237
– (Increase) in insurance receivables (8,519) (13,070)
– Decrease in prepayments and accrued income 3,487 14,977
– Decrease / (increase) in other debtors 14,794 (323)
– Increase in insurance liabilities 121,721 9,108
– Increase / (decrease) in trade and other payables 13,612 (5,621)
  53,236  (174,576)
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31. Events after the balance sheet date
During January 2011 significant flooding occurred in Queensland, Australia as a result of sustained heavy rainfall. This  
is expected to result in significant losses to the insurance market. The Group estimates that the event will result in net 
insurance claims to the Group of between US$3,000,000 and US$9,000,000 in 2011 although there is significant  
uncertainty as to the ultimate cost of such claims.

On 22 February 2011 an earthquake hit Christchurch, New Zealand. The Group estimates that this event will result in  
net insurance claims to the Group between US$5,000,000 and US$15,000,000 although there is significant uncertainty  
as the ultimate cost of these claims.

32. Related party transactions
Key management compensation			 

2010 
US$’000

2009 
US$’000

Salaries and other short term employee benefits 2,952 3,401
Share-based payments  514 1,126
Post employment benefits – Company contributions paid to money purchase pension scheme 232 298
 3,698 4,825

For the purposes of International Accounting Standard 24 “Related party disclosures”, key managers are defined as the 
Board of Directors.

Geoffrey Johnson retired in 2010 from the PricewaterhouseCoopers network (“PwC”) after a forty year career, and has 
disclosed to the Company that he is in receipt of a partnership retirement annuity paid out of the profits of PwC LLP UK 
firm, and that this annuity is material to him. PwC provide services to the Omega Group as advisers on taxation and other 
matters. The Group incurred fees of US$256,000 payable to PwC in 2010 in relation to tax and other advisory services 
(including in relation to Solvency II regulation). 

Nicholas Warren, one of the Non-Executive Directors of the Company until his departure from the Board on 12 March 2010, 
was employed as a senior vice president with International Advisory Services Ltd. This company provides general accounting, 
administration and information technology services to the Group. This company also provided rented office space to  
the Group until 18 September 2009. US$431,000 was charged to the Group in respect of these services during 2010  
(2009: US$604,000).

Ernest Morrison, David Cooper and Jonathan Betts, three of the Non-Executive Directors of the Company during the year 
are employees of Cox Hallett Wilkinson, who have been engaged to provide legal advice in relation to Bermudian legal 
matters. US$18,000 fees have incurred in respect of such services up to 31 December 2010.

As explained in note 25, share options were issued to Richard Pexton, Group Chief Executive Officer, in the period. 

The aggregate gain made by Directors on exercise of options during 2010 was US$ Nil (2009: US$749,531).

Directors’ interests in the shares of the Company are set out in the Directors’ Report.

33. Consolidated entities
The following entities are consolidated within these Financial Statements

Subsidiary undertakings  
at 31 December 2010

Country of 
incorporation

Proportion and 
voting rights of 
shares held Nature of business

Omega Specialty Insurance Company Limited Bermuda 100% Insurance company
Omega US Insurance, Inc.* USA 100% Insurance company
Omega US Holdings, Inc. USA 100% Intermediate holding company
Omega Underwriting Holdings Limited UK 100% Intermediate holding company
Omega Underwriting Agents Limited* UK 100% Lloyd’s managing agent
Omega Dedicated Limited* UK 100% Lloyd’s corporate member
Omega Administration Services Limited* UK 100% Service company to other members of Omega Group
Omega Europe GmbH* Germany 100% European underwriting agent
Omega Europe Limited* UK 100% Dormant company
Omega Underwriting Investments Limited* UK 100% Dormant company
Omega Dedicated (No 2) Limited* UK 100% Lloyd’s corporate member – no longer underwriting

All holdings are of ordinary shares.

* Owned by a subsidiary undertaking of the Company.
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34. Guarantees and contingent liabilities 
Letter of credit
Omega Specialty has Letter of Credit (LOC) facilities of 
US$64,540,000 (2009: US$65,420,000) to support its  
underwriting requirements.

These facilities have been utilised as follows and, as set  
out in note 14, are backed by restricted cash holdings.

•	Omega Specialty has deposited LOCs totalling 
US$11,102,000 (2009: US$10,900,000) with various  
US cedants. Should Omega Specialty fail to meet its 
obligations under contracts with these US cedants  
they would be able to draw down on these LOCs.

The LOCs on these facilities are all secured by a charge  
over certain of Omega Specialty’s cash deposits as set  
out in note 14.

Restricted assets
As set out in note 14 and 15, various cash and investment 
balances held by the Group are not available to the Group 
due to collateral and trust arrangements.

35. Risk management
The Group manages and monitors its key risks through  
the Board committee structure, with specific committees 
being given the responsibility for monitoring and managing 
specific risks. It uses and continues to develop a risk and 
control register as the central tool in this process to enable 
the Board to assess the relative scale and importance of the 
risks inherent in the business. Alongside the management 
controls in place, this process is intended to protect the 
shareholder from excessive volatility in earnings and/or 
deterioration in its capital position.

The Risk Management Framework and monitoring thereof  
is the responsibility of the Board. The Board’s view of the 
key risk areas facing the Group is demonstrated in the risk 
universe, shown in full below:

A.	 Insurance risk

B.	 Credit risk

C. Liquidity risk

D.	 Market risk

E.	 Operational risk

F.	Group risk

A.	 Insurance risk
Insurance risk is the risk that the claims payable on an 
insurance or reinsurance book of policies outweigh the 
premiums charged. Such a risk could crystallise as a result  
of under-pricing premiums, a major claim event, such as a 
hurricane, or a general (or “attritional”) value of claims that 
exceeds expectations. This is the single largest risk category 
faced by the Group. Losses resulting from major catastrophes 
or multiple events can have a material impact on earnings. 

The expert management of insurance risk remains core to 
our business proposition. In underwriting reinsurance and 
insurance policies the underwriters use skill, experience and 
knowledge of how the claims have developed in the past to 
understand the appropriate level of premium required on a 
policy. Omega’s business is predominantly low premium 
short tail business in areas which it has been familiar with  
for many years. Omega has been working with many of the 
managing general agents and brokers for a number of years, 
and therefore the majority of our business lines are mature. 
As a result the underwriters and claims team have a good 
understanding of how claims develop.

There are a number of key controls which limit the amount  
of insurance risk taken. Specifically a business plan is 
prepared and agreed and progress against this is monitored. 
As part of this business planning process, limits on the 
amount of business each underwriter may write in his or  
her respective class are set and can only be exceeded with 
the sanction of senior management. The business planning 
process will be part of the Group’s ongoing governance  
and procedures review.

Some insurances are written through binder agreements 
where the Group is bound by other agents. The Group 
maintains long term relationships with most agents, giving 
confidence as to the quality of underwriting and nature of 
the business. There are clear authority limits in place and  
the business is monitored by Omega.

Realistic Disaster Scenarios (‘RDS’)
The nature of the Omega book means it is diversified  
in a variety of ways to help balance the exposure. Peak 
exposures are monitored by the review of “Realistic Disaster 
Scenarios” which seek to estimate the effect of certain loss 
events, such as windstorms and earthquakes. These are 
designated storm paths/loss events set by Lloyd’s and  
they are supplemented where appropriate by scenarios  
that the Group believe may be more applicable to the 
specific Omega portfolio.

For each scenario, the risk exposures in the relevant zone 
are identified and then Probable Maximum Loss factors 
(PML’s) are applied to determine the probable maximum  
loss for that scenario. These probable maximum losses  
are expected only to be incurred in extreme events as 
determined by Lloyd’s guidelines.

The relevant entity boards review and monitor these PML’s 
to ensure they are consistent with the Group’s risk tolerance 
and strategy. The monitoring process will be enhanced  
now that the Group has subscribed to the use of third  
party proprietary catastrophe modelling software.

The Omega Group’s portfolio has an inherent balance 
created by a diversity of both geographic exposure and 
business class. The exact balance is adjusted dependent  
on rate strength in a particular niche or field at any one  
time, considered against our maximum exposures. 

The composition of the portfolio is described in the 
Directors’ Report.
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35. Risk management (continued)
Reinsurance process
Omega ’s reinsurance programme combines both policies  
to limit exposure to specific risks and events with some  
whole account covers aiming at protecting shareholder 
capital in the event of a combination of major loss events. 
Over time the pricing and quality of terms available on 
retrocessional reinsurance cover varies. Omega’s 
underwriters assess the availability of quality reinsurance 
each year and adjust their business volume and type 
according to their overall net exposure to losses.

The exact nature of the programme is influenced by the 
availability, price and quality of reinsurance coverage in the 
market place. The Group will only place reinsurance with 
counterparties it believes have the financial strength to 
stand by their contracts in stress scenarios and where it  
is believed the terms of the contract offer real benefit.

Omega Specialty benefits from participation on elements  
of Syndicate 958’s reinsurance programme and a tailored 
programme of its own.

Within the Syndicate, the reinsurance programme consists of:

•	Direct and facultative cover to limit exposure to an 
individual or group of risks.

•	Excess of loss cover to protect the whole account should 
there be a series of loss events that drive total claims  
above a certain limit for the portfolio. 

•	 Industry Loss Warranties which offer protection from a 
major event that affects a series of different kinds of risks.

The introduction of catastrophe modelling will help inform 
reinsurance decision making in 2011 and beyond.

Reserving risk
Reserving risk is the risk that the cost of claims incurred  
will ultimately differ materially from the amounts assumed  
in estimating the provision for claims reported and the 
provision for claims incurred but not reported, and the 
reinsurers’ share of these amounts, (“claims reserves”  
or “reserves”) to be included in the Group balance sheet.  
As an insurance underwriter, the Group’s provisions for 
claims form the most significant component of the Group’s 
liabilities and small proportional changes in the estimation  
of these liabilities can have a significant effect on the profit 
reported by the Group.

To illustrate the degree of sensitivity of the result to changes 
in the assumptions used in estimating the provisions for 
claims, note 13 shows the approximate affect on profit 
before tax and shareholders’ equity of a 5% movement in 
the gross ultimate loss ratio (which is a key assumption in 
the estimation process), assuming all other variables remain 
the same. 

Given the sensitivity of the claims reserves to small changes 
in assumptions and inherent uncertainties, the reserves 
established at any point in time are an area of considerable 
judgement and the ultimate cost of the related claims may 
differ from current estimates.

The key sources of this uncertainty in relation to the Group’s 
claims reserves are:

•	Catastrophe losses, for example the Chilean earthquake in 
2010, which are inherently difficult to evaluate particularly 
since it can take months or years for the related individual 
claims to be notified or evaluated by loss adjusters.

•	 �Large individual claims which can result in complex 
litigation, which may make it difficult to estimate the total 
claim or share of total claim apportioned to the Syndicate 
or the Group. 

•	 �Longer tail liability classes where the development of 
claims is slow and therefore notifications and data upon 
which reliable projection may be based is limited. Omega 
has limited exposure to long term liability classes.

To ensure the appropriate level of claims reserve is held  
by the Syndicate, case reserves are reviewed by claims 
managers and the relevant underwriter to ensure an 
appropriate provision is made for claims notified. For older 
years these case reserves represent the majority of the claims 
provisions due to the short tail nature of the Omega book.

Then on a portfolio basis, future claims payments for the 
Syndicate are projected by the Group’s in-house actuarial 
team based on the historic claims development pattern for 
each class of business. This process is used to determine 
the amount of provision required for claims that have been 
incurred but not yet reported (“IBNR”) and to assess the 
appropriate total value of provision for claims. In more 
recent underwriting years IBNR comprises a much greater 
proportion of the overall reserves and hence those years  
are subject to a greater degree of uncertainty.

Given the similarity of the OSIL and Syndicate books of 
business, Syndicate loss ratios are currently used to derive 
the Omega Specialty reserves with adjustment for local 
variations. For Omega US the Group projects based on  
the company’s own loss ratio experience and relevant  
US benchmarks to estimate the required reserves. 

In addition, Towers Watson, a firm of independent actuaries, 
is engaged by the Group to complete an independent 
reserving exercise for the Syndicate, Omega Specialty and 
Omega US, based on actuarial techniques that involve 
projecting the level of future claims payments based on 
historic data and market benchmarks.

The results of both processes are compared and reviewed 
by the Syndicate Reserving Committee in relation to 
Syndicate reserves, and the Group Reserving Committee, 
and Group Audit Committee, in relation to the Group’s 
claims reserves.

Note 13 shows the development of the Group’s ultimate 
claims estimates over the past eight years.
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B.	Credit risk
Credit risk represents the risk of loss arising from default  
of counterparties. The following are the key areas where  
the Group is exposed to credit risk:

•	The risk of counterparties to the Group’s reinsurance 
programme not being able to fulfil their obligations to  
the Group (reinsurance credit risk);

•	The risk of monies held by brokers and other 
intermediaries on behalf of the Group being lost through 
insolvency (broker and intermediary credit risk); and

•	The risk of the Group making losses on its investment or 
cash holdings through default of bond issuers or financial 
institutions (investment and cash credit risk).

Note 20 provides information regarding these risks to the 
Group by classifying the Group’s assets according to the 
credit ratings of counterparties. These amounts represent 
the maximum credit risk exposure to the Group.

Broker and Intermediary credit risk
The Group continues to deal primarily with brokers and 
intermediaries with whom it has longstanding relationships. 
The Group monitors its exposure to individual brokers and 
intermediaries on an ongoing basis to identify potential 
concentrations of risk. 

Investment and cash credit risk
The Syndicate operates within the investment guidelines  
set out by the Syndicate Investment Committee and the  
rest of the Group companies operate within the investment 
guidelines laid out by the Group Investment Committee. 
These guidelines stipulate the permissible types of 
investments, Value at Risk (VaR) limits, maximum duration, 
counterparties, minimum acceptable ratings and counterparty 
exposure limits. Counterparty limits are applied both in terms 
of maximum concentrations with specific organisations and  
in terms of minimum credit rating criteria for the portfolio.

Adherence to these guidelines and monitoring of overall 
investment performance is the responsibility of each 
company within the Group and is reviewed by the  
respective Investment committees. 

Reinsurance credit risk 
Reinsurance credit risk is mitigated by ensuring that only 
appropriate and suitably capitalised and rated reinsurance 
carriers are allowed to form part of the Syndicate’s, Omega 
Specialty’s and Omega US’s reinsurance programme. The 
Group has an excellent track record in terms of recoverability 
of reinsurance balances. There are processes in place within 
the Group to monitor the reinsurance programmes to ensure 
this continues and have specific criteria to prevent 
reinsurance contracts being placed with carriers with 
inadequate financial strength.

The Group considers reinsurance ratings, notified disputes 
and collection experience in determining whether reinsurance 
assets are impaired.

Note 20 shows the amounts recoverable from reinsurers  
that were impaired and amounts recoverable on claims  
paid at the year-end that were past due but not impaired. 

C.	Liquidity risk
Liquidity risk represents the risk that there is insufficient 
cash available to meet liabilities when they become due.  
The Group Investment Committee monitors the Group’s 
exposure to liquidity risk by reviewing future expected  
cash flows, and by aligning the asset duration with liability 
duration. The Group’s investment portfolios are high quality 
fixed income bonds and therefore the Group should not 
experience impairment of these assets if it was required  
to make sales of such assets quickly, for example to pay 
claims arising from a catastrophic loss event.

Note 21 analyses monetary assets and liabilities of the Group 
by the contractual maturity or expected settlement date.

The amounts and maturities in respect of insurance liabilities 
are based on management’s best estimate based on past 
experience. However, the nature of insurance is that the 
funding requirements cannot be predicted with absolute 
certainty. Therefore the Group maintains surplus realisable 
investment assets to meet such short term liquidity 
requirements as may arise.

D.	Market risk
Market risk arises where the value of assets and liabilities 
changes as a result of movements in interest rates and 
market prices. It is the responsibility of the Group 
Investment Committee to monitor and oversee the 
management of market risk to the Group.

Market price risk
The Group adopts a conservative approach to its investment 
portfolio as it believes that the business should be focused  
on insurance risk and returns. As a result the Group’s 
investments guidelines do not allow investments in equities  
or speculative currency positions. Holdings are predominantly 
comprised of cash deposits, cash money market funds with 
major banks and good quality fixed income investments, 
including treasuries, government agency debt and high 
quality corporate debt.

Interest rate risk
Interest rate risk is the risk of the Group making losses  
as a result of interest rate fluctuations and is managed by 
the Group through the management of the duration of the 
Group’s investments and in particular by keeping the 
durations of such assets relatively short.

The short tail nature of the Group’s liabilities means that the 
Group sets target duration on each of its portfolios under 
three years. This serves to limit the Group’s exposure to 
movements in interest rates.

Note 22 shows the effect on profit and equity of the 
revaluation of the assets on the balance sheet at the year 
end, as a result of basis point movements in interest rates. 
The sensitivities assume all other variables remain the same.
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35. Risk management (continued)
Foreign exchange risk
As an international Group, Omega has assets, liabilities  
and cash flows in a number of currencies. To minimise volatility 
in earnings as a result of movements in exchange rates the 
Group seeks to hold assets in currencies broadly matching 
the expected cash flows. As the Group predominantly 
transacts US centric business, the functional currency of  
the key operating companies within the Group is US dollars, 
minimising the risk of volatility due to balance sheet translation. 
Where a known cash flow is expected in a mismatched 
currency it may be hedged with a forward contract.

The table in note 29 illustrates the exposure to foreign 
exchange risk, summarising the carrying value of total 
assets and liabilities by currency as well as the effects  
on profit and equity of a change in the exchange rates  
of Sterling, Canadian dollar and the Euro to the US dollar, 
assuming all other variables remain the same. 

E.	Operational risk
Operational risk is the risk of loss due to breakdown of 
systems and controls processes within the Group. The 
Group monitors operational risk through risk register 
processes. Specific responsibility for monitoring operational 
risk has been allocated through the Group’s governance 
structure, with nominated boards / committees in each 
operating company and at Group. 

Continuing significant risks identified by the Group remain:

•	The need for continuing development and embedding of 
the Group risk management framework to meet with the 
changing risk environment in which the Group is now 
operating, in particular Solvency II requirements in the  
UK and Solvency II equivalence requirements in Bermuda. 

•	The implementation and development of the new 
underwriting and financial I.T. systems within the Group.

•	The Group continues with its policy to outsource certain 
non-core underwriting activities such as investment 
management and book-keeping in certain areas.  
Given the extent and importance of these outsourced 
relationships they remain subject to close review. As  
the Group develops it continues to give consideration  
to bringing in-house certain of those services that  
are currently outsourced. Any such changes will need  
to be managed carefully.

F.	Group risk
The Omega Group has grown rapidly in recent years,  
having evolved from a pure Lloyd’s Group based 
organisation, supported by third party capital, to an 
international insurance and reinsurance business with 
underwriting platforms in Lloyd’s, Cologne, Bermuda and 
Chicago, listed on the London Stock Exchange. Despite  
this growth, the organisation has sought to maintain the 
underwriting philosophy and risk management approach 
that have underpinned the success of the Lloyd’s syndicate. 
The Group’s model thereby seeks to minimise the risk that 
any one underwriting platform could jeopardise the financial 
or reputational position of the Group overall.

The Group has a multi-location strategy with offices in 
London, Bermuda, the US and Germany. The German office 
in Cologne writes business into Syndicate 958 through a 
delegated authority agreement. Audits of the Cologne office 
are undertaken when deemed necessary to cover risks and 
controls around their underwriting process. 

The Group sets policies which the subsidiary companies  
then adopt and implement as appropriate to their operations. 
The adherence of subsidiary companies to Group policies  
is monitored though quarterly reporting to the Group Board  
and Audit & Risk Committee. 

36. Capital management
The total amount of capital of the Group excluding intangible 
assets is US$374,847,000 (2009: US$452,986,000).

The Group adopts an active approach towards capital 
management, seeking to return excess capital to 
shareholders as demonstrated by the pay-out of a large 
proportion of its profits in dividends.

In determining the required amount of capital the  
Board consider:

•	Regulatory solvency requirements in Omega Specialty

•	Regulatory solvency requirements in Omega US

•	The capital required to support Omega Dedicated’s 
corporate membership of Syndicate 958

•	The level of capital required to support our credit ratings  
in each rated entity.

The relevant boards monitor the solvency position against 
regulatory and credit rating requirements.

Although Omega Specialty has specific regulatory funding 
and capital requirements, these are less demanding than  
the capital levels required to support the A- (Excellent) credit 
rating. In practice meeting asset strength requirements to 
support the credit ratings means regulatory requirements  
are also met.

Notes to the Consolidated Financial Statements continued

Omega Insurance Holdings Limited90



The solvency levels are therefore monitored and reported to  
the respective bodies, but the main focus of management’s 
attention is the understanding of the effect of business plans 
and decisions on the ‘BCAR’, A.M. Best’s capital ratio which  
is one of the key determinants in rating decisions. The BCAR  
is a ratio of required capital to actual capital, where required 
capital is determined by applying standardised capital loadings 
for each type of risk. The actual capital is calculated in stress 
circumstances where the rated entity must demonstrate it  
has adequate capital even after a major catastrophe loss.

Management review both the effect of business plans on  
the BCAR and any management decisions, adjusting the 
reinsurance programme or gross premium levels as appropriate.

For the Syndicate an “individual capital assessment” is 
carried out each year, using stochastic modelling techniques 
and the management team’s judgement as to the financial 
effect of risks. The model derives the amount of capital 
required to ensure the Syndicate has positive net assets  
over the coming year to a 99.5% confidence level. This is 
reviewed and used by Lloyd’s to determine the required 
capital ratio for each member supporting the Syndicate’s 
capacity. For the Syndicate’s 2010 year of account, Omega 
Dedicated Limited’s capital ratio figure is 45%. In 2011, 
Omega Dedicated represents 40.5% of the Syndicate’s 
overall capacity.

Omega US is also rated by AM Best, but presently its 
highest capital requirement is the regulatory requirement  
to have statutory net assets above US$45m.

All externally imposed capital requirements have been 
complied with during the year.
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