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Notes to the accounts for the year ended 31 December 2008

4. Net insurance acquisition expenses

							       2008	 2007
							       $m	 $m

Insurance acquisition expenses 							       110.0	 101.9

Changes in deferred insurance acquisition expenses							       (3.1) 	 (6.3)

Insurance acquisition expenses ceded							       (6.1)	 (19.7)

Changes in deferred insurance acquisition expenses ceded							       (1.2)	 0.6

Total							       99.6	 76.5
	  

5. Other operating expenses

							       2008	 2007
							       $m	 $m

Operating expenses unrelated to underwriting 							       49.3	 60.5

Equity based compensation 							       10.6	 14.4

Total							       59.9	   74.9
	  

6. Employee benefits

							       2008	 2007
							       $m	 $m

Wages and salaries 							       14.2	 12.8

Pension costs							       1.2	 0.9

Bonus and other benefits 							       9.6	 23.1

Equity based compensation 							       10.6	 14.4

Total							       35.6	 51.2
	  

Equity based compensation
There are three forms of equity based compensation: warrants, a long-term incentive plan and a restricted share scheme.

On the admission of the Group’s common shares to trading on AIM in December 2005, a pool of warrants to purchase common 
shares was created. Subsequently, a number of warrants were issued to certain members of management. The warrants that were 
issued to management were of two types: ordinary warrants and performance warrants. The unissued balance was reserved for future 
allocation. 648,143 ordinary warrants that had not been issued to management were subsequently issued to the Lancashire 
Foundation (“the Foundation”) on 1 December 2007. 

All warrants issued to management and the Foundation expire on 16 December 2015 and are exercisable at an initial price per share  
of $5.00, equal to the price per share paid by investors in the initial public offering, adjusted for dividend payments made prior to 
vesting. Settlement is at the discretion of the Group and may be in cash or shares.

Under the terms of the warrants, warrant holders are entitled to receive a payment equivalent to any dividend or distribution that  
LHL makes to holders of common shares pro-rata, based on the number of warrant shares for which the warrant is then exercisable  
and have vested in accordance with any time, performance or other criteria, without adjusting the exercise price in respect thereof.  
In addition, the exercise price of each warrant share that has not become exercisable, and has not vested in accordance with any time, 
performance, or other criteria at the time of such dividend or other distribution will be adjusted by way of a deduction from such 
exercise price of an amount equal to the value per common share of any such dividend or other distribution. In January 2008 the 
exercise price for all unvested warrants was automatically adjusted downwards by $1.10 per warrant share to reflect the strategic 
dividend declared on 10 December 2007 and paid to shareholders of record on 11 January 2008. 


