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Investments

Broad redesign of mvestment strategy
will take account of the new risk and
return objectives of the Club.

Steve Ward Head of Finance

We would again like to thank the Managers and the Corporate Trustee of the Steamship Mutual Trust
("the Trust”) for providing the information necessary to produce the charts which follow.

The combined investment loss of 11.3% is calculated on the investment assets of the Trust
combined with the property, fixed income and cash balances maintained by the Clubs for operational
purposes. The revaluation of the property accounted for over US$ 4 million of the loss. Investment in
non-dollar assets accounted for an unrealised loss of a further 3.3%, but this was more than balanced
by reductions in non-dollar claims estimates.

Investment results in 2008 were extremely disappointing for virtually all investors. Equity
markets across the world fell to multi-year lows, credit spreads widened to unprecedented levels,
volatility spiked and liquidity in many markets has been severely impacted. In short, virtually every part
of the capital markets, with the exception of government guaranteed debt, suffered severe losses.

Equities recovered some ground in April and May following the government-supported buyout
of Bear Stearns and a series of interest rate cuts by the US Federal Reserve and the Bank of England,
but the respite was brief. Equity and credit markets retreated in June and July as losses from
mortgage-related debt widened, undermining investor confidence in all securitised fixed income assets
and leading to fresh declines for major banks and several hedge funds. By September, disruptions in
the securitised debt sectors had widened to the broader credit and interbank markets, with economies
showing signs of strain and the fate of several European and US banks hanging in the balance. In this
environment, the US government’s failure to prevent the bankruptcy of such a large institution as
Lehman Brothers proved to be a turning point: the move triggered losses for money market, bond and
equity investors and disrupted thousands of derivatives contracts in which Lehman was a counterparty.
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The entire banking system teetered on the brink of collapse in October, with insurance company
American International Group facing substantial losses on its multibillion dollar book of credit default
swaps. Credit and money markets stopped functioning, while a near halt in global trade finance
paralysed the export sectors of several countries. Equities tumbled from mid-September to mid-
November, commodities slid and corporate bond yield spreads reached levels not seen since the
Great Depression. Recognising the risk of a systemic financial collapse and a severe global economic
recession, governments around the world intensified their efforts to ensure stability in October. The
Us, the UK, Ireland and Germany propped up several financial institutions through direct takeovers,
government-brokered buyouts, recapitalisation through government guaranteed debt and purchases
of banks’ impaired assets. By the end of 2008, global banking had been changed irrevocably.

Central banks cut interest rates in quick succession, bringing rates close to zero in the US and
Japan and to around 2% in Europe and the UK. With monetary transmission severely hampered,
several governments announced fiscal measures that included tax cuts and public spending increases.
Proposals from China and the US were particularly ambitious; total stimulus amounted to 1%-2% of
annual GDP in many other countries. By December, markets appeared to have stabilised somewhat,
advancing for the first time in four months but equities recorded further heavy losses in the first
two months of 2009. With indicators pointing to a deepening global economic slump and falling
corporate earnings, monetary policy was loosened worldwide at an unprecedented rate. Having little
room to lower interest rates further, some central banks turned to unconventional policy measures
that included the purchase of securities in the open market. The amount of planned fiscal stimulus
also increased substantially to an estimated US$ 2.4 trillion, or 3% of global GDP.

The MSCI World Index ended the calendar year down 45.6% in US dollar terms. Emerging
markets equities suffered the largest stock market losses, with the MSCI Emerging Markets Investable
Markets Index declining 54.8% in US dollar terms. Unlike previous bear markets, there was no place
for investors to hide. Major equity markets lost anywhere from a third to two-thirds of their value;
financials declined by more than 50%, while materials and industrials both lost more than 40%.
Healthcare and utilities lost the least. Despite the credit market disruptions, the broader bond markets
delivered positive total returns on the back of sharp rallies in government bonds. Investment grade
corporate bonds lost 9% in dollar terms, though high yield bonds suffered steeper losses. Credit
markets showed some signs of improvement in early 2009, though liquidity was still relatively poor as
dealers remained unwilling to carry bonds. Government bonds were pressured by supply concerns in
the US and Japan but rallied in several European countries.

Commodities, which rallied for the first half of the year, fell sharply in the second half as
economies weakened. Crude oil futures retreated from a peak of US$ 146 a barrel in July to under
US$ 41 a barrel by the end of the period. The sliding price of oil took inflation off the boil and
provided some relief to households and businesses, but it was not enough to offset the damage from
declining household wealth, diminished access to credit and weakened labour markets. By December,
the US, Germany, Japan and the UK were all deemed to be in recession simultaneously for the first
time since the 1980s. Economic growth in the emerging markets, which has outstripped growth rates
. in developed economies in recent years, also trended lower.

The currencies of countries with large current account deficits or sizeable materials sectors
tumbled. UK sterling was undermined by a rapidly weakening economy, losing more than a quarter of
its value against the US dollar and nearly reaching parity with the euro. In contrast, the Japanese yen
advanced by 12% versus the US dollar amid the sustained and often forced unwinding of leverage
and carry trades. In early 2009 the US dollar retained its safe haven status, rising against most
currencies worldwide.
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Asset allocation and management

This year has been extraordinary and has challenged the design and operation of most investment
mandates along with the risk based capital models which underpin investment strategy, regulatory
and rating agency assessments. Steamship has experienced losses that are outside the normal bands
of quantitative models and market returns were almost unprecedented in modern investment history,
correlations between asset classes increased to well above their historical values and in addition to the
losses in the capital markets themselves, active managers in many cases have underperformed their
benchmarks by substantial margins.

The capital position of the Club and Trust was monitored closely as the crisis unfolded and the
impact on regulatory and rating agency assessments was updated regularly. As part of this monitoring
process, the Corporate Trustee reviewed the timing of asset reallocation, having assessed the risk of
further falls in markets, the unrealised losses in the portfolio, and market illiquidity. In view of the
further losses in markets in November and the outlook for a deeper and longer global recession the
Trustees decided to take action to protect the portfolio from the real chance of further losses which
would reduce the combined Club and Trust capital below the acceptable level. This action centred on
reducing the highest risk investments in equities and hedge funds of funds. Accordingly both US and
non-US equity portfolios were sold in early January and the proceeds placed in cash funds.
Redemptions were instructed on two hedge funds of funds to realise 50% of the investment in this
category in the first half of 2009. Notice of termination was given to the US fixed income manager
and transition to a new manager was completed before year end.

The Corporate Trustee has maintained a highly defensive position since the beginning of 2009,
pending a broader redesign of its investment strategy which will include a consultation on revised risk
and return objectives with the Board of the Club, which is the ultimate reinsured and whose members
are the Trust’s beneficiaries.

Against the background of profoundly disappointing results in 2008, the Corporate Trustee is
firmly resolved to adopt a conservative long term strategy and to review opportunities to enhance its
risk management and governance arrangements.
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Breakdown of combined investment returns 2000 W
2008 W

US$ millions
Loss on equities

Equity dividends

Loss on bonds

Bond and deposit interest

(Loss)/gain on alternative investments

(Loss)/gain on currency translation

Loss on property revaluation

Combined cash and investments
shown by asset type

B Cash and deposits 45.7%
M Bonds 40.3%
W Alternative investments  12.4%

Property 1.2%

M Equities 0.4%
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Investments Combined cash and investments
. shown by currenc
Continued / /
W US dollar 78.1%
M Euro 10.9%
M Yen 8.0%
UK sterling 1.7%
H Others 1.3%
Combined average rolling three year return Return before currency translation l

Currency translation Hl
%
2003-2006
2004-2007
2005-2008

2006-2009
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Trust average rolling three year return Trust M
Benchmark M

%
2003-2006

2004-2007

2005-2008

2006-2009 (0.8)
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Investments 2008/09 Performance of indices in US dollar terms Indices W

Continued Steamship M
% -+
Barclays Capital US Treasury 8.6
Gold 4.9
Barclays Capital Bond Index US 4.2
LIBOR US$ 2.2
ML US 3M 15
Barclays Capital US Corporate (4.3)
Barclays Capital Global Bond Index ex US (X))
Benchmark Investment Return 9.2)

Steamship Combined Investment Return

Nikkei 225 (37.2)

S&P 500 ((:¥ )
MSCI World (45.6)
Hang Seng (45.7)
FTSE 100 (50.6)

FTSE Eurotop 300 (50.8)

MSCI Emerging Markets (54.8)

Brent Crude Oil (58.2)

(14.6)
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2008/09 Performance of the US dollar

% it

South Korean won 57.0

Polish zloty

Australian dollar

Swedish krona

Mexican peso

South African rand

UK sterling

Canadian dollar

Philippine peso 18.1
Euro 16.2
Danish krone 16.1
US$ Trade Weighted Index 15.0
Thai baht 9.4
Singapore dollar 8.0

Swiss franc 7.3
Norwegian krone 6.9

Chinese yuan (4.5)

Japanese yen (12.5)

26.7

24.4

31.2

37.9

35.3

42.4

53.8
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Investments 2008/09 Total returns of bond markets US dollars l
Continued Local currency l

%
Japan

Barclays Capital Aggregate US

Switzerland

Barclays Capital Aggregate Global ex US

Germany

France

Denmark

Canada

Australia

UK
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2008/09 Total returns of equity markets US dollars W
Local currency M

%
Japan - Nikkei

Switzerland - SMX

MSCI World - US

Hong Kong - Hang Seng

(46.0)

Germany - DAX

MSCI World - ex US

France - CAC

China - Shanghai

UK - FTSE 100

Canada - S&P/TSX60

Singapore - Straits Times

Sweden - OMX

Australia — ASX All Ords (58.1)

India - Sensex 30 (59.6)






