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April 17, 2018
Report of Independent Auditors
To the Board of Directors and Shareholder of Validus Reinsurance, Ltd.

We have audited the accompanying consolidated financial statements of Validus Reinsurance, Ltd. and its
subsidiaries, which comprise the consolidated balance sheets as of December 31, 2017 and December 31,
2016, and the related consolidated statements of income and comprehensive income, of shareholder’s
equity and of cash flows for the years then ended.

Management’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error,

Auditors’ responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on our judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, we consider internal control relevant to the Company’s
preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Company’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the consolidated financial statements. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Validus Reinsurance, Ltd. and its subsidiaries as of December 31, 2017
and December 31, 2016, and the results of their operations and their cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matter

Accounting principles generally accepted in the United States of America require that the required
supplemental information under Accounting Standards Update 2015-09, Disclosure about Short-
Duration Contracts labelled as Unaudited within Note 12 on pages 37 to 40 be presented to supplement
PricewaterhouseCoopers Ltd., Chartered Professional Accountants, P.O. Box HM 1171, Harnilton HM EX, Bermuda
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the basic financial statements. Such information, although not a part of the basic financial statements, is
required by the Financial Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information
for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Chartered Professional Accountants

Reference: Report of Independent Auditors on the Consolidated Financial Statements of Validus Reinsurance, Lid.
and its subsidiaries as at December 31, 2017 and December 31, 2016 and for the years then ended
Page 2 of 2



Validus Reinsurance, Ltd.
Consolidated Balance Sheels
As at December 31, 2017 and 2016

(Expressed in thousands of U.S. dollars, excepl share amounts)

December 31, December 31,
2017 2016

Assels
Fixed maturity investments trading, at fair value (amortized cost: 2017—%$4,719,474; 2016—%4 453,885)... § 4,701,350 §% 4428.165
Shorl-lerm investments trading, at fair value (amortized cost: 2017—$165,720; 2016—$117,562) ..........o... 165,720 117,558
Other investments, at fair value (cost: 2017—%300,610; 2016—5$343,337)... 345,158 401,123
Investments in investment affiliates, equity method (cost: 2017—8$61,944; 2016—$84 L840 ... 100,137 100,431
Cash and cash equivalents 526,099 302,255
Restricted cagh..........ccmiiinen 62,847 15,000

Total investments and cash... 5,901,311 5,364,532
Invesiments in operating affiliates, equity method (cost: 2017—8$120,071; 2016—5$232,981) 145,061 309,537
Structured notes receivable from AlphaCat 1L.S fund... 10,000 —
Premiums receivable............ 654,559 452,497
Deferred acquisition costs 208,945 209,666
Prepaid reinsurance premiums.... 85,847 29,601
SeonrtesleniNeeallBIETaL - i e R et A st b eh e et A T e A A 2,717 9,779
LRSS R R R IO B s e o e e T e e e S S o e 915,877 221,963
Paid losses recoverable 55,876 14,085
Incame taxes recoverable ... SR 8,969 4,017
e B e e e S e i A A e S P g b ST T 47,689 38 887
Reveivable Tor Inves B Rold . oo b st masodsm s ikt s st st mm e s mns s 11,931 3,622
Balances due from affiliates ... 185,773 63,527
Goodwill 209,180 176,365
Intangible assels 79,566 21,669
ACCTUBA IIVESUTISIE ETEOIIE ... v..esiorenssnersrrssssrssssasssnsmymmsssassensosesnssss enssssinsms bess s6ass s pissesgsTisesss paasasaimssssssns thgsamnenes 23,548 20,402
T TR i b rtirstom i Shamse Brostspafe s At s Sumena i s sl b A s sp b et st 1,440,804 1,502,558
Other asscels..... 357,192 33,162
Total assets..... $ 10,344,845 % 8,475,869
Liabilities
Reserve lor losses and loss expenses 28 3,844 292 $ 2738203
Unearned premiums. ... 1,060,999 989.876
RETSUTANCE BAl ARV <o sumuinmmansinesssmmsias s v i A S A ST R VPR TA 311,697 45,011
BB B IR T IO IAYI® ereonsacssnciasowmnanssianay oo 0 (ALS 2068340 BTSSR A P S5 8 A N A KA SRS HARA 2,717 10,245
Income taxes payable.... 302 682
Deferred tax liability ..... 4,600 3,331
P T T R TS ITOCIRRE o remnon e e b0 B P P A S RS RS 72,644 23,700
B A O AT A0S s i vvssasma s oo o R S R S T e Sl oA SR ST e e RS RS T 241,406 145,280
Debentures payable ... 249358 247426
Accounts payable and accrued expenses .. 308,207 73,663
Total BRI o vnmnm i 6,096,222 4277417
Sharcholder’s equity
Common shares, 1,000,000 authorized, par value $1.00

Issued and outstanding (2017; 1,000,000; 2016: 1,000,0000.........0cccimmeenenimeneseessseresesssesssesesssesassssesnns 1,000 1,000
A Sl o s e B A I e b P B I e 2,862,372 2,719,408
Accumulated other comprehensive income..... 4,782 23
Retained earnings ..... 1,380,469 1,478,021
Total shareholder’s equity. 4,248 623 4,198,452
Total linbilities and shareholder’s eqUuily ... ... s e sr s siras b 10,344,845 § 8,475,869

The accompanying notes are an integral part of these consolidated financial statements



Validus Reinsurance, Ltd.
Consolidated Statements of Income and Comprehensive Income
For the Years Ended December 31, 2017 and 2016

(Expressed in thousands of U.S. dollars)

December 31, December 31,
2017 2016

Revenues
(GOSS PIEMINIIS WIITIETY: ca: cocoasuassas sousss sswtissintinsonss iiseomios abibiaes siasssiss ids sivsrinives $ 2,568,293 § 2,325,197
Rensurance prenimns Ceded s v i s i (390,298) (230,147)
INIEE PO IV TN i cvsccnsn ssussondan us st sisions o d4massba i wid s Ko 5 SRR SRR E 035 2,177,995 2,095,050
Change in unearned premilms e s s 101,093 (95,956)
Nt PrepviunTs AR .o it sosmesn s s s 2,279,088 1,999,094
INEET VS BN O i srsmiiaiseisrimssing it edi it ot 137,708 127,832
Net realized gains on INVESTMENTS ovieeciiiiienienminsiie s e sseseas 6,579 5,915
Net change in unrealized (losses) gains on INVESIMENTS .......coovevviviniiisiieennns (6,426) 28,382
Income (loss) from investment affiliates..........ccoviivivniinicsessese 22,010 (2,083)
Other insurance related income and other INCOME ....ccovvevvierivcviniiesiinr e 53,002 63,994
Foreigin exehange Jo88es v ez vt s i (7,260) (208)
TOtRL FEVRIMACE o isivanvsivossvisvinmpinissdoisnmsssidasns syomtsisitsssivbiniovins 1308 bivsaa s oninn 2,484,701 2,222,926
Expenses
Liosses and 088 ERIBIREEL oo iiratamis s fadsysdioendsi s iraniraiss et s st 1,627,240 1,020,245
Polioy-acqurstioiianst. i wrmeeumsris st s ey s e 596,638 579,850
General and administrative eXpenses ....oocovevreienicimnieeiese i 203,299 161,330
S are OIS A IO G DEIISER bt osmsssscssnsssssessibemxiass o orss vhssn s xhisosssd vl mosibns 11,646 11,617
BINENOS BRDGIRE « oot isiimo prass s ms i s sesibasin e feossians 14,429 12,157
S A O B KIS E s snasasismies oo 5 s Taniasinhados o4 WBh S35 9B S5 RO RS PSR A B AR5 3,261 —
TTOLRL BXPBIISES 1o isoninstonsnasvmsiies ssossssses o bssntnds s 4ias 45455503 0554 53 HE4H 44 T6 HEH0RHTR+5E 8505 2,456,513 1,785,199
Income before taxes and (loss) income from operating affiliates............. 28,188 437,727
IR 6T 1 o T W I S T e e P S SRS N U Ry T 10,409 19,018
(Loss) income from operating affiliates ..........cooiiiiiiniioecn e, (25,790) 19,964
Income from structured notes receivable from AlphaCat ILS fund................ 641 615
IN NN s s s A 4 AR VS AT RS B DR BIHOR Bt b RSk $ 13,448 § 477,324
DNV EINIOMILD s s v s vwia s dies i 3450 45 A 6448 8 4 S R A R b T 5 13,448 § 477,324
Other comprehensive income (10ss), net 0f tAX: ..o

Change in minimum pension lability ..o, 2,869 (484)

Change in fair value of cash flow hedges ..., 1,890 =
Other comprehensive income (loss), net of tax ..o 4,759 (484)
Comprehensive MCOINE .........c.oiiiiiiiiieiii i s e senien $ 18,207 $ 476,840

The accompanying notes are an integral part of these consolidated financial statements
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Validus Reinsurance, Ltd.
Consolidated Statements of Shareholder’s Equity
For the Years Ended December 31, 2017 and 2016

(Expressed in thousands of U.S. dollars)

Common shares

Balance, beginning and end of ¥ear ..........ccooiiiininiiiini s

Additional paid-in-capital

December 31,
2017

December 31,
2016

1,000 §

1,000

Balince, beginitiig of Y. o imnimmiimias s naimiiiseiig $ 2,719,408 § 2,900,190
Contributions from parent COMPANY ......ccevivinimiinininmsiiis 250,000 100,000
Distributions to parent COMPANY ... s (115,000) (290,000)
Share COMPENSAtION EXPENSES c...vvuvururrmmeeriserisrasinsessesstsessanssssssssssssesses 11,646 11,617
Share compensation iSSUANCE COSIS ... e (3.682) (2,399)

Balanee; @i OF Yeatcc s mmmieisamisii it wi v i 2,862,372 § 2,719,408

Accumulated other comprehensive income

Balance, beginning of Year.......c.ovninci s 73 18 507
Other comprehensive income (loss) net of taX......ccoevievivinenineinenennn 4,759 (484)

Batinee: ENthol MOaN . e e i i i koo vt s ssntsiossroie voies o brsiabn 4,782 % 23

Retained earnings

Balange, BEninting: OFVeal o iiatinmin i e D g fis s 1,478,021 $ 1,000,697
DIVIEHEEBHIE ot S s i R s e e e A (111,000) ==
B B TR oot i chssnine e e o e B A Eh e s 13,448 477,324

Balatiet: Snl DENMEAY Soaiid fi i imsriis ki ity faies rrsl T diste s aaaraiees 1,380,469 § 1,478,021

Total shareholder’s equity.............coocieniiiiniiiinine e 4248623 § 4,198,452

The accompanying notes are an integral part of these consolidated financial statements
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Validus Reinsurance, Ltd.
Consolidated Statements of Cash Flows
For the Years Ended December 31, 2017 and 2016

(Expressed in thousands of U.S. dollars)

December 31, 2017 December 31, 2016

Cash flows provided by (used in) operating activities

T (T o ey W = st RO 0 GO (BP0 Lol 005 3 13,448 % 477,324
Adjustments to reconcile net income to cash provided by operating activities:
Share compensation EXPENSES.........coviwirrewiriesmiiiiree 11,646 11,617
Loss (income) from investment and operating 1FFI|ates net .. - 3,780 (17,881)
Net realized and change in nel unrealized gains on mvcstmcnls .......................... p—— — (153) (34.297)
Amortization of TRaVRIBlE AsSEs s i vt e e e sl e s e o sl 6,183 1,505
Foreign exchange (gains) losses included in net income. (7,106) 4,243
Amortization of premium on fixed maturity investments........... 10,749 13,473
Change in operational balance sheet items:
P I TS T ORIVEDIC . .« corersrscsusovssripessensesessssonses siasos s ivasaismsonsiaressiseds o s Eofemiossnsmrispasn sammimasbesio 362,390 (68.663)
Delrred A Gaiisioi GOt . e e e e S e (3,395) (28,490)
Prepaid reinsurance premiums. - 170,911 (4,083)
0SS reSErves TCCOVETADIE ... ... oot ceieeie et et es e s s eas s nad s e s daesnesmesses e sesneenaneen (639,715) (93,526)
Paid-JoRsos EeOVBIEIE i anma el SR S A S £ S (23,803) (5,324)
Reserve for losses and Iu:.s expenses.. 1,009,316 (25,202)
Unearned premiums.......... (335,525) 100,039
Reinsurance balances payable.. w (27,515) 17,370
Funds withheld.., ik 61,754 38,041
Other operaltonal balance shcct :tclm nct (309,013) (30,148)
Net cash provided by operating activitics 303,952 355,998
Cash flows provided by (used in) investing activities
Proceeds on sales of fixed maturily INVESIMENES .......cooiiviiinii i s sesessnssenngnganses 2,609,153 2,022,156
Proceeds on maturities of lixed maturity inVeSIMENES ... 373,179 276,664
Purchases of fixed maturity investments .................. - (3,174 471) (2.477,375)
(Purchases) sales of short-term investments, net .. (26,592) 76,443
Sales (purchases) of other investments, net... " (19,030) (45,900)
Potehiast o RSl Ty 0 BECHEN . uisdainssmmishomisrimis g st s sas EA T el st s i g (183,923) -
Purchase of related subsidiary, net 0f €85 .........cco.oieriiviiici e enres — 12,393
Decrease (increase) in securities Icnding collateral .. 7,062 (4,916)
Investments in operating afTiliates ... (9,844) (36,136)
Redemptions from operating aﬁ'llates 153,686 65,553
Purchases of structured notes from A|phaLa1 ILb ﬁmd l\el ....... (1,135) (8.865)
(Investments) deployment of subscriptions made in advance with AlphaCal ILS fund nct._..n_ (13,305) 25,102
Distributions from (investments in) investment afTiliates, net.................... = 22,304 (14.841)
Net eash used in investing ACHVIEES ...........cooooiiirriierirricreenrsisss s s tass s e ssas e sessmens (262,916) (109,722)
Cash flows provided by (used in) financing activities
Share COmMpPENSAlION ISSUANCE COBE: .. irssisbosontrassssris srmeassssss satrsonsmsssiissnssaribesinsnsstestinsaninnsnsns (3,682) (2,399)
Proceeds drawn on credit facilities . 206,000 —
Dividends paid .... & (111,000) —
Contributions from parenl company 250,000 =
Distributions to parent COMPany ... (115,000) (290,000)
(Decrease) increase in securities lending payable ........................ {7.528) 4,916
Net cash provided by (used in) financing activities 218,790 (287.483)

Effect of foreign currency rate changes on cash and cash equivalents.... 11,865 (4,727)
Net increase (decrease) in cash and cash equivalents and rvestricted cash......................... 271,691 (45,934)

Cash and cash cquivalents and restricted cash—beginning of year ... . 317255 363,189
Cash and cash equivalents and restricted cash—end of year ... 8 588,946 % 317,255
Supplemental information

Taxes paid ducing e Vear. ..o ccumnummaiiiniimsmpiiuumsaiimmsiguidenissas | 8 39714 % 2,485

Injorest pridsduring hesemi: - o o e e e 11973 § 9,801
Noncash operating acfivitics

Other operational balance Sheel ileMS, NEL.......c.vvvereureriomniriosrnsesseriersessessrsnsesesesesesessessnernes B — § (100,000)
Noncash financing activities

Capital contribution from parent COMPANY ..........c.cocvvicmrinreecsiinitiissreeriesireessmissessesssessemrescess B — $ 100,000

The accompanying notes are an integral part of these consolidated financial statements

4



Validus Reinsurance, Ltd.
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2017 and 2016

(Expressed in thousands of U.S. dollars, except share and per share amounts)

1. Nature of the business

Validus Reinsurance, Ltd. (the “Company” or “Validus Re”) was incorporated under the laws of Bermuda on
October 19, 2005. The Company is 100% owned by Validus Holdings, Ltd. (the “parent company” or “Validus
Holdings™) which was also incorporated under the laws of Bermuda on October 19, 2005. Validus Re is registered as
a Class 4 insurer under The Insurance Act 1978 of Bermuda, amendments thereto and related Regulations (“The Act™).
The Company primarily offers treaty reinsurance coverage on a global basis in the Properly and Specialty lines markets.

On September 4, 2009, pursuant to an Amalgamation Agreement, Validus Holdings acquired all of IPC Holdings
Ltd. (“IPC”) outstanding common shares in exchange for 0.9727 common shares of Validus Holdings and $7.50 cash
per IPC’s common share. IPC’s operations were focused on short-tail lines of reinsurance. The primary lines in which
IPC conducted business were property catastrophe reinsurance and, to a limited extent, property-per-risk excess, aviation
(including satellite) and other short-tail reinsurance on a worldwide basis. The acquisition of IPC was undertaken to
gain a strategic advantage in the reinsurance market and increase the parent company’s capital base. The investment
in IPC was transferred to the Company by Validus Holdings in September 2009 as $1,325,398 of additional paid-in
capital.

On November 30, 2012, pursuant to a merger agreement, Validus Holdings acquired all of the outstanding common
shares of Flagstone Reinsurance Holdings, S.A, (“Flagstone”) in exchange for 0.1935 common shares of Validus
Holdings and $2.00 cash per Flagstone common share (the “Flagstone Acquisition™). The investment in Flagstone was
transferred to the Company by Validus Holdings on November 30, 2012 as $720,123 of additional paid-in capital,
strengthening the Company’s leading property catastrophe reinsurance and short-tail specialty insurance platform.

On April 25, 2013, the Company acquired Validus Re Americas, Ltd. (formerly Longhorn Re, Ltd.), a single
contract, Bermuda-domiciled crop reinsurer, for cash equal to its tangible net assets.

On October 9, 2013, the Company completed the sale of its wholly—owned Cyprus-domiciled subsidiary, Flagstone
Alliance Insurance and Reinsurance plc. for net cash proceeds of $21,400.

On October 2, 2014, the Company acquired all of the outstanding shares of Western World Insurance Group, Inc.
(“Western World™), a U.S.-based specialty excess and surplus lines insurance company, for an aggregate purchase price
of $692,305 in cash. The Western World acquisition was undertaken to enhance the Company’s access to the specialty
U.S. commercial insurance market. Additional factors that added to the value of Western World included its State
Licenses, Brand Name, Distribution Network and Technology.

On May 1, 2017, the Company, through it’s wholly—owned subsidiary Western World, acquired all of the
outstanding capital stock of Crop Risk Services, Inc. (“CRS”), a primary crop insurance managing general agent
(“MGA”™), for an aggregate purchase price of $185,576 in cash. The CRS acquisition was undertaken to expand the
Company’s presence in U.S. primary specialty lines. Refer to Note 5, “Business combinations,” for additional
information,

Reportable lines of business

During the fourth quarter of 2017, to better align the Company’s disclosures with its current strategy, the Company
changed its primary lines of business to “Property,” “Specialty - Short-tail” and “Specialty - Other.” The change in
primary lines of business had no impact on the Company’s historical consolidated financial positions, results of
operations or cash flows as previously reported. Where applicable, all prior periods presented have been reclassified
to conform to this new presentation.



Validus Reinsurance, Ltd.
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2017 and 2016

(Expressed in thousands of 1.S. dollars, except share and per share amounts)

2. Basis of preparation and consolidation

These Consolidated Financial Statements have been prepared in accordance with accounting principles generally
accepted in the United States of America (“U.S. GAAP”). The Company consolidates in these Conselidated Financial
Statements the results of operations and financial position of all voting interest entities (“VOE”) in which the Company
has a controlling financial interest and all variable interest entities (“VIE™) in which the Company is considered to be
the primary beneficiary. The consolidation assessment, including the determination as to whether an entity qualifies as
a VIE or VOE, depends on the facts and circumstances surrounding each entity.

All significant intercompany accounts and transactions have been eliminated.

The preparation of these Consolidated Financial Statements in conformity with U.S. GAAP requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. While the amounts included in the Consolidated Financial Statements reflect management’s best
estimates and assumptions, actual results could differ from those estimates. The Company’s principal estimates include:

» the reserve for losses and loss expenses;

« the premium written on a line slip or proportional basis;

s the valuation of goodwill and intangible assets;

« the loss reserves recoverable, including the provision for uncollectible amounts; and
« the valuation of invested assets and other financial instruments.

Theterm “ASC” used in these notes refers to Accounting Standard Codification issued by the United States Financial
Accounting Standards Board (the “FASB™).

3. Significant accounting policies
The following is a summary of significant accounting policies adopted by the Company:
(2) Premiums

Reinsurance contracts can be written ona risks attaching or losses occurring basis. Under risks attaching reinsurance
contracts, all claims from cedants” underlying policies incepting during the contract period are covered, even if they
occur after the expiration date of the reinsurance contract. In contrast, losses occurring reinsurance contracts cover all
claims occurring during the period of the contract, regardless of the inception dates of the underlying policies. Any
claims occurring after the expiration of the losses occurring contract are not covered.

Insurance and reinsurance premiums written are recorded at the inception of the policy. Reinsurance premiums
are estimated based on information received from brokers, ceding companies and reinsureds, and any subsequent
differences arising on such estimates are recorded in the periods in which they are determined.

Premiums written are earned on a pro-rated basis over the term of the related policy or contract. For direct insurance,
and for facultative and losses occurring reinsurance contracts, the earnings period is generally the same as the term of
the related contract or policy. For reinsurance contracts written on a risks attaching basis, the earnings period is based
on the terms of the underlying contracts and policies and is generally assumed to be 24 months. The portion of the
premiums written applicable to the unexpired terms of the underlying contracts and policies in force is recorded as
unearned premiums.

Reinstatement premiums are recorded at the time a loss event occurs and coverage limits for the remaining life of
the contract are reinstated under predefined contract terms, The accrual of reinstatement premiums is based on our
estimate of losses and loss expenses, which reflects management’s judgment, as described in Note 3(c), “Reserve for
losses and loss expenses”™ below.



Validus Reinsurance, Ltd.
Notes to Consolidated Financial Statements
For the Years Ended December 31,2017 and 2016

(Expressed in thousands of U.S. dollars, except share and per share amounts)

(b) Policy acquisition costs

Policy acquisition costs are costs that vary with, and are directly related to, the successful production of new and
renewal business, and consist principally of commissions and brokerage expenses. Acquisition costs are shown net of
commissions earned on reinsurance ceded. However, if the sum of a contract’s expected losses and loss expenses and
deferred acquisition costs exceeds related unearned premiums, a premium deficiency is determined to exist. In this
event, deferred acquisition costs are immediately expensed to the extent necessary to eliminate the premium deficiency.
Ifthe premium deficiency exceeds deferred acquisition costs then a liability is accrued for the excess deficiency. There
were no significant premium deficiency adjustments recognized during the periods presented herein.

Policy acquisition costs also include profit commissions, which are recognized on a basis consistent with our
estimate of losses and loss expenses.

(¢) Reserve for losses and loss expenses

The reserve for losses and loss expenses includes reserves for unpaid reported losses (“case reserves”) and for
losses incurred but not reported (“IBNR”). Case reserves are established by management based on reports from brokers,
ceding companies and insureds and represents the unpaid portion of the estimated ultimate cost of events or conditions
that have been reported to, or specifically identified by, the Company. IBNR reserves are established by management
based on actuarially determined estimates of ultimate losses and loss expenses. Inherent in the estimate of ultimate
losses and loss expenses are expected trends in claim severity and frequency and other factors which may vary
significantly as claims are settled.

The period of time from the occurrence of a loss to the reporting of a loss to the Company and to the settlement
of the Company’s liability may be several months or years. During this period, additional facts and trends may be
revealed. Accordingly, losses and loss expenses ultimately paid may differ materially from the amounts recorded in
the Consolidated Financial Statements. These estimates are reviewed regularly and, as experience develops and new
information becomes known, the reserves are adjusted as necessary. These adjustments sometimes lead to an increase
or decrease in ultimate losses, and at other times lead to a reallocation between IBNR and specific case reserves.
Adjustments to ultimate loss estimates, if any, are recorded in earnings in the period in which they become known.
Prior period development arises from changes to these estimates recognized in the current year that relate to losses and
loss expenses that were incurred in previous calendar years.

Although there is normally a lag in receiving reinsurance data from cedants, the Company currently has adequate
procedures in place regarding the timeliness related to the processing of assumed reinsurance information and there is
no significant backlog, The Company actively manages its relationships with brokers and clients and considers existing
disputes with counterparties to be in the normal course of business.

(d) Reinsurance

The Company enters into reinsurance and retrocession agreements in order to mitigate its accumulation of loss,
reduce its liability on individual risks, enable it to underwrite policies with higher limits and increase its aggregate
capacity. Ceded reinsurance premiums are accounted for on bases consistent with those used in accounting for the
underlying premiums assumed. Prepaid reinsurance premiums represent the portion of premiums ceded applicable to
the unexpired term of policies in force.

Loss reserves recoverable on unpaid losses represent amounts that will be collectible from reinsurers once the
losses are paid. Reinsurance recoverable on paid losses represents amounts currently due from reinsurers, The
recognition of reinsurance recoverable requires two key judgments. In determining the Company’s ceded IBNR, the
first judgment involves the estimation of the amount of gross IBNR to be ceded to reinsurers. Ceded IBNR is developed
as part of the Company’s loss reserving process and consequently, its estimation is subject to risks and uncertainties
similar to the estimation of gross IBNR.



Validus Reinsurance, Ltd.
Notes to Consolidated Financial Statements
For the Years Lnded December 31,2017 and 2016

(Expressed in thousands of U.S. dollars, except share and per share amounts)

(e) Investments

The Company classifies its fixed maturity and short-term investments as trading and accounts for its other
investments in accordance with ASC Topic 825 “Financial Instruments.” As such, all investments are carried at fair
value with interest and dividend income and realized and unrealized gains and losses included in net income.

All investment transactions are recorded on a first-in-first-out basis and realized gains and losses on the sale of
investments are determined on the basis of amortized cost (or cost). Interest on fixed maturity securities is recorded in
net investment income when earned and includes amortization of premium or accretion of discount.

For mortgage-backed securities, and any other holdings which carry the risk of prepayment, prepayment
assumptions are evaluated and revised as necessary. Any adjustments required due to the resultant change in effective
yields and maturities are recognized retrospectively. Prepayment fees or call premiums that are only payable to the
Company when a security is called prior to its maturity are earned when received and reflected in net investment income.

Short-term investments primarily comprise investments with a remaining maturity of less than one year at time of
purchase and money market funds held at the Company’s investment managers. Certain short-term investments relate
to funds held in trust in support of collateralized reinsurance transactions.

Restricted cash primarily relates to funds held in trust in support of collateralized reinsurance transactions.

The fair value of other investments is generally recorded on the basis of the net asset valuation criteria established
by the managers of the investments, normally based upon the governing documents of such investments. In addition,
due to a lag in reporting, some of the fund managers, fund administrators, or both, are unable to provide final fund
valuations as of the Company’s reporting date. In these circumstances, the Company estimates the fair value of these
funds by starting with the prior month’s or prior quarter’s fund valuation, adjusting these valuations for capital calls,
redemptions or distributions and the impact of changes in foreign currency exchange rates, and then estimating the
return for the current period. In circumstances in which the Company estimates the return for the current period, it uses
all credible information available. This includes utilizing preliminary estimates reported by its fund managers, obtaining
the valuation of underlying portfolio investments where such underlying investments are publicly traded and therefore
have a readily observable price, using information that is available to the Company with respect to the underlying
investments, reviewing various indices for similar investments or asset classes, as well as estimating returns based on
the results of similar types of investments for which the Company has reported results, or other valuation methods, as
necessary. Actual final fund valuations may differ, perhaps materially so, from the Company’s estimates and these
differences are recorded in the period they become known as a change in estimate.

Investments in which the Company has significant influence over the operating and financial policies ofthe investee
are accounted for under the equity method of accounting. Under this method, the Company records its proportionate
share of income or loss from such investments in its results for the period.

(f) Fair value of financial instruments

Fair value is defined as the price received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date reflecting the highest and best use valuation concepts. ASC Topic
820 “Fair Value Measurement and Disclosure” provides a framework for measuring fair value by creating a hierarchy
of fair value measurements that distinguishes market data between observable independent market inputs and
unobservable market assumptions by the reporting entity. The guidance further expands disclosures about such fair
value measurements. The guidance applies broadly to most existing accounting pronouncements that require or permit
fair value measurements (including both financial and non-financial assets and liabilities) but does not require any new
fair value measurements. The Company has adopted all authoritative guidance in effect as of the balance sheet date
regarding certain market conditions that allow for fair value measurements that incorporate unobservable inputs where
active market transaction based measurements are unavailable.
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(g) Derivative instruments

The Company enters into various derivative instruments in the form of foreign currency forward exchange contracts
and interest rate swap contracts. These derivative instruments are used to manage exposures to currency and interest
rate risks and to enhance the efficiency of the Company’s investment portfolio. All of the Company’s outstanding
derivative financial instruments are recognized in the Consolidated Balance Sheets at their fair values. The effect on
earnings from recognizing the fair values of these derivative financial instruments depends on their intended use, their
hedge designation, and their effectiveness in offsetting changes in the fair values of the exposures they are hedging.

To qualify for hedge accounting treatment, a derivative must be highly effective in mitigating the changes in the
fair value or cash flows of the hedged item. The Company formally documents all relationships between designated
hedging instruments and hedged items, as well as its risk management objective and strategy for undertaking various
hedge transactions. The documentation process includes linking derivatives to specific assets or liabilities on the balance
sheet, and assessing, both at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in
hedging transactions are highly effective in offsetting the designated changes of the hedged items. The Company
currently applies the long haul method when assessing a hedge’s effectiveness.

The Company discontinues hedge accounting prospectively when it is determined that the derivative is no longer
highly effective in offsetting the designated changes of the hedged item, the derivative is de-designated as a hedging
instrument, or the derivative expires or is sold, terminated or exercised. When hedge accounting is discontinued because
the Company becomes aware that it is not probable that the forecasted transaction will occur, the derivative continues
to be carried on the balance sheet at its fair value, and gains and losses that were included as part of accumulated other
comprehensive income are reclassified and recognized immediately in earnings.

Derivatives not designated as hedging instruments

Changes in the fair values of derivative instruments that are not designated as hedges are reported currently in
earnings. Refer to Note 10(a), “Derivatives not designated as hedging instruments, " for further details.

Cash Flow Hedges

Cash flow hedges are derivative instruments used to reduce or eliminate adverse fluctuations in cash flows of
anticipated or forecasted transactions. Changes in their fair values are reported in equity as a component of accumulated
other comprehensive income. Amounts in accumulated other comprehensive income are reclassified to earnings when
the related hedged items affect earnings or the anticipated transactions are no longer probable. Refer to Note 10(b),
“Derivatives designated as cash flow hedges, " for further details.

(h) Cash and cash equivalents

The Company considers time deposits and money market funds with an original maturity of one month or less as
equivalent to cash.

(i) Foreign exchange

The U.S. dollar is the functional currency of the Company and its subsidiaries, For these companies, monetary
assets and liabilities denominated in foreign currencies are revalued at the exchange rates in effect at the balance sheet
date and revenues and expenses denominated in foreign currencies are translated at the prevailing exchange rate on the
transaction date with the resulting foreign exchange gains and losses included in earnings, Non-monetary assets and
liabilities denominated in foreign currencies are revalued at the exchange rate in effect at the time of the underlying
transaction.
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(i) Stock plans

Validus Holdings accounts for its stock plans in accordance with the ASC Topic 718 “Compensation - Stock
Compensation.” Accordingly, Validus Holdings recognizes the compensation expense for stock option grants, restricted
share grants and performance share awards based on the fair value of the award on the date of grant over the requisite
service period, and allocates the expense to its subsidiaries, including the Company, based on the location of employees.

For the years presented, the Company assumed a forfeiture rate of 5.0%. The Company’s forfeiture assumptions
serve to reduce the unamortized grant date fair value of outstanding restricted shares as well as the associated restricted
shares expense. As restricted shares are actually forfeited, the number outstanding is reduced and the expenses relating
to the unvested restricted shares are reversed. True-up adjustments are made as the restricted shares approach the vesting
period.

(l) Imcome taxes and uncertain tax provisions

Deferred tax assets and liabilities are recorded in accordance with ASC Topic 740 “Income Taxes.' Consistent
with ASC 740, the Company records deferred income taxes which reflect operating losses and tax credits carried forward
and the tax effect of the temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and their respective tax bases.

The Company and its Bermuda domiciled subsidiaries are not subject to any income, withholding or capital gaing
taxes under current Bermuda law. The Company has operating subsidiaries in various other jurisdictions around the
world, including but not limited to the U.S., Luxembourg, Switzerland and Canada that are subject to relevant taxes in
those jurisdictions.

The Company recognizes the tax benefits of uncertain tax positions only where the position is more likely than
not to be sustained upon examination by tax authorities based upon the technical merits of the position, Based on the
more-likely-than-not recognition threshold, we must presume that the tax position will be subject to examination by a
taxing authority with full knowledge of all relevant information. Ifthe recognition threshold is met, then the tax position
is measured at the largest amount of benefit that is more than 50% likely of being realized upon ultimate settlement,
The Company classifies all interest and penalties related to uncertain tax positions in income tax expenses.

() Business combinations, goodwill and intangible assets

The Company accounts for business combinations in accordance with ASC Topic 805 “Business Combinations™
and goodwill and intangible assets that arise from business combinations in accordance with ASC Topic 350 “Intangibles
— Goodwill and Other.”

A purchase price paid that is in excess of the fair value of the net assets acquired (“goodwill”) arising from a
business combination is recorded as an asset, and is not amortized. Intangible assets with a finite life are amortized
over the estimated useful life of the assets, whereas intangible assets with an indefinite useful life are not amortized.

Goodwill and intangible assets are assessed for impairment on an annual basis or more frequently if events or
changes in circumstances indicate that it is more likely than not that an impairment exists. Such events or circumstances
may include an economic downturn in a geographic market or change in the assessment of future operations. In
performing this assessment, the Company may first assess qualitative factors to determine whether it is more likely
than not that the fair value of a reporting unit is less than its carrying amount as a basis for determining whether it is
necessary to perform the quantitative goodwill impairment test. Similarly, the Company may first assess qualitative
factors to determine whether it is more likely than not that an other intangible asset is impaired as a basis for determining
whether it is necessary to perform the quantitative impairment test. The factors assessed in making this determination
included the overall insurance industry outlook, business strategy, premium rafes, earnings sustainability, market
capitalization and the regulatory and political environment.

If goodwill or intangible assets are impaired, they are written down to their fair value with a corresponding expense
reflected in the Consolidated Statements of Income and Comprehensive Income.
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(m) Variable interest entities

The Company determines whether it has relationships with entities defined as VIEs in accordance with ASC Topic
810 “Consolidation.” A VIE is consolidated by the variable interest holder that is determined to be the primary
beneficiary.

An entity in which the Company holds a variable interest is a VIE if any of the following conditions exist: (a) the
total equity investment at risk is not sufficient to permit the entity to finance its activities without additional subordinated
financial support, (b) as a group, the holders of equity investment at risk lack either the direct or indirect ability through
voting rights or similar rights to make decisions about an entity’s activities that most significantly impact the entity’s
economic performance or the obligation to absorb the expected losses or right to receive the expected residual returns,
or (c) the voting rights of some investors are disproportionate to their obligation to absorb the expected losses of the
entity, their rights to receive the expected residual returns of the entity, or both and substantially all of the entity’s
activities either involve or are conducted on behalf of an investor with disproportionately few voting rights.

The primary beneficiary is defined as the variable interest holder that is determined to have the controlling financial
interest as a result of having both (a) the power to direct the activities of a VIE that most significantly impact the
economic performance of the VIE and (b) the obligation to absorb losses or right to receive benefits from the VIE that
could potentially be significant to the VIE. At inception of the VIE, as well as following an event that requires
reassessment, the Company determines whether it is the primary beneficiary based on the facts and circumstances
surrounding each entity.

4. Recent accounting pronouncements
(a) Accounting Standards Adopted in 2017

In May 2015, the FASB issued Accounting Standards Update (“ASU) 2015-09, “Financial Services - Insurance
(Topic 944) - Disclosures about Short-Duration Contracts. " The amendments in this ASU enhance disclosures relating
to reserves for losses and loss expenses by requiring the following: (1) net incurred and paid claims development
information by accident year; (2) a reconciliation of incurred and paid claims development information to the aggregate
carrying amount of the reserve for losses and loss expenses; (3) for each accident year presented, total IBNR plus
expected development on casereserves included in the reserve for losses and loss expenses, accompanied by a description
of reserving methodologies and any changes thereto; (4) for each accident year presented, quantitative information
about claim frequency (unless impracticable) accompanied by a qualitative description of methodologies used for
determining claim frequency information and any changes thereto; and (5) the average annual percentage payout of
incurred claims by age for the same number of accident years presented. The amendments in this ASU became effective
for the Company on January 1, 2017 and the required disclosures have been included in Note 12, “Reserves for Losses
and Loss Expenses.”

In March 2016, the FASB issued ASU 2016-07, “Investments - Equity Method and Joint Ventures (Topic 323) -
Simplifying the Transition to the Equity Method of Accounting. " The amendments in this ASU eliminate the requirement
to retroactively adopt the equity method of accounting when an investment becomes qualified for the equity method
of accounting as a result of an increase in the level of ownership interest or degree of influence. The amendments in
this ASU became effective for the Company on January 1, 2017. Adoption of this guidance did not have a material
impact on the Company’s Consolidated Financial Statements.

InMarch 2016, the FASB issued ASU 2016-09, “Compensation - Stock Compensation (Topic 718) - Improvements
to Employee Share-Based Payment Accounting.” The amendments in this ASU simplify several aspects of the
accounting for share-based payment transactions, including the income tax consequences, classification of awards as
either equity or liabilities and classification on the statement of cash flows. The amendments in this ASU are effective
for annual periods beginning after December 15, 2017, and interim periods within annual periods beginning after
December 15, 2018. Early adoption is permitted, including adoption in an interim period. During the first quarter of
2017, the Company early adopted and implemented this guidance utilizing the full retrospective approach for all periods
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presented in the Company’s Consolidated Financial Statements. Adoption of this guidance did not have a material
impact on the Company’s Consolidated Financial Statements.

In October 2016, the FASB issued ASU 2016-17, “Consolidation (Topic 810) - Interests Held Through Related
Parties That Are Under Common Control. " The amendments in this ASU do not change the characteristics of a primary
beneficiary in current U.S. GAAP. Rather, the ASU requires that a reporting entity, in determining whether it satisfies
the second characteristic of a primary beneficiary, include all of its direct variable interests in a VIE and, on a
proportionate basis, its indirect variable interests in a VIE held through related parties, including related parties that
are under common control with the reporting entity. The amendments in this ASU became effective for the Company
onJanuary 1,2017. Adoption of this guidance did not have a material impact on the Company’s Consolidated Financial
Statements.

In November 2016, the FASB issued ASU 2016-18, “Statement of Cash Flows (Topic 320) - Restricted Cash.”
This ASU is directed at reducing diversity that exists in the classification and presentation of changes in restricted cash
on the statement of cash flows. The ASU is effective for the Company for fiscal periods beginning afier December 15,
2018, and interim periods within fiscal years beginning after December 15, 2019. Early adoption is permitted, including
adoption in an interim period. During the fourth quarter of 2017, the Company early adopted and implemented this
guidance utilizing the full retrospective approach for all periods presented in the Company’s Consolidated Financial
Statements.

As a result of the adoption of ASU 2016-18, the Company's Consolidated Statements of Cash Flows now explain
the change during the period in the total of cash, cash equivalents, and restricted cash. Therefore, restricted cash is now
included with cash and cash equivalents in the reconciliation the beginning-of-period and end-of-period total amounts
shown on the statement of cash flows. Prior to adoption, changes in restricted cash had been presented as a cash flow
provided by (used in) investing activities. Consequently, the Consolidated Statements of Cash Flows for the year ended
December 31, 2016 includes a revision to increase net cash used in investing activities by $15,000.

In August 2017, the FASB issued ASU 2017-12, “Derivatives and Hedging (Topic 815)."" This ASU is directed
at targeted improvements to accounting for hedging activities. This ASU is effective for fiscal years beginning after
December 15, 2019, and interim periods within fiscal years beginning after December 15, 2020. Early adoption is
permitted, including adoption in an interim period. During the fourth quarter of 2017, the Company early adopted and
implemented this guidance with the effect of the adoption reflected as of January 1,2017 in these Consolidated Financial
Statements. Adoption of this guidance did not have a material impact on the Company’s Consolidated Financial
Statements.

(b) Recently Issued Accounting Standards Not Yet Adopted

In March 2017, the FASB issued ASU 2017-08, “Receivables - Nonrefundable fees and Other Costs (Subtopic
310-20).” The amendments in this ASU shorten the amortization period for certain debt securities held at a premium.
Specifically, the amendments require the premium to be amortized to the earliest call date. The amendments do not
require an accounting change for securities held at a discount; the discount continues to be amortized to maturity. The
amendments in this ASU are effective for fiscal years beginning after December 15, 2019, and interim periods within
fiscal years beginning after December 15, 2020. Early adoption is permitted, including adoption in an interim period.
The Company has evaluated the impact of this guidance and it will not have a material impact on the Company’s
Consolidated Financial Statements. The Company plans to early adopt this guidance on January 1, 2019.

In May 2017, the FASB issued ASU 2017-09, “Compensation - Stock Compensation (Topic 718)." This ASU is
directed at reducing diversity in practice when applying the accounting guidance to a change in the terms or conditions
of a share-based payment award, The ASU is effective for fiscal period beginning after December 15, 2017, and interim
periods within those fiscal years. Early adoption is permitted, including adoption in an interim period. The Company
has evaluated the impact of this guidance and it will not have a material impact on the Company’s Consolidated Financial
Statements. The Company plans to adopt this guidance on January 1, 2018.
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In February 2018, the FASB issued ASU 2018-02, “Income Statement - Reporting Comprehensive Income (Topic
220)." Current GAAP requires that deferred tax liabilities and assets be adjusted for the effect of a change in tax laws
or rates with the effect included in net income. This guidance is applicable even in situations in which the related income
tax effects on items in accumulated other comprehensive income were originally recognized in other comprehensive
income (rather than in net income). The amendments in this update allow a reclassification from accumulated other
comprehensive income to retained earnings for the tax effects ofitems within accumulated other comprehensive income
(referred to as “stranded tax effects”) resulting from the Tax Cuts and Jobs Act enacted by the U.S. on December 22,
2017 (%2017 Tax Act™). Consequently, the amendments eliminate the stranded tax effects resulting from the 2017 Tax
Act. The amendments in this Update also require certain disclosures about stranded tax effects. This ASU is effective
for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years. The Company has
evaluated the impact of this guidance and has determined that it will not have a material impact on the Company’s
Consolidated Financial Statements. The Company intends to adopt this guidance on January 1, 2019,

5. Business combinations
American International Group, Inc. (“AI1G”)

On January 21, 2018, Validus Holdings entered into a definitive agreement and plan of merger with AIG. Refer
to Note 23, “Subseguent Events, " for further details.

CRS

On May 1, 2017, Western World, a wholly—owned subsidiary of the Company, acquired all of the outstanding
capital stock of CRS for an aggregate purchase price of $185,576 in cash. CRS is a primary crop insurance MGA based
in Decatur, Illinois with 1,170 agents across 36 states. CRS does not have insurance licenses of its own, but acts solely
as an MGA in that it can produce business for any properly licensed entity on a commission basis. Concurrent with
closing of the transaction, Stratford, a wholly—owned subsidiary of Western World, was granted the required licenses
to write crop insurance in the United States and executed several agreements to transfer the related agriculture book
of business to Stratford.

The CRS acquisition was undertaken to expand the Company’s presence in U.S. primary specialty lines.

On closing, the Company recorded intangible assets totaling $63,921 for distribution channels, trade name and
technology. Distribution channels and trade name were estimated to have finite useful economic lives of ten years on
acquisition and are being amortized on a straight line basis over such period, Technology was estimated to have a finite
useful economic life of two years on acquisition and is being amortized on a straight line basis over such a period.

The purchase price was allocated to the acquired assets and liabilities of CRS based on estimated fair values on
May 1,2017, the date the transaction closed, as detailed below. The Company recognized goodwill of $30,943 primarily
attributable to CRS’ assembled workforce and synergies expected to result upon the integration of CRS and its related
book of business into the Company’s operations. The estimates of fair values for tangible assets acquired and liabilities
assumed were determined by management based on various market and income analyses. The Company estimated the
fair values of intangible assets acquired based on variations of the income and cost approaches. Significant judgment
was required to arrive at these estimates of fair value and changes to assumptions used could have led to materially
different results.

The purchase of CRS was a taxable transaction and as such, goodwill and intangibles recorded at closing will be
deductible for income tax purposes. The Company has recognized and recorded a deferred tax asset of $6,443 which
results from the excess of tax-deductible goodwill over book value goodwill as recognized in the purchase price
allocation.
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The fair value of net assets acquired, including GAAP adjustments, are summarized as follows:

TR Al PTG RS e PRICR . corkguss msvesinnisiontoatbaxron o sioha rent s OF R RV RRETFA S 2SS H AR 5 185,576
Assets acquired

Cash and cash equivalents......ccviiiiiirr e 3 1,653

PR RIS B EIVANE « o coshmierimrasiiasn st s ieionratons s b hanraprariashs 537,383

Prepaid reinsurance premiums . 227,157

e A B B . e Tt s focn el T A P g X s bl 184,216

Tangible assets acquired ..............ccocooiiiiiiiiiiii 950,409

Intangible asset - Distribution channels ..........c.c.o..oocveieeiiniiniereneen, $ 52,898

Intangible asset - Trade NaMe.........cccvviccerre i e 9,568

Intangible asset - TEChNOIOZY .cvvvvvvvicriici et 1,455

Intangible assets acquired.............ccoeveeennee. 63,921

Deferred tax arising on Goodwill 6,443
Liabilities acquired

Reinsurance balances payable. ... 294,201

D AU PRI rcvs cossvsunzviisssninindostas s sbssssias bossin s sssmsact s ssiamides 406,649

e o e I bt et S S R L W i o e ) 42,575

Other liabilities............. 122,715

Liabilities acquired 866,140
Excess purchase price (goodwill) at acquisition.............ocoevvcinninnniininns $ 30,943
Measurement period adjustments B o T st o 1,872
Excess purchase price (goodwill) at December 31, 2017 ........cccocovvvnnan 3 32,815

{a)  During Lhe year ended December 31, 2017, the Company recorded tax related measurement period adjustments of $1,872.

The Company also incurred transaction expenses related to the CRS acquisition of $4,427. Transaction expenses
included legal, financial advisory and audit related services.

For details on the intangible assets acquired, refer to Note 6, “Goodwill and intangible assets.”

Operating results of CRS have been included in the Consolidated Financial Statements from the May 1, 2017
acquisition date. The following selected unaudited information has been provided to present a summary of the results
of CRS that have been included in the Consolidated Financial Statements for the year ended December 31, 2017:

Year Ended December 31,
2

017
Unaudited
Total g erwriting TOVEILIE ... i vsenierbstssur sonrsinse seoiorbivh innn iint s eesHeS i b ban b raer i $ 236,769
Total underwriting deductions $ 183,637
Underwriting income, before general and administrative expenses $ 53,132
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6. Goodwill and intangible assets

The following table presents a reconciliation of the beginning and ending goodwill and intangible assets for the

years ended December 31, 2017 and 2016:

Year Ended December 31, 2017

Intangible Assets
Goodwill With a Finite With an
Life Indefinite Life Total
Balance, beginning of year .........cveeverenninerene, $ 176,365 % 9,344 § 12,325 § 21,669
Ve urd 11 o) 15l SRR R e SR LTRSS 30,943 64,080 — 64,080
ety (L8] 11,17 [o] | SRR SOOI U WS, — (6,183) — (6,183)
Measurement period adjustments...........ccoeee. 1,872 — —
Balance, end of year.......ccovvveien e, $ 209,180 §$ 67,241 $ 12,325 § 79,566
Year Ended December 31, 2016
Intangible Assets
Goodwill With a Finite With an
Life Indefinite Life Total
Balance, beginning of year .........ccccocvomeeasiereniens $ 176,365 § 10,849 § 12,325 % 23,174
AMBIHAAHON, oottt i A B s — (1,505) — (1,505)
Balance, end of year........coooeveivcesmninesinnnnnenns $ 176,365 § 9,344 § 12,325 $ 21,669

Goodwill relates to the Company’s 2014 acquisition of Western World and 2017 acquisition of CRS.

Intangible assets with a finite life includes the distribution network, technology, trade name and customer
relationships related to the Company’s acquisitions of Western World and CRS. These assets are amortized on a straight-
line basis over a period ranging from two to ten years. Amortization expense associated with these assets for the years

ended December 31, 2017 and 2016 were $6,183 and $1,505, respectively.

Intangible assets with an indefinite life consist of U.S. state licenses that provide a legal right to transact business

indefinitely which were acquired with the Company’s acquisition of Western World.

The Company completed its qualitative and quantitative assessments of goodwill and intangible assets and

concluded that there had been no impairment as at December 31, 2017 and 2016.

15
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The gross carrying value, accumulated amortization and net carrying value of intangible assets by type as at
December 31, 2017 and 2016 were as follows:

December 31, 2017 December 31, 2016
Gross Gross
Carrying Accumulated  Net Carrying Carrying Accumulated  Net Carrying
Value Amortization Value Value Amortization Value
Intangible assets with a
finite life
Trade name and customer
relationships........ccooeeeene $ 21,320 $ (8,505) $ 12,815 § 11,753 § (7,291) $ 4,462
Distribution network ............. 57,549 (5,038) 52,511 4,651 (1,047) 3,604
11T (07 O — 3,938 (2,023) 1,915 2,323 (1,045) 1,278
5 $ 82807 §$ (15,566) $ 67,241 §$ 18,727 §% (9,383) § 9,344
Intangible assets with an
indefinite life
State [ICENSES .....oovvvrveriireriiiens 12,325 n/a 12,325 12,325 n/a 12,325
Folallons i e $§ 12335 n/a $ 12325 & 12325 n/a $ 12,325

The estimated aggregate amortization expense for the Company’s intangible assets with a finite life is as follows:

Estimated remaining
amortization expense

03 L S A P LRy ST, A SRS, MU NS | N R S S P T L SV TER P NTo $ 8,512
D i e AR S T8 P e o T o S O ST R T A 7.911
DUND s svusissosssnninss hos s b 3 ok 444343 4 055 w5 A S0 A3 3378 60 S5 RTLSTA ARETAL 7,319
2172 S IR s KIS B B LA oty gL £.51 1 =3 § et O 0BT et ST BN IR PR, P YU, L 7,319
B s ro gty B A S T Y R o BNV S Dt S v s P A P A E S 7,306
D2 A TN TR s vuroins sovams pavisananss sesmssoinson s i3 4 baassss ahssi 43445455 S0 RETRS AR S04 S EVP0 03 HASSTRE RIS BREIEE 28,874
4 17 | R T PR d el Ml op =L Ll g e e TR o Rt M L R SO A $ 67,241
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7. Investments

The amortized cost (or cost) and fair value of the Company’s investments as at December 31, 2017 and 2016 were
as follows:

December 31, 2017 December 31, 2016
Amortized Cost Amortized Cost
or Cost Fair Value or Cost Fair Value

U.S. government and government agency ............c.... $ 563,480 % 558,885 § 567,215 § 562,856
Non-1.8. government and government agency ......... 154,909 153,635 119,515 118,744
U.S. states, municipalities and political subdivisions 196,755 196,726 266,388 266,484
Agency residential mortgage-backed securities......... 796,612 792,065 526,471 523,455
Non-agency residential mortgage-backed securities . 31,971 31,938 14,309 14,085
B ) T P 1,325,028 1,326,402 1,297,190 1,293,078
NO=UL S SOOI AE v iammevemaviss e vy uis i shvesss s 278,560 278,739 259,734 258.858
Bt K I ORINE csmcvisman ovons v nr s vame snavivais s diaarasivs 450,320 442,951 579,121 570,399
Asset-backed SECUNTIES .....ovivivririiicsirerseeiee e 608,622 609,118 491,987 490,638
Commercial mortgage-backed securities................... 313,217 310,891 331,955 329,568
Total fixed MAUFIGES.......ocovvvvecriercniinrirrens e 4,719,474 4,701,350 4,453,885 4,428,165
Short-term Ivestments ... 165,720 165,720 117,562 117,558
Other investments

Putid of hedpe ToEs. .o mvmmssmismmommsemss o — — 1,457 955
Hedge funds i s 6,955 15,774 11,292 17,381
Private equily investments ... 63,684 78,407 72,814 89,810
Fixed income investment funds ......ccoovivvvvnereiininennn, 172,823 174,081 197,701 197.455
MItUEL RS i mass s s i = - 2,925 5,368
BRI s v siaisininsiinsns sissscssist sanss siassssmisisusiess idisi 57,148 76,896 57,148 90,154
Total other investments...........cccocoveevviierierivvvsenieeinns 300,610 345,158 343,337 401,123
Investments in investment affiliates ™ ................. 61,944 100,137 84,840 100,431
Total INVeStMents. ..o $ 5247,748 § 5312,365 $§ 4,999,624 § 5,047,277

(a)  The Company’s investments in investment affiliates have been treated as equity method investments with the corresponding gains and losses
recorded in income as “fncome (loss) from investment affiliates.”
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(a) Fixed maturity investments

The following table sets forth certain information regarding Standard & Poor’s credit quality ratings (or an
equivalent rating with another recognized rating agency) of the Company’s fixed maturity investments as at
December 31, 2017 and 2016:

December 31, 2017 December 31, 2016
Fair Value % of Total FFair Value % of Total
B doconsin etz et i b s A SRR SR P RS AN § 2,181,720 46.4% $ 1,896,896 42.8%
7 (O S e SR e, VSO 0 =1 o0 S 3 A 0.3 D 325,034 6.9% 383,974 8.7%
868,955 18.5% 804,459 18.2%
739,062 15.7% 642,740 14.5%
Total investment-grade fixed maturities .............. 4,114,771 87.5% 3,728,069 84.2%
BB, cnivemismsiniysdsise o avvsmns s pissamv s i 225,581 4.9% 268,705 6.1%
| A O L W L v 8 g SR Y 237,131 5.0% 177,737 4.0%
T T Ter? 18,217 0.4% 13,371 0.3%
DR st G s s s i 105,650 2.2% 240,283 5.4%
Total non-investment grade fixed maturities........ 586,579 12.5% 700,096 15.8%
Total fixed MATUEIHES ...cvveiireciniireres s eirerneerseisnnns $ 4,701,350 100.0% $ 4,428,165 100.0%

The amortized cost and fair values for the Company’s fixed maturity investments held at December 31, 2017 and
2016 are shown below by contractual maturity. Actual maturity may differ from contractual maturity due to prepayment
rights associated with certain investments.

December 31, 2017 December 31, 2016
Amortized Cost Fair Value Amortized Cost Fair Value
Due in one year or 888 ....cooovvnivinniiveinninnersnnns $ 252423 § 252,004 § 246,428 § 247,766
Due after one year through five years ..........cooccennene. 1,909,721 1,894,156 2,275,658 2,261,056
Due after five years through ten years .........cccooeveen. 554,035 553,608 391,901 388,727
Eltic- after 160 YEatEr v isossmeiies s smssigiom 252,873 257,510 175,176 172,870
2,969,052 2,957,338 3,089,163 3,070,419
Asset-backed and mortgage-backed securities......... 1,750,422 1,744,012 1,364,722 1,357,746
Total fixed MAtUIIES .....oovovvevivievsiii s § 4719474 § 4701350 $ 4,453,885 $ 4,428,165
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(b) Other investments

The following tables set forth certain information regarding the Company’s other investment portfolio as at
December 31, 2017 and 2016:

December 31, 2017

Investments Tnvestments
with withount

redemption redemption Redemption Redemption
Other investments Fair Value restrictions restrictions frequency @ notice period ®
Hedps fids o.ovmvvmanmsasusms 15,774 15,774 -
Private equity investments .............. 78.407 78,407 —_
Fixed income investment funds ...... 174,081 174,081 —
BOUTHER o v v iesdaponssmnvisamsan 76,896 — 76,896 Daily Daily
Total other investments................. $ 345,158 $ 268262 § 76,896

December 31, 2016

Investments Investments
with without

redemption redemption Redemption Redemption
Other investments Fair Value restrictions restrictions frequency * notice period ™
Fund of hedge funds...........ccoevuven $ 955 % 955 § ==
Hedge funds .....cooooeevciiiiiinniiinenin 17,381 17,381 —
Private equity investments ... 89,810 89,810 —
Fixed income investment funds ...... 197,455 197,455 —
Mutual funds .........coceveiiinienaninn, 5,368 — 5,368 Daily Daily
BamifieR i maamimsinmsnsnamaasas 90,154 — 90,154 Daily Daily
Total other investments................. $ 401,123 § 305,601 § 95,522

(a)  The redemption frequency and notice periods only apply to investments without redemption restrictions.

Other investments include investments in shares of Validus Holdings held by the Company, as well as various
funds and pooled investment schemes. These alternative investments employ various investment strategies primarily
involving, but not limited to, investments in collateralized obligations, fixed income securities, private equities,
distressed debt and equity securities. Certain debt-like investments totaling $130,123 (December 31, 2016: $184,749)
are either rated or consist of underlying securities or instruments which carry credit ratings issued by nationally
recognized statistical rating organizations. Other equity-like investments totaling $215,035 (December 31, 2016:
$216,374) are unrated given the nature of their underlying assets, such as private equity investments, and as such do
not carry credit ratings.

Certain securities included in other investments are subject to redemption restrictions. Distributions from these
funds will be received as the underlying investments of the funds are liquidated. Currently, it is not known to the
Company when these underlying assets will be sold by their investment managers; however, il is estimated that the
majority of the underlying assets of the investments will liquidate over five to ten-year periods from inception of the
funds. In addition, one of the fixed income investment funds with a fair value of $130,123 (December 31, 2016:
$184,749), has various lock-up periods of approximately two years or less as at December 31, 2017 and may also
impose a redemption gate. A lock-up period refers to the initial amount of time an investor is contractually required to
remain invested before having the ability to redeem. Typically, the imposition of a gate delays a portion of the requested
redemption, with the remaining portion settled in cash shortly after the redemption date.
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The Company’s maximum exposure to any of its other investments is limited to the invested amounts and any
remaining capital commitments. Refer to Note 20, “Commitments and contingencies,” for further details. As at
December 31, 2017, the Company does not have any plans to sell any of the other investments listed above.

(¢) Investments in investment affiliates

Included in the Company’s investment portfolio as at December 31, 2017 are investments in Aquiline Financial
Services Fund Il L.P. (“Aquiline IT), Aquiline Financial Services Fund I11 L.P. (“Aquiline I1I"), Aquiline Technology
Growth Fund L.P. (“Aquiline Tech™) and Aquiline Armour Co-Invest L.P. (“Aquiline Armour”),

Aquiline 11

On December 20, 2011, the Company entered into an Assignment and Assumption Agreement (the “Agreement”)
with Aquiline Capital Partners LLC, a Delaware limited liability company (the “Assignor”)and Aquiline Capital Partners
11 GP (Offshore) Ltd., a Cayman Islands company limited by shares (the “Aquiline 11 General Partner”) pursuant to
which the Company has assumed 100% of the Assignor’s interest in Aquiline Financial Services Fund Il L.P. (the
“Aquiline Il Partnership™) representing a total capital commitment of $50,000 (the “Aquiline I1 Commitment”), as a
limited partner in the Partnership (the “Transferred Interest”). The Transferred Interest is governed by the terms of an
Amended and Restated Exempted Limited Partnership Agreement of the Fund.

On October 2, 2014, the Company assumed an additional investment in the Aquiline II Partnership as part of the
Western World acquisition representing a total capital commitment of $10,000. This interest is also governed by the
terms of the Aquiline II Limited Partnership Agreement.

The Aquiline I1 Partnership is a VIE and the Company is not the primary beneficiary. The Company’s investment
in the Aquiline IT Partnership has been treated as an equity method investment. The Aquiline IT Partnership provides a
quarterly capital account statement, with a three month delay in its valuation, which was used as the basis for calculating
the Company’s share of partnership income for the period.

In accordance with the terms of the Agreement, no limited partner has the right to withdraw from the Aquiline I1
Partnership or to withdraw any part of its capital account without prior consent from the Aquiline Il General Partner.
The Company’s maximum exposure to the Aquiline I1 Partnership is limited to the amount invested and any remaining
capital commitment. Refer to Note 20, “Commitiments and contingencies, " for further details.

Aquiline 111

On November 7, 2014, the Company, entered into a Subscription Agreement (the “Subscription Agreement™) with
Aquiline Capital Partners [1I GP (Offshore) Ltd., a Cayman Islands company limited by shares (the “Aquiline ITI General
Partner”) pursuant to which the Company committed and agreed to purchase limited partnership or other comparable
limited liability equity interests (the “Limited Partnership Interests”) in Aquiline Financial Services Fund TIT L.P,, a
Cayman Islands exempted limited partnership (the “Aquiline 111 Partnership”), and/or one or more Alternative
Investment Vehicles and Intermediate Entities (together with the Aquiline II1 Partnership, the “Fund” or the “Entities™)
with a capital commitment (the “Aquiline 11l Commitment™) in an amount equal to $100,000, as a limited partner in
the Aquiline 111 Partnership. The Limited Partnership Interests are governed by the terms of an Amended and Restated
Exempted Limited Partnership Agreement.

The Aquiline III Partnership is a VIE and the Company is not the primary beneficiary. Therefore, the Company’s
investment in the Aquiline 111 Partnership has been treated as an equity method investment. The Aquiline ITI Partnership
provides a quarterly capital account statement, with a three month delay in its valuation, which was used as the basis
for calculating the Company’s share of partnership income for the period.

In accordance with the terms of the Agreement, no limited partner has the right to withdraw from the Aquiline TIT
Partnership or to withdraw any part of its capital account without prior consent from the Aquiline 11T General Partner.
The Company’s maximum exposure to the Aquiline ITI Partnership is limited to the amount invested and any remaining
capital commitment. Refer to Note 20, “Commitments and contingencies, " for further details,
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Aquiline Tech

On March 20, 2017, the Company entered into a Subscription Agreement with Aquiline Technology Growth GP
Lid, (the “Aquiline Tech General Partner”) pursuant to which the Company committed and agreed to purchase limited
partnership or other comparable limited liability equity interests (the “Limited Partnership Interests™) in Aquiline Tech,
a Cayman Islands exempted limited partnership (the “Aquiline Tech Partnership™), with a capital commitment in an
amount equal to $20,000. The limited partnership interests are governed by the terms of an amended and restated
exempted limited partnership agreement.

The Aquiline Tech Partnership is a VIE and the Company is not the primary beneficiary. Therefore, the Company’s
investment in the Aquiline Tech Partnership has been treated as an equity method investment. The Aquiline Tech
Partnership provides a quarterly capital account statement, with a three month delay in its valuation, which was used
as the basis for calculating the Company’s share of partnership income for the period.

In accordance with the terms of the Agreement, no limited partner has the right to withdraw from the Aquiline
Tech Partnership or to withdraw any part of its capital account without prior consent from the Aquiline Tech General
Partner. The Company’s maximum exposure to the Aquiline Tech Partnership is limited to the amount invested and
any remaining capital commitment, Refer to Note 20, “Conunitments and contingencies, " for further details.

Aquiline Armour

On December 22, 2017, the Company entered into a Subscription Agreement with Aquiline Co-Invest I1I GP Litd.,
a Cayman Islands exempted company (the “Aquiline Armour General Partner™) pursuant to which the Company
committed and agreed to purchase limited partnership or other comparable limited liability equity interests in Aquiline
Armour, a Cayman Islands exempted limited partnership (the “Aquiline Armour Partnership”), and/or one or more
Alternative Investment Vehicles and Intermediate Entities (together with the Aquiline Armour Partnership, the “Fund”
or the “Entities™) with a capital commitment (the “Aquiline Armour Commitment™) in an amount equal to $40,340 as
a limited partner in the Aquiline Armour Partnership. As at December 31, 2017, no capital contributions had been made
in relation to this commitment. The Limited Partnership Interests are governed by the terms of an Amended and Restated
Exempted Limited Partnership Agreement dated as of December 22, 2017.

The Aquiline Armour Partnership is a VIE and the Company is not the primary beneficiary. Therefore, the
Company’s investment in the Aquiline Armour Partnership has been treated as an equity method investment, The
Aquiline Armour Partnership provides a quarterly capital account statement, with a three month delay in its valuation,
which was used as the basis for calculating the Company’s share of parinership income for the period.

In accordance with the terms of the Agreement, no limited partner has the right to withdraw from the Aquiline
Armour Partnership or to withdraw any part of its capital account without prior consent from the Aquiline Armour
General Partner. The Company’s maximum exposure to the Aquiline Armour Partnership is limited to the amount
invested and any remaining capital commitment. Refer to Note 20, “Commifments and contingencies,” for further
details.

The following table presents a reconciliation of the Company’s beginning and ending investments in investment
affiliates for the years ended December 31, 2017 and 2016:

Years Ended December 31,

2017 2016
Investment affiliates, beginning of Year ..., $ 100,431 § 87,673
Net capital (distributions) contributions (22,304) 14,841
Income (loss) from investment affiliates 22,010 (2,083)
Inwestraent AR, BId OF YL L oo sttt f it sy p s P 100,137 $ 100,431
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The following tables present the Company’s investments

December 31, 2016:

in the partnerships as at December 31, 2017 and

December 31, 2017
Tnvestment Volting Equity Carrying
at cost ownership % Ownership % Value
Aqitting I conveserapmmnennsaiaaim $ 33,349 —% 8.1% $ 51,914
Al Ml snimsansninien aimasams 24,737 —% 9.0% 44,733
Aduling Teeh: rimmesmeinmumiensns 3,858 —% 10.6% 3.490
Total investments in investment affiliates...... $ 61,944 $ 100,137
December 31, 2016
Investment Voting Equity Carrying
at cost ownership % Ownership % Value
20 1 1 N N R e o W | T S $ 46,871 —% 8.1% $ 61,999
7= 1141 L B ST~ (80 = T el 37,969 —% 9.0% 38,432
Total investments in investment affiliates...... $ 84,840 $ 100,431

(d) Net investment income

Net investment income was derived from the following sources:

Years Ended December 31,

Fixed maturities and short-term investments

Other investments

Cash and cash equivalents
Dividends from equities ...

Securities lending income

Total Eross I StIEI ITEOMACE i wiviosivinssimivpisior mississsssisninsisssststanpant ssinasonsins

Investment expenses

Total net investment iNCOME............c.oovvvivinnivieriieienin

2017 2016
.................................................... 112,898 § 103,674
27,630 26,595
2,433 2,548
2,491 2,294
25 55
145,477 135,166
................................... (7,769) (7,334)
................................... 3 137,708 § 127,832

Net investment income from other investments includes distributed and undistributed net income from certain

fixed income investment funds.

(e) Net realized and change in net unrealized gains (losses) on investments

The following represents an analysis of net realized and change in net unrealized gains (losses) on investments:

Years Ended December 31,

2017 2016
Grosg TEalZed FAINE o s s s s b T R s $ 21,961 § 12,549
oSSR IGEREE i semisin sisbes s R T SR SRR RS R RS (15,382) (6,634)
Net realized gains on iMVESIMENtS ..., 6,579 5,915
Change in net unrealized (losses) gains on investments ..o, (6,426) 28,382
Total net realized and change in net unrealized gains on investments._...... $ 153 % 34,297
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(f) Pledged investments

As at December 31, 2017, the Company had $1,750,616 (December 31, 2016: $1,532,919) of cash and cash
equivalents, short-term investments and fixed maturity investments that were pledged during the normal course of
business. Of those, $1,734,975 were held in trust (December 31, 2016: $1,519,362). Pledged assets are generally for
the benefit of the Company’s cedants and policyholders and to facilitate the accreditation of the Company and its
operating subsidiary, Validus Reinsurance (Switzerland) Ltd. (“Validus Re Swiss™), as alien (re)insurers by certain
regulators,

In addition, the Company has pledged cash and investments as collateral under the Company’s credit facilities in
the amount of $576,864 (December 31, 2016: $422,152). For further details on the credit facilities, refer to Note 17
“Debt and financing arrangements.”

(g) Securities lending

The Company participates in a securities lending program whereby certain securities from its portfolio are loaned
to third parties for short periods of time through a lending agent. The Company retains all economic interest in the
securities it lends and receives a fee from the borrower for the temporary use of the securities. Collateral in the form
of cash, government securities and letters of credit is required at a rate of 102% of the market value of the loaned
securities and is held by a third party.

8. Fair value measurements
(a) Classification within the fair value hierarchy

Fair value is defined as the price to sell an asset or transfer a liability in an orderly transaction between market
participants. Under U.S. GAAP, a company must determine the appropriate level in the fair value hierarchy for each
fair value measurement. The fair value hierarchy prioritizes the inputs, which refer broadly to assumptions market
participants would use in pricing an asset or liability, into three levels. It gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities and the lowest priority to unobservable inputs. The level in the
fair value hierarchy within which a fair value measurement in its entirety falls is determined based on the lowest level
input that is significant to the fair value measurement in its entirety.

The three levels of the fair value hierarchy are described below:

Level 1 - Fair values are measured based on unadjusted quoted prices in active markets for identical assets or
liabilities that we have the ability to access.

Level 2 - Fair values are measured based on quoted prices in active markets for similar assets or liabilities,
quoted prices for identical assets or liabilities in inactive markets, or for which significant inputs are observable
(e.g., interest rates, yield curves, prepayment speeds, default rates, loss severities, etc.) or can be corroborated
by observable market data.

Level 3 - Fair values are measured based on unobservable inputs that reflect the Company’s own judgments
about assumptions where there is little, if any, market activity for that asset or liability that market participants
might vse.

The availability of observable inputs can vary from financial instrument to financial instrument and is atfected
by a wide variety of factors including, for example, the type of financial instrument, whether the financial instrument
is new and not yet established in the marketplace, and other characteristics particular to the instrument. To the extent
that valuation is based on models or inputs that are less observable or unobservable in the market, the determination
of fair value requires significantly more judgment.

Accordingly, the degree of judgment exercised by management in determining fair value is greatest for instruments
categorized in Level 3. In periods of market dislocation, the observability of prices and inputs may be reduced for many
instruments. This may lead the Company to change the selection of the valuation technique (for example, from market
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to cash flow approach) or to use multiple valuation techniques to estimate the fair value of a financial instrument. These
circumstances could cause an instrument to be reclassified between levels within the fair value hierarchy.

At December 31, 2017, the Company’s investments were allocated between Levels 1, 2 and 3 as follows:

Fair value
hased on NAV

practical
Level 1 Level 2 Level 3 expedient @ Total

U.S. government and government agency. $ — § 558885 § — % — § 558,885
Non-U.S. government and government

FELT) o S o XN SO IR oo — 153,635 — — 153,635
U.S. states, municipalities and political

SUBTIVISIONS ovsircvmpsisrimsiosisssiosmiios g 196,726 — — 196,726
Agency residential mortgage-backed

BEOUFTHES .o it LT — 792,065 = 792,065
Non-agency residential mortgage-backed

TR e s S st T s -— 31,938 — — 31,938
LEES e (17715 SR o e o — 1,326,402 — — 1,326,402
Non-U.S. corporate........ccoevenriinieinininins — 278,739 e 278,739
BANGIHANE e ol il i it et — 232,886 210,065 — 442951
Asset-backed securities — 505,305 103,813 — 609,118
Commercial mortgage-backed securities .. == 310,891 — — 310,891
Total fixed maturities ........c..ococvvvevreerean, — 4,387.472 313,878 — 4,701,350
Short-term investments.............ccccccueeeie. 134,562 31,158 — — 165,720
Other investments
Fund of hedge funds ..........coooiviiiininnn, — e — —
Hedoe TUNES, . conmion i iiniatmisstn — - 15,774 15,774
Private equity investments........ccoeveveennes — — 78,407 78,407
Fixed income investment funds................. — 13,351 17,404 143,326 174,081
Mutual funds....cocooveeiviiienenecee s — — — — —
U CE  tenmmrisopsinsarsssinm bl s hria skt Tl 76,896 - — — 76,896
Total other investments ...............c.ccoeevenne 76,896 13,351 17,404 237,507 345,158
Investment in investment affiliates ™ ... — — — 100,137
Total iINVeStMENtS .......covceveeeeirensrerrrrens $ 211,458 $4431981 $ 331,282 § 237,507 § 5,312,365

(a)  Inaccordance with ASC lopic 820 “Fair Value Measurements,” investments measured at fair value using the net asset value (“NAV”) per
share (or its equivalent) practical expedient have not been classified in the fair value hierarchy.

(b)  Inaccordance with ASC Topic 825 “Financial Instruments, " the Company’s investments in investment affiliates have not been classified in
the fair value hicrarchy.
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At December 31, 2016, the Company’s investments were allocated between Levels 1, 2 and 3 as follows:

Fair value
based on NAV

practical
Level 1 Level 2 Level 3 expedient Total

U.S. government and government agency . § — § 562,856 § — % — $ 562,856
Non-U.S. government and government

AP EHIOY sousasininssssssarissns ivsticorsss viiasi iesisstitan — 118,744 — — 118,744
U.S. states, municipalities and political

SUbATVISTONS s ciiissimmniisuviviisinmaissss — 266,484 L — 266,484
Agency residential mortgage-backed

T e R 13 (o MR NP O e el e el PO — 523,455 —= — 523,455
Non-agency residential mortgage-backed

BEOUPHIES oo scimmanmsassvavivssswssrerisvsimi — 14,085 - - 14,085
LS. sOTPOatE ot — 1,293,078 — - 1,293,078
Non-U.S. corporate .......cviieiiiiiesininn — 258,858 — - 258,858
Bank l0ans . namunininaseisa —- 323,903 246,496 — 570,399
Asset-backed securities .........cccoociiiiiinnnnns —- 466,707 23,931 s 490,638
Commercial mortgage-backed securities ... = 329,568 —= =5 329,568
Total fixed maturities................ccccevvieins — 4,157,738 270,427 — 4,428,165
Short-term investments............cccoeeeuinn. 105,040 12,518 — — 117,558
Other investments
Fund of hedge funds........cooiiiniieninnns — — — 955 955
Hetog UndBe: o cmimemvsosis semiriimismnisridams — — — 17,381 17,381
Private equity investments ........cccoveiiniene — — — 89,810 89,810
Fixed income investment funds.................. —_ - 12,168 185,287 197,455
Mutual TURAS ..ot saississsn — 5,368 — - 5,368
BUTHBSES, 5 woonensindsamletsensmusnsmrsagios iy dofass 90,154 — — = 90,154
Total other investments.........ccoocvvineinens 90,154 5,368 12,168 293,433 401,123
Investment in investment affiliates ™ ... - — = s 100,431
Total investments.............ccoevveveevieeierinnns $ 195,194 §$ 4,175,624 $ 282,595 § 293,433 § 5,047,277

(a)  Inaccordance with ASC Topic 820 “Fair Value Measurements,” investments measured at fair value using the net asset value (“NAV™) per
share (or its equivalent) practical expedient have not been classified in the fair value hierarchy.

(b)  Inaccordance with ASC Topic 825 “Financial Instruments, " the Company’s investments in investment affiliates have not been classified in
the fair value hierarchy.

At December 31,2017, Level 3 investments totaled $331,282 (December 31, 2016: $282,595), representing 6.2%
(December 31, 2016: 5.6%) of total investments.
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(b) Valuation techniques

There have been no material changes in the Company’s valuation techniques during the period, or periods,
represented by these Consolidated Financial Statements. The following methods and assumptions were used in
estimating the fair value of each class of financial instrument recorded in the Consolidated Balance Sheets.

Fixed maturity investments

In general, valuation of the Company’s fixed maturity investment portfolio is provided by pricing services, such
as index providers and pricing vendors, as well as broker quotations. The pricing vendors provide valuations for a high
volume of liquid securities that are actively traded. For securities that do not trade on an exchange, the pricing services
generally utilize market data and other observable inputs in matrix pricing models to determine month end prices. Prices
are generally verified using third party data, Index providers generally utilize centralized trade reporting networks,
available market makers and statistical techniques.

In general, broker-dealers value securities through their trading desks based on observable inputs. The
methodologies include mapping securities based on trade data, bids or offers, observed spreads, and performance on
newly issued securities. Broker-dealers also determine valuations by observing secondary trading of similar securities.
Prices obtained from broker quotations are considered non-binding, however they are based on observable inputs and
by observing secondary trading of similar securities obtained from active, non-distressed markets. The Company
considers these Level 2 inputs as they are corroborated with other market observable inputs. The techniques generally
used to determine the fair value of the Company’s fixed maturity investments are detailed below by asset class.

U.S. government and govermment agency

U.S. government and government agency securities consist primarily of debt securities issued by the U.S. Treasury
and mortgage pass-through agencies such as the Federal National Mortgage Association, the Federal Home Loan
Mortgage Corporation and the Government National Mortgage Association. Fixed maturity investments included in
U.S. government and government agency securities are primarily priced by pricing services. When evaluating these
securities, the pricing services gather information from market sources and integrate other observations from markets
and sector news. Evaluations are updated by obtaining broker dealer quotes and other market information including
actual trade volumes, when available. The fair value of each security is individually computed using analytical models
which incorporate option adjusted spreads and other daily interest rate data. As the significant inputs used to price these
securities are observable, the fair value of these investments are classified as Level 2.

Non-U.S. governmeni and government agency

Non-U.S. government and government agency securities consist of debt securities issued by non-U.S. governments
and their agencies along with supranational organizations (also known as sovereign debt securities). Securities held in
these sectors are primarily priced by pricing services who employ proprietary discounted cash flow models to value
the securities. Key quantitative inputs for these models are daily observed benchmark curves for treasury, swap and
high issuance credits. The pricing services then apply a credit spread for each security which is developed by in-depth
and real time market analysis. For securities in which trade volume is low, the pricing services utilize data from more
frequently traded securities with similar attributes. These models may also be supplemented by daily market and credit
research for international markets. As the significant inputs used to price these securities are observable, the fair value
of these investments are classified as Level 2.

U.S. states, municipalities and political subdivisions

The Company’s U.S. states, municipalities and political subdivisions portfolio contains debt securities issued by
U.S. domiciled state and municipal entities. These securities are generally priced by independent pricing services using
the techniques described for U.S. government and government agency securities described above. As the significant
inputs used to price these securities are observable, the fair value of these investments are classified as Level 2.
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Agency residential morigage-backed securities

The Company’s agency residential mortgage-backed investments are primarily priced by pricing services using
a mortgage pool specific model which utilizes daily inputs from the active to be announced market which is very liquid,
as well as the U.S. treasury market. The model also utilizes additional information, such as the weighted average
maturity, weighted average coupon and other available pool level data which is provided by the sponsoring agency.
Valuations are also corroborated with daily active market quotes. As the significant inputs used to price these securities
are observable, the fair value of these investments are classified as Level 2.

Non-agency residential mortgage-backed securities

The Company’s non-agency mortgage-backed investments include non-agency prime residential mortgage-
backed fixed maturity investments, The Company has no fixed maturity investments classified as sub-prime held in its
fixed maturity investments portfolio. Securities held in these sectors are primarily priced by pricing services using an
option adjusted spread model or other relevant models, which principally utilize inputs including benchmark yields,
available trade information or broker quotes, and issuer spreads. The pricing services also review collateral prepayment
speeds, loss severity and delinquencies among other collateral performance indicators for the securities valuation, when
applicable. As the significant inputs used to price these securities are observable, the fair value of these investments
are classified as Level 2.

U.S. corporale

U.S. corporate debt securities consist primarily of investment-grade debt of a wide variety of U.S. corporate
issuers and industries. The Company’s corporate fixed maturity investments are primarily priced by pricing services.
When evaluating these securities, the pricing services gather information from market sources regarding the issuer of
the security and obtain credit data, as well as other observations, from markets and sector news. Evaluations are updated
by obtaining broker dealer quotes and other market information including actual trade volumes, when available. The
pricing services also consider the specific terms and conditions of the securities, including any specific features which
may influence risk. In certain instances, securities are individually evaluated using a spread which is added to the U.S.
treasury curve or a security specific swap curve as appropriate. As the significant inputs used to price these securities
are observable, the fair value of these investments are classified as Level 2,

Non-U.S. corporate

Non-U.S. corporate debt securities consist primarily of investment-grade debt of a wide variety of non-U.S.
corporate issuers and industries, The Company’s non-U.S. corporate fixed maturity investments are primarily priced
by pricing services. When evaluating these securities, the pricing services gather information from market sources
regarding the issuer of the security and obtain credit data, as well as other observations, from markets and sector news.
Evaluations are updated by obtaining broker dealer quotes and other market information including actual trade volumes,
when available. The pricing services also consider the specific terms and conditions of the securities, including any
specific features which may influence risk. As the significant inputs used to price these securities are observable, the
fair value of these investments are classified as Level 2.

Bank loans

The Company’s bank loan investments consist primarily of below-investment-grade debt of a wide variety of
corporate issuers and industries. The Company’s bank loans are primarily priced by pricing services. When evaluating
these securities, the pricing services gather information from market sources regarding the issuer of the security and
obtain credit data, as well as other observations, from markets and sector news. Evaluations are updated by obtaining
broker dealer quotes and other market information including actual trade volumes, when available. The pricing services
also consider the specific terms and conditions of the securities, including any specific features which may influence
risk. As the significant inputs used to price these securities are observable, the fair value of these investments are
classified as Level 2.

Also, included in the bank loan portfolio is a collection of loan participations held through an intermediary. A
third party pricing service provides monthly valuation reports for each loan and participation using a combination of
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quotations from loan pricing services, leveraged loan indices or market price quotes obtained directly from the
intermediary. Significant unobservable inputs used to price these securities include credit spreads and default rates;
therefore, the fair value of these investments are classified as Level 3.

Asset-backed securities

Asset backed securities include mostly investment-grade debt securities backed by pools of loans with a variety
of underlying collateral, including automobile loan receivables, student loans, credit card receivables, and collateralized
loan obligations originated by a variety of financial institutions. Securities held in these sectors are primarily priced by
pricing services. The pricing services apply dealer quotes and other available trade information such as bids and offers,
prepayment speeds which may be adjusted for the underlying collateral or current price data, the U.S. treasury curve
and swap curve as well as cash settlement. The pricing services determine the expected cash flows for each security
held in this sector using historical prepayment and default projections for the underlying collateral and current market
data. In addition, a spread is applied to the relevant benchmark and used to discount the cash flows noted above to
determine the fair value of the securities held in this sector. As the significant inputs used to price these securities are
observable, the fair value of these investments are classified as Level 2. Where pricing is unavailable from pricing
services, we obtain non-binding quotes from broker-dealers. This is generally the case when there is a low volume of
trading activity and current transactions are not orderly. Broker-dealer quotes for which significant observable inputs
are unable to be corroborated with market observable information are classified as Level 3.

Commercial morigage-backed securities

Commercial mortgage backed securities are investment-grade debt primarily priced by pricing services, The
pricing services apply dealer quotes and other available trade information such as bids and offers, prepayment speeds
which may be adjusted for the underlying collateral or current price data, the U.S. treasury curve and swap curve as
well as cash settlement. The pricing services determine the expected cash flows for each security held in this sector
using historical prepayment and default projections for the underlying collateral and current market data. In addition,
a spread is applied to the relevant benchmark and used to discount the cash flows noted above to determine the fair
value of the securities held in this sector. As the significant inputs used to price these securities are observable, the fair
value of these investments are classified as Level 2.

Short ferm investments

Short-term investments consist primarily of highly liquid securities, all with maturities of less than one year from
the date of purchase. The fair value of the portfolio is generally determined using amortized cost which approximates
fair value. As the highly liquid money market-type funds are actively traded, the fair value of these investments are
classified as Level 1. To the extent that the remaining securities are not actively traded due to their approaching maturity,
the fair value of these investments are classified as Level 2,

Other investments

Fund of hedge funds

During the year ended December 31, 2017, the Company’s investment in a fund of hedge funds was liquidated.
Prior to liquidation, the fund’s administrator provided a monthly reported NAV with a three month delay in its valuation.
The fund manager provided an estimate of the fund NAV at year end based on the estimated performance provided
from the underlying funds. To determine the reasonableness of the estimated NAV, the Company compared the fund
administrator’s NAV to the fund manager’s estimated NAV that incorporates relevant valuation sources. Prior to
liquidation, the fair value of these investments were measured using the NAV practical expedient and therefore were
not categorized within the fair value hierarchy.

Hedge funds

The hedge fund’s administrator provides quarterly NAVs with a three month delay in valuation. The fair value
of this investment is measured using the NAV practical expedient and therefore has not been categorized within the
fair value hierarchy.
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Private equity invesiments

The private equity funds provide quarterly or semi-annual partnership capital statements with a three or six month
delay which are used as a basis for valuation. These private equity investments vary in investment strategies and are
not actively traded in any open markets. The fair value of these investments are measured using the NAV practical
expedient and therefore have not been categorized within the fair value hierarchy.

Fixed income investment funds

The Company’s investment funds classified as Level 2 consist of a pooled investment fund. The pooled investment
is invested in fixed income securities with high credit ratings and is only open to Lloyd’s Trust Fund participants. The
fair value of units in the investment fund is based on the NAV of the fund and is traded on a daily basis.

Included in investment funds is a residual equity tranche of a structured credit fund valued using a dynamic yield
that calculates an income accrual based on an underlying valuation model with a typical cash flow waterfall
structure. Significant unobservable inputs used to price this fund include default rates and prepayment rates; therefore,
the fair value of the investment fund is classified as Level 3.

The fair value of the Company’s remaining investment funds is based on the NAV of the fund as reported by the
independent fund administrator. The fund’s administrators provide a monthly reported NAV with a one or three month
delay in their valuation. The fair value of these investments are measured using the NAV practical expedient and
therefore have not been categorized within the fair value hierarchy. None of these investments are probable of being
sold at amounts different than their NAVs.

Mutual funds

During the year ended December 31, 2017, the Company’s investment in a mutual fund was liquidated. Prior to
liquidation, the mutual fund consisted of an investment fund which invested in various quoted investments. The fair
value of units in the mutual fund was based on the NAV of the fund as reported by the fund manager. The mutual fund
had daily liquidity which allowed us to redeem our holdings at the applicable NAV in the near term. As such, the
Company had classified this investment as Level 2.

Equities
Equities represent shares of Validus Holdings held by the Company. The fair value of these shares are determined

based on quoted market prices on the New York Stock Exchange and therefore have been classified as Level 1 at
December 31, 2017.

(¢) Level 3 investments
The following table presents a reconciliation of the beginning and ending balances for all investments measured

at fair value on a recurring basis using Level 3 inputs during the years ended December 31, 2017 and 2016:

Year Ended December 31, 2017

Fixed Income

Investment Asset Backed
Bank Loans Funds Securities Total

Level 3 investments, beginning of year ......... $ 246,496 $ 12,168 § 23,931 §$ 282,595

PIECRRARS o i s v S A Oy 84,354 5,236 78,997 168,587

BB ot e S R A G RS — —— (195) (195)

BRI i R RS T A R (118,260) - — (118,260)

Change in net unrealized (losses) gains....... (2,525) — 1,080 (1,445)
Level 3 investments, end of year...........c.c..... $ 210,065 $ 17,404 § 103,813 § 331,282
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Year Ended December 31, 2016

Fixed Income

Investment Asset Backed
Bank Loans Funds Securitics Total
Level 3 investments, beginning of year ......... $ 232,337 § — % — § 232,337
e e L T N AN ar oA 0T T 87,345 12,168 23,896 123,409
NAIBE . e it i (2,389) — — (2,389)
Settlements (69,496) — e (69,496)
Change in net unrealized (losses) gains....... (1,301) — 35 (1,266)
Level 3 investments, end of year.........ccccccoe. $ 246,496 $ 12,168 $ 23,931 § 282,595

There were no transfers into or out of Level 3 during the years ended December 31, 2017 or 2016.
(d) Financial instruments not carried at fair value

ASC Topic 825 “Financial Instruments” is also applicable to disclosures of financial instruments not carried at
fair value, except for certain financial instruments, including insurance contracts and investments in affiliates. The
carrying values of cash and cash equivalents, restricted cash, accrued investiment income, other assets, receivable for
investments sold, balances due to/from affiliates, net payable for investments purchased and accounts payable and
accrued expenses approximated their fair values at December 31, 2017, due to their respective short maturities. As
these financial instruments are not actively traded, their respective fair values are classified within Level 2.

9. Investments in operating affiliates and structured notes receivable from AlphaCat ILS fund
(a) Investments in operating affiliates
AlphaCat sidecars

Beginning on May 25, 2011, the Company joined with other investors in capitalizing a series of reinsurance and
investment entities, referred to as “sidecars,” for the purpose of investing in collateralized reinsurance and retrocessional
contracts. Certain of these sidecars deployed their capital through transactions entered into by AlphaCat Reinsurance
Ltd. (“AlphaCat Re”). Each of these entities returns capital once the risk period expires and all losses have been paid
out. The AlphaCat sidecars are VIEs and the Company is not the primary beneficiary. Therefore, the Company’s
investments in the sidecars have been treated as equity method investments. The Company’s maximum exposure to
any of the sidecars is the amount of capital invested at any given time and any remaining capital commitments. Refer
to Note 20, “Commitments and contingencies, " for further details.

AlphaCat ILS funds

Beginning on December 17,2012, the Company joined with other investors in capitalizing the AlphaCat ILS funds
for the purpose of investing in instruments with returns linked to property catastrophe reinsurance, retrocession and
insurance linked securities (“ILS”) contracts. The AlphaCat ILS funds have varying risk profiles and are categorized
by the maximum permitted portfolio expected loss of the fund. The maximum permitted portfolio expected loss
represents the average annual loss over the set of simulation scenarios divided by the total limit. Lower risk ILS funds
are defined as having a maximum permitted portfolio expected loss of less than 7%, whereas higher risk ILS funds
have a maximum permitted portfolio expected loss of 7% or greater. The AlphaCat ILS funds primarily deploy their
capital through transactions entered into by AlphaCat Re and AlphaCat Master Fund Ltd. The AlphaCat ILS funds are
VIEs and the Company is not the primary beneficiary. Therefore, the Company’s investments in the funds have been
treated as equity method investments.

The Company’s maximum exposure to any of the AlphaCat ILS funds is the amount of capital invested at any
given time and any remaining capital commitments. Refer to Note 20, “"Commitments and contingencies, " for further
details.
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BetaCat ILS finds

The BetaCat ILS funds follow a passive buy-and-hold investment strategy, investing exclusively in catastrophe
bonds (principal-at-risk variable rate notes and other event-linked securities, referred to collectively as “Cat Bonds”)
focused on property and casualty risks and issued under Rule 144A of the Securities Act of 1933, as amended. One of
the funds is a VIE and the Company is not the primary beneficiary, Therefore, the Company’s investment in this fund
has been treated as equity method investment. The remaining fund is a VOE and is consolidated by the Company as it
owns all of the voting equity interests. The Company’s maximum exposure to any of of the BetaCat ILS funds is the
amount of capital invested at any given time.

PaCRe, Ltd

On April 2, 2012, the Company joined with other investors in capitalizing PaCRe, Ltd. (“PaCRe”), a Class 4
Bermuda reinsurer formed for the purpose of writing high excess property catastrophe reinsurance, During 2015,
PaCRe’s Class 4 license was surrendered and it was considered off-risk eflective January 1,2016. During 2016, PaCRe
was liquidated. The Company’s investment in PaCRe was treated as an equity method investment.

The following tables present a reconciliation of the beginning and ending investments in operating affiliates for
the years ended December 31, 2017 and 2016:

Year Ended December 31, 2017
AlphaCat ILS AlphaCat ILS

AlphaCat Funds - Lower  Funds - Higher BetaCat TLS
sidecars Risk Risl Fund Total

Balance, beginning of year................ $ 9,111 § 180,782 § 67.872 § 51,772 § 309,537

Purchase of shatres ...occcccvvvvvevcvinennns — — 15,000 — 15,000

Redemption of shares /

Distributions .......ccccoeeveieivieiieiiien (2,943) (104,897) (18,416) (27.,430) (153,686)

Income (loss) from operating

131] (12T OSSN 79 (3,102) (23,303) 536 (25,790)
Balance, end of year ...........coovvvrevinee $ 6,247 § 72,783 $ 41,153 § 24878 § 145,061

Year Ended December 31, 2016
AlphaCat AlphaCat
AlphaCat ILS Funds - ILS Funds- BetaCat ILS
sidecars Lower Risk  Higher Risk Fund PaCRe Total

Balance, beginning of year................ $ 37,116 % 151,881 § 73,008 $ 61,749 § 392§ 324,146

Purchase of shares......ccccvvvvnviininnns — 20,000 16,136 — — 36,136

Redemption of shares /

Distributions ..o.oeeeeviinarreinieen (28,612) — (28,128) (13,600) (369) (70,709)

Income (loss) from operating

Fib 5 L1 Lo R s o 607 8,901 6,856 3,623 (23) 19,964

Balance, end of year..........occouiinannn, $ 9,011 $ 180,782 % 67,872 § 51,772 § — $ 309,537
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The following table presents the Company’s investments in operating affiliates as at December 31, 2017:

Voting Equity Carrying
Cost ownership % ownership % value
AlphaCat sidetats .« wuncusmusss s misesasi $ 5,367 (a) (b) 5 6,247
AlphaCat ILS Funds - Lower Risk........ T P 52,565 n/a (c) 72,783
AlphaCat ILS Funds - Higher Risk ......ccoocoovvniiiiiiiinnnn, 40,453 n/a (d) 41,153
BetaCat ILS Funds ... 21,686 100.0% 100.0% 24,878
TORAL: o ovecdicnmrnucsisssnr bosniuedh e s pAs S s $ 120,071 $ 145,061

(a)  Voting ownership in the AlphaCat sidecars was 43.7%, 49.0%, 40.9%, 42.3% and 40.0% as at Deecember 31, 2017.
(b)  Equity ownership in the AlphaCat sidecars was 22.3%, 37.9%, 19.7%, 19.6% and 20.0% as at December 31, 2017.
()  Equity ownership in the lower risk AlphaCat [LS funds was 7.4% and 9.5% as at December 31, 2017.

(d)  Equity ownership in the higher risk AlphaCat [LS funds was 10.0% and 5.8% as at December 31, 2017.

The following table presents the Company’s investments in operating affiliates as at December 31, 2016:

Voting Equity Carrying
Cost ownership % ownership % value
AThaCHE SI0SEATS 1 st s s s b 8,315 (a) (b) $ 9,111
AlphaCat ILS Funds - Lower RisK......ccccvvnniininnninne 132,320 n/a (c) 180,782
AlphaCat ILS Funds - Higher Risk..... 45,956 n/a (d) 67,872
BetaCat Funds ; 46,390 100.0% 100.0% 51,772
Total v amasicas $ 232,981 $ 309,537

(a)  Voting ownership in the AlphaCat sidecars was 43.7%, 49.0%, 40.9%, 42.3% and 40.0% as at December 31, 2016.
(b)  Equity ownership in the AlphaCat sidecars was 22.3%, 37.9%, 19.7%, 19.6% and 20.0% as at December 31, 2016,
(¢)  Equity ownership in the lower risk AlphaCat ILS funds was 7.6%, 18.4% and 9.1% as at December 31,2016

(d)  Equily ownership in the higher risk AlphaCat ILS funds was 14.3% and 8.6% as at December 31, 2016.

(b) Structured notes receivable from AlphaCat ILS fund

During 2017 and 2016, one of the AlphaCat ILS funds (“the Fund”) issued both common shares and structured
notes to the Company in order to capitalize the Fund. The structured notes do not have a stated maturity date since
repayment is dependent on the settlement and income or loss of the underlying transactions. The structured notes rank
senior to the common shares of the Fund and earn an interest rate of 7.0% (2016: 8.0%) per annum, payable on a
cumulative basis in arrears.

The following tables present a reconciliation of the beginning and ending structured notes receivable from the
Fund as at December 31, 2017 and December 31, 2016:

Years Ended December 31,

2017 2016
Structured notes receivable from the Fund, beginning of year § — % ==
Tssuance of structured notes receivable ... 10,000 8,865
Redemptions of structured notes receivable.......oiiiiicn e, = (8,865)
Structured notes receivable from the Fund, end of year.........cccoovneniinniiniiinnnn, $ 10,000 $§ —

The income from the structured notes for the year ended December 31, 2017 was $641 (2016: $615).
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10. Derivative instruments
(a) Derivatives not designated as hedging instruments

The following tables summarize information on the classification and amount of the fair value of derivatives not
designated as hedging instruments within the Company’s Consolidated Balance Sheets as at December 31, 2017 and
2016:

December 31, 2017 December 31, 2016
Derivatives not
designated as Liability Liability
hedging Notional Asset Derivative Derivative at Notional Asset Derivaltive Derivative at
instruments: Exposure at Fair Value Fair Value @ Exposure at Fair Value @ Fair Value @
Foreign currency

forward contracts .  $ 164283 % 1,147 § 803 § 138408 § 430 § 3.366

(a)  Assetand liability derivatives are classified within other assets and accounts payable and acerued expenses, respectively, on the Consolidated
Balance Sheets.

The foreign currency forward contracts are valued on the basis of standard industry valuation models. The inputs
to these models are based on observable market inputs, and as such the fair values of these contracts are classified as
Level 2.

The following table summarizes information on the classification and net impact on earnings, recognized in the
Company’s Consolidated Statements of Income and Comprehensive Income relating to derivatives that were not
designated as hedging instruments during the years ended December 31, 2017 and 2016:

Years Ended December 31,

Derivatives not designated as hedging Classification of gains (losses) recognized in

instruments earnings 2017 2016
Foreign currency forward contracts.............  Foreign exchange losses $ (5.232) § (3.986)
Foreign currency forward contracts.............  Other insurance related income and other income $ 979) $ 142
Interest rate swap contracts @ . ... Net realized gains on investments $ — % 498

(2)  Relates to net realized gains on two interest rate swap contracts which were entered into and terminated during the year ended December 31,
2016 to partially offset the impact of interest rate increases on the Company’s fixed maturity investment portfolio.

(b) Derivatives designated as cash flow hedges

During 2017 the Company designated certain foreign exchange contracts as cash flow hedges of anticipated foreign
currency-denominated sales or purchases.

The following table summarizes information on the classification and amount of the fair value of derivatives
designated as hedging instruments on the Consolidated Balance Sheets as at December 31, 2017:

December 31, 2017

Liability
Notional Asset Derivative Derivative at
Derivatives designated as hedging instruments Exposure at Fair Value Fair Value ®

Foreign currency forward ContractS............ccooevoeevceroees s esesssnsssesienes B 96293 § 1,890 % —

(a)  Asseland liability derivatives are classified within funds withheld on the Consolidated Balance Sheets.
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The foreign currency forward contracts are valued on the basis of Level 2 inputs.

The following table summarizes information on the classification and net impact on earnings, recognized in the
Company’s Consolidated Statements of Income and Comprehensive Income relating to derivatives that were designated
as hedging instruments during the years ended December 31, 2017:

Year Ended December 31,

Foreign eurrency forward contracts 2017

Amount of effective portion recognized in other comprehensive INCOME..........c..oocviioriioeerieeeecceene $ 1,890
g e

Amount of effective portion reclassified to other insurance related income and other income ..

(¢) Balance sheet offsetting
There was no balance sheet offsetting activity as at December 31, 2017 or 2016.

The Company does not provide collateral or financial instruments as security for foreign currency forward contracts.
Our derivative instruments are generally traded under International Swaps and Derivatives Association master
agreements, which establish terms that apply to all transactions. On a periodic basis, the amounts receivable from or
payable to the counterparties are settled in cash.

The Company has not elected to settle multiple transactions with an individual counterparty on a net basis.
11. Premiums receivable and funds withheld

(a) Premiums receivable

Premiums receivable are composed of premiums in the course of collection, net of commissions and brokerage,
and premiums accrued but unbilled, net of commissions and brokerage. It is common practice in the (re)insurance
industry for premiums to be paid on an installment basis, therefore significant amounts will be considered unbilled and
will not become due until a future date, which is typically no later than expiration of the underlying coverage period.
The following is a breakdown of the components of premiums receivable as at December 31, 2017 and 2016:

Year Ended December 31, 2017
Premiums in course Premiums accrued

of colleetion but unbilled Total
Premiums receivable, beginning of year ..... $ 74,881 § 377,616 § 452,497
Change during Year .......c.ccveeiiuisimmisinsimmsaiennne 126,370 75,692 202,062
Premiums receivable, end of year .........cocccovviaiiiiieeinnn b 201,251 $ 453,308 § 654,559

Year Ended December 31,2016

Premiums in course Premiums accrued
of collection buf unbilled Total
Premiums receivable, beginning of year ............coevenvin. $ 63,725 § 317,914 § 381,639
Change during $ear:. ... cooaiaammiie 11,156 59,702 70,858

Premiums receivable, end of year 74,881 § 377,616 § 452,497

(b) Funds withheld

The Company writes certain business on a funds withheld basis. Under these contractual arrangements, the
Company’s cedants withhold premiums due to the Company for the purpose of paying claims. The remaining net funds
will be remitted to the Company after all policies have expired and all claims have been seftled. Funds withheld as at
December 31, 2017 were $1,440,804 (December 31, 2016: $1,502,558).
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12. Reserves for losses and loss expenses

The following table summarizes the Company’s reserve for losses and loss expenses as at December 31, 2017 and
2016:

December 31,2017 December 31, 2016
PR FEREIVER. coshirinh s e i AT s e s S et s $ 1,356,453 §$ 1,133,002
Reserve for losses and 0SS EXPENSes.........ooveeenrcensearessssrasssiesesssssssssenes 9 3,844,292 § 2,738,203

The following table represents an analysis of paid and unpaid losses and loss expenses incurred and a reconciliation
of the beginning and ending unpaid losses and loss expenses for the years ended December 31, 2017 and 2016:

Years Ended December 31,

2017 2016
Reserve for losses and loss expenses, beginning of year..........cccovveveeineen. $ 2,738,203 § 2,763,405
LOSEYeserves TECOMBIABIE (.uisiiniimsininmmiss i st i ivssnssassiianissis (221,963) (128,437)
Net reserves for losses and loss expenses, beginning of year.................. 2,516,240 2,634,968
ot Taserves AEonIEd ™. cu s mnam s R R 23,753 —

Increase (decrease) in net reserves for losses and loss expenses in respect of losses occurring in:

CHMENE VAT cnismnanansiiini ik snmidssssis s s pasiBssditsisiavinsshsuinssiinien 1,837,234 1,233,701

Ty T P P (209,994) (213,456)
Total incurred losses and 108S EXPENSES ...vivvivveriiiiireireersenirsinensssensenns 1,627,240 1,020,245
Foreign exchange 108s (ZaiN) ..ot 48,110 (31,465)
Less net losses and loss expenses paid in respect of losses occurring in:

CUETERL VBAE . o R s s s s S (556,562) (382,585)

PG IR i s R I SN A R Ry kel (730,366) (724,923)
Total Nl PATd OO, it Ve R AR P (1,286,928) (1,107,508)
Net reserve for losses and loss expenses, end of year..........oomiiinicnicnnns 2,928,415 2,516,240
L1085 1eSeiyEs TESOVEIAbIE v vriarsissnmissinsnmisisinssaesisis s iainisimg 915,877 221,963
Reserve for losses and loss expenses, end of year ........cccccocvvcicnininn. 3 3,844,292 § 2,738,203

(a)  FEquals net reserves acquired of $42,575 less net reserves commuted at closing of $18,822.

Incurred losses and loss expenses comprise:

Years Ended December 31,

2017 2016
Gross losses and loss expenses $ 2,599,054 $ 1,144,741
ReANSUIANCE TECOVEIIES o aumiv sty Foissi s ispands i (971,814) (124,496)
Net incurred losses and 0SS EXPENSES.......cuisrsierissivesmrmssismssmissssnsssnismsarss. B 1,627,240 § 1,020,245
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The net favorable development on prior accident years by line of business is as follows:

Line of business

Specialty - Specialty -
Property Short-tail Other Total
Year Ended December 31, 2017 coovviiiiiiiiiniiiieenn $ (60,265) $  (106,341) § (43,388) §  (209,994)
Year Ended December 31, 2016 .coovivviiniiinrinnnns $ (98,957) $ (64,639) $ (49.860) $  (213.,456)

The net favorable development on prior accident years for the years ended December 31, 2017 and 2016 was
primarily driven by favorable development on attritional losses.

Short Duration Contract Disclosures

The Company has disaggregated its information presented in the tables below by line of business. The Company
has presented the below development tables for all accident years shown using exchange rates as at December 31,2017,
All accident years prior to the current year have been presented using the current year exchange rate.

(a) Loss Development Tables

The loss development tables have been produced by line of business for accident years 2012 through to 2017.
The Company determined that it was impracticable to produce IBNR by accident year by lines of business for years
prior to 2012 as the necessary data in original currency was not readily available. In addition, the Company provides
treaty reinsurance products on a global basis for all of its lines of business and does not receive or maintain claims
count information associated with its reserved claims. As such, the Company has determined that it is impracticable to
provide this information.

The net reserves for losses and loss expenses related to the acquisitions of IPC, acquired on September 4, 2009,
and Flagstone, acquired on November 30, 2012, have been incorporated in the reserves for losses and loss expenses
on a prospective basis. IPC and Flagstone were put into run-off as at the acquisition date of each. The prospective
treatment for the acquisition of Flagstone was adopted primarily as a result of the data necessary to produce the loss
development tables by accident year and by lines of business not being migrated over on acquisition as it was not
requested or received and as a result does not exist within the Company’s data systems.

On May 1, 2017, the Company acquired $23,753 of net loss and loss expense reserves in connection with the
CRS acquisition. All of these net reserves acquired, as well as losses and loss expenses incurred and paid by CRS
subsequent to the acquisition and reflected in the tables below, were incurred during accident year 2017.
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Property
Incurred Losses and Loss Expenses, Net of Reinsurance
Years Ended December 31, December 31, 2017
Total of IBNR Reserves Plus
Expected Development on
Accident Year 2012 2013 2014 2015 2016 2017 Reported Losses
< Unandited. >
2012 $ 552395 $ 453,508 § 429047 $ 402,721 § 400,098 $ 398,738 % 22,880
2013 - 323,336 286,281 258,083 246,524 241,765 2,809
2014 - — 296,069 257,104 243,001 239,819 7.350
2015 — — 327,376 259,297 233,113 19,829
2016 — — — 383,611 374,168 72735
2017 — — — — 734,099 254,823
Total m
Cumulative Paid Losses and Loss Expenses, Net of Reinsurance
Years Ended December 31,
Accident Year 2012 2013 2014 2015 2016 2017
& Unandited. >
2012 $ 91385 $§ 227849 § 304237 $ 332,185 § 345526 § 351,990
2013 —_ 46,886 139,763 198,900 219327 227,784
2014 — — 69,233 167,544 205,454 218,990
2015 — — — 59,556 148,790 187,322
2016 — —_ — — 94,990 221 464
2017 —— — = — — 249,150
Total m
Reserves for losses and loss expenses, before 2012, net of reinsurance @ § 129,079
Reserves for losses and loss expenses, net of reinsurance $ 894,081

(a)  Includes reserves for losses and loss expense, net of reinsurance, of $63,115 and $8,854 related to Flagstone and [PC, respectively.
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Specialty - Short-tail

Incurred Losses and Loss Expenses, Net of Reinsurance

Years Ended December 31, December 31, 2017

Total of IBNIRR Reserves Plus
Expected Development on

Accident Year 2012 2013 2014 2015 2016 2017 Reported Losses
< Unauditerd- >
2012 $ 510209 $ 540,842 § 524038 § 507959 $§ 502,571 $ 501,925 § 17,7177
2013 — 517,588 526,814 487,869 475,726 468,482 10,714
2014 — — 534278 488,702 464,053 451,308 18,650
2015 — — — 650,899 638,896 603,099 67,923
2016 — — — — 547467 499,574 77,838
20179 — — — — — 759,658 359,125

Total $ 3,284,046

Cumulative Paid Losses and Loss Expenses, Net of Reinsurance

Years Ended December 31,

Accident Year 2012 2013 2014 2015 2016 2017
< Unaudited >
2012 $ 82,047 $ 279013 § 383,656 § 421,639 § 437616 § 458,817
2013 = 190,333 341,662 390,592 411,743 429,673
2014 — = 161,746 315,747 367.893 384,115
2015 — = — 237,786 380,170 476,868
2016 = — — = 219,698 341,791
2017 @ — - — — == 281,542

Total $ 2,372,806

Reserves for losses and loss expenses, before 2012, net of reinsurance © ¢ 139279

Reserves for losses and loss expenses, net of reinsurance § 1,050,519

(a)  The 2017 accident year includes incurred losses and loss expenses, and cumulative paid losses and loss expenses, net of reinsurance, of
$226,190 and $122,088, respectively, related to CRS.

(b)  Includes reserves for losses and loss expense, net of reinsurance, of $39,416 and $6,686 related to Flagstone and IPC, respectively.
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Specialty - Other

Incurred Losses and Loss Expenses, Net of Reinsurance

Years Ended December 31,

December 31, 2017

Total of IBNR Rescrves Plus
Expected Development on

Accident Year 2012 2013 2014 2015 2016 2017 Reported Losses
< Unaudited 2
2012 $ 216264 $ 197247 § 204291 § 203,835 § 195928 § 192820 § 1,274
2013 -— 235,082 243,870 225,748 209,797 206,516 12,649
2014 — — 342,174 336,283 334,675 337,593 50,919
2015 - — — 276,892 268,347 261,887 70,752
2016 — —_ — — 282,519 260,609 152,545
2017 — — — — — 352,731 299,799
Total $ 1,612,156
Cumulative Paid Losses and Loss Expenses, Net of Reinsurance
Years Ended December 31,
Accident Year 2012 2013 2014 2015 2016 2017
Unaudited- >
2012 $§ 21073 % 5761785 102,127 $ 135135 § 166413 § 176,937
2013 — 13,538 55,833 99,483 137,793 167,023
2014 — — 24,091 96,180 166,648 215,030
2015 - — — 18,384 74,327 125,621
2016 — — — — 17,873 52,863
2017 — — —- — - 16,197
Total § 753,671
Reserves for losses and loss expenses, before 2012, net of reinsurance ' § 64,377
Reserves for losses and loss expenses, net of reinsurance § 922,862

(a)
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(b) Reconciliation of Loss Development Information to the Reserve for Losses and Loss Expenses

The following table reconciles the loss development information to the Company’s reserves for losses and loss
expenses as at December 31, 2017:

December 31, 2017

Reserves for losses and loss expenses, net of reinsurance

PROBBIIY i oo s L v S b RN e S s s : - 894,081
Specialty -~ Short=tail...ccoiininummmmmananminanis y 2% 1,050,519
Speaialty < OMET  ommamammmian i st ginas st i e s s s eais 922,862
Total reserves for losses and loss expenses, net of reinsurance SASSRER AR 2.867.462
Loss reserves recoverable

PP ORI i 5 avin sV s a0 avE S L s Ao O s SV S ANl A s B B R BT 575.042
Speeialty ~ Short{ail . cummnminvmmammsisaaasmsig 270,317
SR ORAIY ~ I dorariisncomssirnsiss s pe o FoA oS 0 W S A S S T A S A SR T 70,518
Total 1055 reserves PeCoOVerabIE. ..o iisiiersiitaiinmnisimieisa siisiinnstaiisissiasisissassnsainiosas 915,877
Unallobated 1088 eXBENEER mr s ards ra s v s s R S S  es e rei v R esiarens 51,734
Provisions for uncollectible reMSUIANEE ... iiiiiirmssrmesiissisisioniasssosisnssss srississ sisbarssissiteiesisbosmisiiniss 8,848
S s s 0 s R T P S U e e e v e iR B 371
Total reserves for 1085es ANd 1058 EXPEISES......coouiiiiiriiieiiiiin s rasssesssssssssssrssesssrnan b 3,844,292

(¢) Historical Loss Duration

The following table summarizes the historic average annual percentage payout of incurred losses by age, net of
reinsurance, as of December 31, 2017:

Average Annual Percentage Payout of Incurred Losses by Age, Net of Reinsurance (Unaundited)

December 31, 2017
Year 1 Year2  Yeard  Yeard  Year5  Year6  Year?7  Year8  Year9  Year 10
PIOHBIIY ot st o asens 26.0% 37.1% 19.0% 7.0%  3.4% 1.6% n/a n/a n/a n/a
Specialty - Short-tail.......... 355% 30.7% 147%  52% 35% 42% A n/a n/a n/a
Specialty - Other 72% 19.1% 21.2% 167% 152%  5.5% nfa n/a n/a n/a
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13. Reinsurance

The Company’s reinsurance balances recoverable at December 31, 2017 and 2016 were as follows:

December 31, 2017 December 31, 2016
Loss reserves recoverable on unpaid:
R A TEROINEE oo i R A e e T A B s AT i $ 158,859 §$ 69,663
EERINTIR: ocusconomscaesdionsoinnshihe disass s s RaRaa ARk 460538 SPANS S S e Ewa S PR AT B 757,018 152,300
Total Ios5 reserves reCoVerable. i nuimnisismin s immpensiiisninie 915,877 221,963

Paid losses tecoVerable ......uaiivimiisiiismsrsessaisssnsssssnnen 55,876 14,085
971,753 $ 236,048

Total reinsurance recoverable

(a) Effects of reinsurance on premiums written and earned

The effects of reinsurance on net premiums written and earned, and on losses and loss expenses for the years ended
December 31, 2017 and 2016 were as follows:

Years Ended December 31,
Premiums writien: 2017 2016

Treaty Reinsurance $ 1,942,044 §$ 2,001,977
1 X VUM O S SN UL P e J 626,249 323,220
B R L o s R T AT RIS (e e o (390,298) (230,147)
Net PrEtITIAE WERTEI ..o iosvinudonivi aesnyeiss b s bisisrasisssssssiniovisesssssione. 2,177,995 § 2,095,050

Years Ended December 31,

Premiums earncd; 2017 2016

Treaty Reinsurance 1,954,958 § 1,930,782
DHEECE Lttt e st s e e O R A S A (T s 885,339 294,376
Bl i e A e T e B i B T L A e A DS D S (561,209) (226,064)
N e U BRI i vt s i s i O G u i AR 0TR $ 2,279,088 $ 1,999,094

Years Ended December 31,

Losses and loss expenses: 2017 2016

b T T T T (o] T oS R P P WO T, 1,802,545 § 950,758

DB 2 A N s A s e T P T s ioa b e A 796,509 193,983

B B s 1 e G N R S A T e S I e E e e e e (971,814) (124,496)
P51 T T ) Oy AT e ORGSR NP A N S 1,627,240 § 1,020,245

41



Validus Reinsurance, Ltd.
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2017 and 2016

(Expressed in thousands of L).S. dollars, except share and per share amounts)

(b) Credit risk

The cession of reinsurance does not legally discharge the Company from its primary liability for the full amount
of the (re)insurance policies it writes, and the Company is required to pay the loss and bear collection risk regarding
reinsurers’ obligations under reinsurance and retrocession agreements, Validus records provisions for uncollectible
reinsurance recoverable when collection becomes unlikely due to the reinsurer’s inability to pay.

To the extent the creditworthiness of the Company’s reinsurers were to deteriorate due to adverse events affecting
the reinsurance industry, such as a large number of major catastrophes, actual uncollectible amounts could be
significantly greater than the Company’s provision. Amounts recoverable from reinsurers are estimated in a manner
consistent with the underlying loss reserves.

The Company evaluates the financial condition of its reinsurers and monitors concentration of credit risk arising
from its exposure to individual reinsurers. The reinsurance program is generally placed with reinsurers whose rating,
at the time of placement, was A- or better as rated by Standard & Poor’s or the equivalent with other rating agencies.
Exposuretoasingle reinsureris also controlled with restrictions dependent onrating. As at December 31,2017,$964,813
or 99.3% (December 31, 2016: $235,623 or 99.8%) of the Company’s reinsurance balances recoverable were either
fully collateralized or recoverable from reinsurers rated A- or better.

Information regarding the Company’s concentration of credit risk arising from its exposure to individual reinsurers
as at December 31, 2017 and 2016 is as follows:

December 31, 2017 December 31, 2016
Reinsurance Reinsurance
Recoverable % of Total Recoverable % of Total
D L O O S IO ot pogisssporasn s diegpisg s mabotsibtangsh $ 865511 89.1% § 226,567 96.0%
Other reinsurers’ balances > $1 million..................... 100,584 10.4% 5,088 2.2%
Other reinsurers’ balances < $1 million........c............ 5,658 0.5% 4,393 1.8%
TEORIL: sicivivicnseismaner is sl mbrmm o mir oA P PR RS S B b 971,753 100.0% $ 236,048 100.0%
December 31, 2017
Reinsurance

Top 10 Reinsurers Rating Recoverable % of Total

Bully'collaferalized PEINSIEYE. io i st T net i et s NR $ 494,724 50.8%
I EH R vt et L A L e S T e T A T R AA- 82,975 8.5%
Federal Crop Insurance Corporation.............coeeenveiieiinisrmnnins (a) 68,745 7.1%
Everest Re A+ 52,056 5.4%
Catar Tasura R ce C M PN . g i i i B st Gl A TP St A 50,160 5.2%
RS O fu s s shmmbomabasss fenkesa B A A RO S B T et s AA- 49,092 5.1%
111 3 4| SR R L UL R L P PR PNy e A 21,978 2.3%
Llovd's-Synditates o senki b bt et S A A+ 20,570 2.1%
B ke i ok as e A B G T S S A S ik L g AA 13,961 1.4%
Manufacturers P&C Limited....i.cviviiseisiinssressrssncissossississsass iassassrasasres A+ 11,250 1.2%
DAL, ctonisnis st bt by s R e TR R N T $ 865511 89.1%

NR: Not rated

(a)  The Company participates in a crop reinsurance program sponsored by the U.S. lederal government. The Company remains obligated for
amounts ceded in the event that its reinsurers or retrocessionaires do not meet their obligations, except for amounts ceded lo the U.S. federal
government in the Insurance segment agriculture line of business.
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December 31, 2016

Reinsurance

Top 10 Reinsurers Rating Recoverable % of Total

Fully-collateralized FEInSULETS ...t crisisnsirs ivinsedbsaisirisyesssirprersss NR $ 119,559 50.6%
B IBE RO iy vwsas soitpapassagnbeos eins abbas ST A S e e A e AA- 58,191 24.7%
IO TR, i il mitmn s et s b B SA N D G AR T s e A- 10,343 4.4%
I CI R s s c st e s SRR R DA I . St i Ay st 1 ok AA- 8211 3.5%
National Indemnity COMPANY i....oiviosieiasrosismrassismsssisssssssisassssasansisass AA+ 7,582 3.2%
TR cresnisninsas vvos Fasebicss i prion s bedo so b Ramsas Sara o R VAR PR by s e T A+ 7,353 3.1%
H ATV BRI, wuisi s ssssinsiasensssivsisvans ssainssn s s m s e s iR Bl tivs AA- 5,947 2.5%
Alled WOHA RE 1. i s s A 3,942 1.7%
Merrimack Mutual Fire INSUMANCE .....ccccoviiiiniiasisssiisiiimissssissessssssnss A+ 2,868 1.2%
R enaISSEIEE Rl o smianio sy satios bt s ivp s e rt s S AA- 2,571 1.1%
LRttt o S B e D $ 226,567 96.0%

NR: Not rated
14. Share capital
(a) Authorized and issued
The Company’s authorized share capital is 1,000,000 common shares with a par value of $1.00 each,

On October 19, 2005, the Company issued 1,000,000 common shares at a price of $1,000.00 each, Proceeds from
this issuance were $1,000,000.

(b) Capital contributions and distributions

During the year ended December 31, 2017, the Company received capital contributions from and made capital
distributions to Validus Holdings of $250,000 and $115,000, respectively (2016: $100,000 and $290,000, respectively).

(¢) Dividends

The Company paid dividends to Validus Holdings of $111,000 during the year ended December 31, 2017 (2016:
$nil).

15. Stock plans
(a) Long Term Incentive Plan

Validus Holdings’ Amended and Restated 2005 Long Term Incentive Plan (“LTIP”) provides for grants to employees
of options, stock appreciation rights (“SARs”), restricted shares, restricted share units, performance shares, dividend
equivalents or other share-based awards, The total number of shares reserved for issuance under the LTIP are 2,753,292
shares of which 702,305 shares are remaining. The LTIP is administered by the Validus Holdings Compensation
Committee of the Board of Directors. No SARs have been granted to date. The grant date fair value of each award is
established at the fair market value of Validus Holdings’ common shares at the date of grant.

(i) Restricted share awards

Restricted shares granted under the LTIP vest either pro rata or 100% at the end of the required service period and
contain certain restrictions during the vesting period, relating to, among other things, forfeiture in the event of termination
of employment, and transferability. Share compensation expenses of $9,857 were recorded in connection with restricted
share awards for the year ended December 31, 2017 (2016: $9,814). The expenses represent the proportionate accrual
of the fair value of each grant based on the remaining vesting period.
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Activity with respect to unvested restricted share awards for the years ended December 31, 2017 and 2016 was as
follows:

Years Ended December 31,

2017 2016
Weighted Weighted
Average Average
Restricted Grant Date Restricted Grant Date
Share Awards Fair Value Share Awards Fair Value
Restricted share awards outstanding, beginning of
VOAL Lociiairiin st iy P i L R e 670,322 $ 41.80 666,939 $ 39.53
Transferred in due to employee movement .............. 22,035 36.25 17,608 38.09
Restricted share awards outstandmg, begmnmg of
ST TATTERT T L ST g SR S S D PR N 692,357 § 41.62 684,547 $ 39.49
RATE b ros i A I s AT St R b 173,049 52.96 145,406 49.07
R o i T cdl b e A e (277,319) 41.74 (157,662) 38.37
BT OIET i o e R S b A T A — — (1,969) 50.79
Restricted share awards outstanding, end of year........ 588,087 $ 44,90 670,322 § 41.80

At December 31, 2017, there were $15,332 (December 31, 2016: $15,783) of total unrecognized share
compensation expenses in respect of restricted share awards that are expected to be recognized over a weighted-average
period of 2.4 years (December 31, 2016: 2.3 years).

(ii) Restricted share units

Restricted share units under the LTIP vest either ratably or 100% at the end of the required service period and
contain certain restrictions during the vesting period, relating to, among other things, forfeiture in the event of termination
of employment, and transferability. Share compensation expenses of $736 were recorded for the year ended
December 31, 2017 (2016: $1,010). The expenses represent the proportionate accrual of the fair value of each grant
based on the remaining vesting period.

Activity with respect to unvested restricted share units for the years ended December 31, 2017 and 2016 was as
follows:

Years Ended December 31,

2017 2016
Weighted Weighted
Average Average
Restricted Grant Date Restricted Grant Date
Share Units Fair Value Share Units Fair Value
Restricted share units outstanding, beginning of year 62,133 § 40.11 104,120 § 38.13
Transferred out due to employee movement ............ — — (39,763) 38.93
Restricted share units outstanding, beginning of year,
anadilstEd . o e L e e 62,133 § 40.11 64,357 § 37.64
Gt s R R S IR S ST 8,052 53.40 12,940 48.69
IR o s B R S L DA (13,168) 41.45 (16,949) 37.16
Issued in lieu of cash dividends..........ccouvviiriincne. 1,675 40.93 1,785 38.84
Restricted share units outstanding, end of year........... 58,692 $§ 41.65 62,133 § 40.11
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At December 31,2017, there were $1,050 (December 31, 2016: $1,342) of total unrecognized share compensation
expenses in respect of restricted share units that are expected to be recognized over a weighted average period of 2.4
years (December 31, 2016: 2.4 years).

(iii) Performance share awards

Performance share awards vest three years after the grant date, with the grant date fair value of each share awarded
recognized evenly over this period. The number of performance shares initially granted is adjusted via “conversion
adjustments” to reflect the compounded growth in the Dividend-Adjusted Book Value per Diluted Share over the three
years. The cumulative compensation expense recognized and unrecognized as at any reporting period date represents
the adjusted estimate of performance shares that will ultimately be awarded, valued at their original grant date fair
values.

Share compensation expenses of $1,053 were recorded for the year ended December 31, 2017 (2016: $793). The
share compensation expenses represent the proportionate accrual of the fair value of each grant based on the remaining
vesting period.

Activity with respect to unvested performance share awards for the years ended December 31, 2017 and 2016 was
as follows:

Years Ended December 31,

2017 2016
Weighted Weighted
Average Average
Performance Grant Date Performance Grant Date
Share Awards Fair Value Share Awards Fair Value
Performance share awards outstanding, beginning of
BRI cvovesisiasaringa b ahmabs s is s eapvepsssstsgonisRasas s naun s s o dn 64,673 $ 45.63 22,762 $ 42.14
A PAIEE b R s s st s e T R % 32,631 53.40 37,637 48.69
NEER i ot i b v e o e G (8,546) 37.33 —= —
Conversion adjustment ........o.ooviieieniiineinieninnnns (4,274) 37.33 4,274 37.33
Performance share awards outstanding, end of year... 84,484 3§ 49.89 64,673 § 45.63

At December 31,2017, there were $2,299 (December 31, 2016: $1,795) of total unrecognized share compensation

expenses in respect of performance share awards that are expected to be recognized over a weighted average period of
2.0 years (December 31, 2016: 2.2 years).

(b) Total share compensation expenses

The breakdown of share compensation expenses by award type was as follows:

Years Ended December 31,

2017 2016
Reatrictet S e AW s LT o S B U s sy i S U i v ot e s 9,857 9,814
RESHFICIET BHATE UNIS s nsmrasstissiins Rism it hess s i svessisem sisar oy vivibs 736 1,010
P O S A TS W BEIE L. v v vuhues b s eiies dand 3 AR P oA AR i A R v 1,053 793
Total share compensation eXPeNSes.........ccccievvevnimiiiei e e $ 11,646 § 11,617

The Company recognized $(213) of associated tax (expense) for the year ended December 31,2017 (2016: benefits
of$1,522). The Company also recognized $1,187 of net windfall taxes during the year ended December 31,2017 (2016:
$569) in relation to share vestings and option exercises.
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16. Retirement and pension plans
(a) Defined benefit plans

Certain senior executives and retired selected key employees of our U.S.-based insurance operations participate
in non qualified, unfunded, defined benefit plans. Benefits for these plans are based on final average earnings, social
security benefits earned at retirement date and years of service.

The assumptions used to determine net periodic pension expense for the years ended December 31,2017 and 2016
are as follows:

Years Ended December 31,
2017 2016

DD TR BT s St sy i op b sa e P e b i 3.75% 3.50%
Inetease in.compensation Jevels Tate ... civiwisimnenssiipniiaa s 5.00% 5.00%

The assumptions used to determine benefit obligations as at December 31, 2017 and 2016 are as follows:

December 31,
2017 2016
16711} 8 i L R e D P U S O RPN ONE 3.50% 4.00%
Increase in compensation EVEls Lot vis s istissoavsassissyosassivsivisssssmssisis 5.00% 5.00%
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The following tables present a reconciliation of the beginning and ending funded status and the net amounts
recognized for the defined benefit plans for the years ended December 31, 2017 and 2016:

Years Ended December 31,
2017 2016

Change in benefit obligation:
Projected benefit obligation, beginning of year ..........ccovvveiiiiinieneniinninnennenns $ 16,979 § 15,722

SOTNICEOIROR & vsusivivirnis s s oA A MR IR T RS Lo s VAP ST 1,005 1,026
1570 50 ML R LY B RRE v A X L e - WS ML Py o 566 594
Keiarial fEame) lOBRET .. .. a i iers v g RS s e v AR (3,719) 1,473
Benefit PayInEmts st it s e (71) (98)
I EITEIE bt sk tre s cub i e T R e b S T e A e (2,805) (1,738)
Projected benefit obligation, end of Year .........ccovivciieiiiiiniiirien, $ 11,955 § 16,979
Change in plan assets
Fair value of plan assets, beginning of year..........coovevvvinevciennncinscicsieenes. — % -
Emplover conttibBUtONS: ..o iannsansministpmsintsimismimsmmoms 2,876 1,836
Bene il PRV oot bb i b i R s i el DB AN e it (71) (98)
BB IR o isrssmransiveaadini et sy G eI R e el (2,805) (1,738)
Fair value of plan assets, end of YEar ...........cccocviiiiiininininniise e — -
Eunded status al/end 6F VEar.. ... oo st isimsemiossadis b (11,955) $ (16,979)
Net amount recognized in accounts payable and accrued expenses ................. $ (11,955) $ (16,979)
Amounts recognized in accumulated other comprehensive income (loss) consist of:
{5 55t 3 Ly VR NG SO TN 1y D WPt LR o P R B C AN h) (4,188) % 226
PR NS VIEOIRE Y. onsresmsitnuansmsiionsnissss s oo Ea s ss i dRaas bond poa A PV TR B85 533 6 6
Nt amoiit FECOBTIZE i it s b easbarrossriviid s e iminisd $ (4,182) § 232
December 31,
2017 2016
Projecied Benei it oblBatIOnN: s umsissimims s wsiase -9 11,955 3 16,979
Accumulated benefit OblIZAtION ........coveriieiicniiennsireiringerssesessesssnsesesaasanssssane $ 10,666 $ 13,480
Fair vahie/of PIRNASSEE, s i siiioris tntisbip s cravobesfissvissiiassorisbasa ebus sy $ =i —

The components of net periodic pension expense for the years ended December 31, 2017 and 2016 are as follows:

Years Ended December 31,

2017 2016
O T TR 2 r L P e e s g mmr s s e it i S $ 1,005 $ 1,026
THEresE CORY o e e P A B R A i S A et s i ng s ek s 0o 566 594
Amortization of PO SEIVICE COBE i ivrimiiresssamssisinsysisssibgnnssiveimmn e grbas ess — (2)
AT O RS A e B8 o s T F s S e A TV s e ms i dhdnrs 158 374
Netprtioli Bl oM - ot e T A e AV B s i 1,729 1,992
AELIEMBNHIONE ..o ouiriod e G LR AT I G T e Ao i ARy 33T 356
Net periodic pension eXPense ............ccuceerrieornsreieiesissieiniesssseeieseesins 9 2266 $ 2,348
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Other changes in plan assets and benefit obligations recognized in other comprehensive income (loss) for the years
ended December 31, 2017 and 2016 are as follows:

Years Ended December 31,

2017 2016

I B Bt B L O S Y s R A T e S R e el R 8 s $ (3,719) § 1,473
AT A O D . N D R oA el s o g O A e s A e (158) (374)
Amorhization of PLOTSEIVIOECOSE /x.i fuirinisisstirmnivir s vy mhaes s sassesiises — 2
et g [T A e R I e T b O T T (537) (356)
Total recognized in other comprehensive (income) loss............cocecvvinennns $ (4,414) % 745
Total recognized in net pension expense and other comprehensive

income (before tax effects) ... $ (2,148) $ 3,093

The estimated amount of net (gain) and prior service cost expected to be amortized from accumulated other
comprehensive (loss) income into net periodic pension expense over the next fiscal year is $(10).

The employer benefit payments/settlements for the year ended December 31, 2017 were $2,876 (2016: $1,836).
As at December 31, 2017, the projected benefits are as follows:

Projected Benefit

Payments
PR i sinaia imins i 53 kAR a 555 S Y S TR TR TR e AR RS VL o RS A 336
ORI woneisonsiovansinivins (05 mw a0 s 153 RN ST Co RV P 0 R S R S A R VA P SRS AN R 2,696
DO coommionsmvans anns st s s s s A R L e sy n e 0 0 o P N oA P N O T PR 66
VD, i iamins s oasi o reie i RS AR AR V3 AL TR0 STy o o e A A s (S oA o AR o 64
T R 4,765
Total benefit payments required...........c.oieiciioi s $ 14,524

(b) Other pension plans

The Company provides pension benefits to eligible employees through various plans which are managed externally
and sponsored by the Company. The Company’s contributions are expensed as incurred. The Company’s expenses for
its defined contribution retirement plans for the year ended December 31, 2017 were $5,192 (2016: $5,310).
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17. Debt and financing arrangements
The Company’s financing structure is comprised of debentures payable along with credit and other facilities.
(a) Junior Subordinated Deferrable Debentures

As part of the acquisition of Flagstone, the Company assumed Junior Subordinated Deferrable Debentures due
2036 and 2037 (respectively, the “Flagstone 2006 Junior Subordinated Deferrable Debentures™ and “Flagstone 2007
Junior Subordinated Deferrable Debentures™). These debentures are redeemable quarterly at par. There were no
redemptions made during the years ended December 31, 2017 and 2016.

The Company’s outstanding debentures as at December 31, 2017 and 2016 were as follows:

December 31, 2017 December 31, 2016
Deferred debentures
Flagstone 2006 Junior Subordinated ............... $ 135,608 § 133,676
Flagstone 2007 Junior Subordinated ............... 113,750 113,750
Total debentures payable..............ccccccovvviininn, $ 249358 §$ 247,426

Future payments of principal of $249,358 on the debentures are all expected fo be after 2022.

The following table summarizes the key terms of the Company’s junior subordinated deferrable debentures:

Interest Interest
Description Issuance date Issued Maturity date Rate payments due

Flagstone 2006 Junior Subordinated
Deferrable Debentures ... August23,2006 $ 135608 September 15,2036 3.540% @ Quarterly
Flagstone 2007 Junior Subordinated
Deferrable Debentures ..................cc.......... June8,2007  $ 100,000 July 30,2037 3.000% Quarterly
Flagstone 2007 Junior Subordinated
Deferrable Debentures ........ooooooeveieireeins September 20,2007 § 25,000  September 15, 2037 3.100% @ Quarlerly

(a)  Tloating interest rate of three-month LIBOR plus amount stated for the Company, reset quarterly.
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(b) Credit and other facilities

The Company’s outstanding credit and other facilities as at December 31,2017 and 2016 were as follows:

December 31, 2017
Cash and
investments
pledged as
Credit facility Commitment  Outstanding ™ Drawn @ collateral
$85,000 syndicated unsecured letter of credit facility $ 85,000 $ — § — 5 ——
$300,000 syndicated secured letter of credit facility.. 300,000 92,979 — 118,188
$24,000 secured bi-lateral letter of credit facility ...... 24,000 5,765 — 22,340
$25,000 IPC bi-lateral facility ........cccoresenreesrenerronenns 25,000 7,754 - —
$236,000 Flagstone bi-lateral facility.......c.cocovuvivinine 236,000 115,680 - 184,569
$65,000 unsecured revolving credit facility ............... 65,000 - — —
$100,000 unsecured revolving credit facility ............. 100,000 -— — -
FHLB seeured ACHItY .ivniiiiiiminiuimniimaimiitsg 484,096 206,000 206,000 251,767
Total credit facilities..........ccccoovvevviiiviinviinen. 3 1,319,096 § 428,178 § 206,000 $ 576,864

(a) Indicates utilization of commitment amount.

(b)  Represents drawn borrowings included in accounts payable and accrued expenses.

December 31, 2016

Cash and

investments

pledged as
Credit facility Commitment Outstanding Drawn collateral
$85,000 syndicated unsecured letter of credit facility $ 85,000 $ — % — 8 —
$300,000 syndicated secured letter of credit facility.. 300,000 121,428 — 157,597
$24,000 secured bi-lateral letter of credit facility ...... 24,000 4,553 — 48,097
$25,000 TPC bi-lateral facility ...........ccrveeiverriernvinenns 25,000 8,807 - —
$236,000 Flagstone bi-lateral facility..........o.ccoceiennes 236,000 156,375 — 216,458
Total credit facilities .............coviviciinvmiiiiiiciiien, $ 670,000 § 291,163 § — § 422)152

(a)  Tndicates utilization of commitment amount.

(b)  Represents drawn borrowings included in accounts payable and acerued expenses.

(i) 385,000 syndicated unsecured letter of credit facility and $300,000 syndicated secured letter of credit

Sfacility

On December 9, 2015, Validus Holdings, the Company and certain designated subsidiaries of Validus Holdings
(the “Account Parties”) entered into a $85,000 five year unsecured facility (the “Five Year Unsecured Facility”) and a
$300,000 five-year secured credit facility (the “Five Year Secured Facility” and together with the Five Year Unsecured
Facility, the “Credit Facilities”). The Credit Facilities provides for letter of credit (“LOC”) and revolving credit
availability for the Account Parties and were provided by a syndicate of commercial banks.

As of December 31, 2017, there were $nil of outstanding LOCs under the Five Year Unsecured Facility
(December 31,2016: $nil) and $92,979 of outstanding LOCs under the Five Year Secured Facility (December 31,2016:
$121,428). As of December 31, 2017, Validus Holdings was in compliance with all covenants and restrictions under

the Credit Facilities.
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(ii) $24,000 secured bi-lateral letter of credif facility

The Company is party to an evergreen secured bi-lateral LOC facility with Citibank Europe plc (the “Secured bi-
lateral LOC facility”). As of December 31, 2017, $5,765 of LOCs were outstanding under the Secured bi-lateral LOC
facility (December 31, 2016: $4,553). The Secured bi-lateral LOC facility has no fixed termination date and as of
December 31,2017, and throughout the reporting periods presented, the Company was in compliance with all covenants
and restrictions under the Secured bi-lateral LOC facility.

(iii) $25,000 IPC bi-lateral facility

The Company assumed an existing evergreen LOC facility through the acquisition of IPC Holdings, Ltd. (the “IPC
bi-lateral facility”). As of December 31, 2017, $7,754 of LOCs were outstanding under the IPC bi-lateral facility
(December 31,2016: $8,807). As of December 31,2017, and throughout the reporting periods presented, the Company
was in compliance with all covenants and restrictions under the IPC bi-lateral facility.

(iv) $236,000 Flagstone bi-lateral facility

As part of the acquisition of Flagstone, the Company assumed an evergreen LOC Master Agreement between
Citibank Europe plc and Flagstone Reassurance Suisse, S.A. (the “Flagstone Bi-Lateral Facility”). As of December 31,
2017,%115,680 of LOCs were outstanding under the Flagstone Bi-Lateral Facility (December 31, 2016: $156,375). As
of December 31, 2017, and throughout the reporting periods presented, the Company was in compliance with all
covenants and restrictions under the Flagstone Bi-Lateral Facility.

(v) 365,000 unsecured revolving credit facility and 3100,000 unsecured revelving credit fucility

On August 7, 2017, Validus Holdings and the Company entered into a $65,000 unsecured revolving credit facility
with Barclays Bank PLC, as the lender (the “Barclays Unsecured Revolving Facility”) expiring August 6, 2018. Loans
underthe Barclays Unsecured Revolving Facility will be available for the general corporate and working capital purposes
of Validus Holdings. Borrowings under the Barclays Unsecured Revolving Facility bear interest at the base rate (the
higher of (i) the prime rate quoted in the Wall Street Journal, (ii) the federal reserve bank effective rate plus 0.50%,
and (iii) the adjusted LIBOR rate plus 1.0%) or the adjusted LIBOR rate applicable to such loans, plus an applicable
rate,

Also on August 7, 2017, Validus Holdings and the Company entered into a $100,000 unsecured revolving credit
facility with HSBC Bank USA, National Association, as the lender (the “HSBC Unsecured Revolving Facility” and
together with the Barclays Unsecured Revolving Facility, the “Barclays and HSBC Unsecured Revolving Credit
Facilities”) expiring December 31, 2019. Loans under the HSBC Unsecured Revolving Facility will be available for
the general corporate and working capital purposes of Validus Holdings. Borrowings under the HSBC Unsecured
Revolving Facility bear interest at the base rate (the higher of (i) the prime rate announced by HSBC Bank USA,
National Association, (ii) the higher of the federal reserve bank effective rate the overnight bank funding rate plus
0.50%, or (iii) the adjusted LIBOR rate plus 1.0%).

As of December 31, 2017, there was $65,000 (December 31, 2016: $nil) of available credit under the Barclays
Unsecured Revolving Facility and $100,000 (December 31, 2016: $nil) of available credit under the HSBC Unsecured
Revolving Facility.

The Barclays and HSBC Unsecured Revolving Credit Facilities contain covenants that include, among other things
(i) the requirement that Validus Holdings initially maintain a minimum level of consolidated net worth of at least
$2,789,131 and, commencing with the end of the fiscal quarter ending September 30, 2017, to be increased quarterly
by an amount equal to 25% of the Company’s consolidated net income (if positive) for such quarter plus 50% of the
aggregate increases in the consolidated shareholders’ equity of Validus Holdings during such fiscal quarter by reason
ofthe issuance and sale of common equity interests of Validus Holdings, including upon any conversion of debt securities
of Validus Holdings into such equity interests, (ii) the requirement that Validus Holdings maintain at all times a
consolidated total debt to consolidated total capital ratio not greater than 0.35:1.00, and (iii) the requirement that the
Company and any certain other material insurance subsidiaries maintain a financial strength rating by A.M. Best of not
less than “B++" (Fair). In addition, the Barclays and HSBC Unsecured Revolving Credit Facilities contain customary
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negative covenants applicable to the Company, including limitations on the ability to pay dividends and other payments
in respect of equity interests at any time that Validus Holdings is otherwise in default with respect to certain provisions
under the respective Credit Facilities, limitations on the ability to incur liens, sell assets, merge or consolidate with
others, enter into transactions with affiliates, and limitations on the ability of its subsidiaries to incur indebtedness. The
Barclays and HSBC Unsecured Revolving Credit Facilities also contain customary affirmative covenants,
representations and warranties and events of default for credit facilities of its type.

As of December 31, 2017, and throughout the reporting periods presented, Validus Holdings and the Company were
in compliance with all covenants and restrictions under the Barclays and HSBC Unsecured Revolving Facilities.

(vi) Federal Home Loan Bank of New York (“FHLB") secured facility

On August 16, 2017, the Company, through its wholly—owned subsidiary Western World, became a member of the
Federal Home Loan Bank of New York (“FHLB”), which provides the Company with access to a secured asset-based
borrowing capacity (the “FHLB Secured Facility™). Loans under the FHLB Secured Facility are available for the
Company’s general corporate and working capital purposes. The Company’s borrowing potential is based on the
financial condition and eligible collateral availability of the Company’s U.S. based insurance subsidiaries. Currently
FHLB limits the borrowing capacity at 30% of each member company’s statutory admitted assets as of the previous
reporting quarter.

As at December 31, 2017, the Company’s maximum borrowing capacity was $484,096, As at December 31, 2017,
the Company’s borrowings under the FHLB Secured Facility totaled $206,000, and had a weighted-average interest
rate associated with them of 1,59%. The FHLB Secured Facility has no fixed termination date.

The Company is required to pledge a minimum level of collateral, including securities pledged as collateral, as
specified in writing by the FHLB in order to maintain its borrowing potential. At December 31, 2017, the Company
had pledged assets of $251,767 as collateral in support of borrowings under the FHLB Secured Facility. As of
December 31,2017, and throughout the reporting periods presented, the Company was in compliance with all covenants
and restrictions under the FHL.B Secured Facility.

(c) Finance expenses

Finance expenses consist of interest on the Junior Subordinated Deferrable Debentures, credit facility fees, bank
and other charges as follows:

Years Ended December 31,

2017 2016
Flagstone 2006 Junior Subordinated Deferrable Debentures..........cccccoecenne $ 6,245 § 5,628
Flagstone 2007 Junior Subordinated Deferrable Debentures.........ocoocovveniee. 4,855 4,279
et e R s e ot e S T B T AT R B T T i 2,014 2,060
Banlk dnd othsr Bharles cor v cnsinaminimaninawiimimmossGisnpsn oraime 1,315 190
Total FANCe CXPONSESE... iz i sar i G AR v sraisess $ 14,429 § 12,157
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18. Income taxes

The Company provides for income taxes based upon amounts reported in the financial statements and the provisions
of currently enacted tax laws. The Company is registered in Bermuda and is subject to Bermuda law with respect to
taxation. Under current Bermuda law, the Company is not taxed on any Bermuda income or capital gains and has
received an undertaking from the Bermuda Minister of Finance that, in the event of any Bermuda income or capital
gains taxes being imposed, the Company will be exempt from such taxes until March 31, 2035.

The Company has subsidiaries and branches with operations in several jurisdictions outside Bermuda, including
but not limited to the U.S., Switzerland and Canada that are subject to relevant taxes in those jurisdictions.

The Company’s income (loss) before income tax for the years ended December 31, 2017 and 2016 was generated
in the following domestic and foreign jurisdictions:

Years Ended December 31,

2017 2016

Domestic

BP0y spanenesseninsiiamss sesmsss Vainasasisaisa i ins Sassssd odsamssaies bR s s e s D 62,947 $ 406,596
Foreign

LB s pusansssiamsnin svncesenannn ok s i N PR S B A ST S B b bR v S RO b (61,746) 3,224

BB AN s ctvnsonusmeme S s S R T T AR 8,989 (1,084)

CTIEIIE oot s ek G N i S8 B S S R S TR S b P s T o 1,251 2,599

L 16,747 26,392
Tota] income before INCOME FAKES ... issmssssitisoismssssissaimssmanisasssamvassaion B 28,188 $ 437,727

Income tax (benefit) expense is composed of both current and deferred tax attributable to U.S. and Non-U.S.
jurisdictions as follows:

Years Ended December 31,

2017 2016
Current income tax (benefit) expense
Total current income tax (benefit) EXPense........vviimemeimee. 9 (3,479) $ 3,240
Deferred income tax (benefit)

TR e it e A ST TR S S Mk et A SIS AT A sl 4750 (2,635) (18,771)
Total deferted iheometak (BEREEIT) cirivimmesnttyimmtottivgs s ivis e duisiomihmdieasiviais $ (6,930) $ (22,258)
Total income tax (benefit)

T Ty Ao AR YOS VR TMM PP AU TYUL LY 7 PR $ (4,924) § (1,560)

d 1 e P ORI DR TR PIVLTLC TPV ST PRpy SEogIes (5,485) (17,458)
Tatal imeamedas (Hefthit v o marmim et sty it iod i B s s v iars $ (10,409) § (19,018)
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The table below is a reconciliation of the actual income tax benefit for the years ended December 31, 2017 and
2016 to the amount computed by applying the effective tax rate of 0% under Bermuda law to income before taxes:

Years Ended December 31,

2017 2016
Expected tax expense at Bermuda statutory rate of 0%........cccooeiviininciinciicien § — 8 —
Foreizntax, tateidHTerettil v, i mmnrmimmesesismns sl sassatsdisasfstssr e sabonss (14,641) 8,940
Changesin VAU ON Al lOWANGE, . v bbby ixsrvs trreiiriisoed ks desiiatesis dasssssabsnmseds (7,997) (37,003)
Tax exempt income and expenses not deductible.......co.oovviiiiiniiiiiiinnon. 792 (443)
Impast of enacted Chanpes MR TAIDS i tunivsrvbiaeiseioisasi i s poissnsd 12,952 8,725
Prioe yerrd BTSRRI o orrde o sl inin s viis yaia ks sl g e i so g (1,612) (2,083)
UEHIBES siusmssemsainsapamsnnssasssasvspatins suaves s e disy oy bau i §oa s g SR T L e eSS 97 2,846

At ineome e Be Rl N . ol A S e i i it i et £ (10,409) $ (19,018)

Deferred tax assets and liabilities primarily represent the tax effect of temporary differences between the carrying
value of assets and liabilities for financial statement purposes and such values as measured by tax laws and regulations
in countries in which the operations are taxable. Deferred tax assets may also represent the tax effect of tax losses
carried forward.

In assessing whether a deferred tax asset can be recovered and assessing the need for a valuation allowance, the
Company considers all positive and negative evidence to determine whether it is more likely than not that the tax benefit
of part or all of a deferred tax asset will be realized. The Company’s framework for assessing the recoverability of
deferred tax assets primarily considers taxable income in prior carryback years when permitted by law, future reversal
of existing taxable temporary differences, available tax planning strategies and the expected occurrence of future taxable
income. The weighting of the positive and negative evidence is commensurate with the extent to which they can be
objectively verified.
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Significant components of the Company’s deferred tax assets and liabilities as at December 31, 2017 and 2016
were as follows:

December 31, December 31,
2017 2016
Deferred income tax assets related to:
T S R TIH IO s s domm ot s s ane s rnaaa g i o ek 8 $ 113,766 % 116,413
i E A e [Tl Y TR g e St ST S e TS 2,611 5,469
55 T G T TR 3R T Ly e L EI AT R e SR ORGP D 1,226 4,501
R e S RSt B DEREE (o i o s e TS b A T T 5:755 2,039
S A I O 55 o VR . s A e i Gt b e o o do s v s S o g 5137 9,938
Trieartied Premiiing reSEIVE i s it s sysiedsaiveassmsimosarssis e ses 8,622 6,647
B S Tk bbb e T S e B e S AN T B T S A A B T e S A ey 2511 5,943
R B s d e L L D L S S s ol b e 4 S o b e B 5,811 3,296
Total gross deferted iNCOMmE VAR GESEES. v iiissiimsiiimi sssssidsisaisuisaishisarsassnisrassasnss 145,439 154,246
LEesr VAl R A o BaE e ey e A S TR TR L s T SR i e e (86,272) (98,062)
Total net deferved iNCoOmMe tAX ASSELS.............vooviiiiveiiiie e e rsssssersestassesrsins $ 59,167 $ 56,184
Deferred income tax liabilities related to:
Teferved ACQUIBTHOICOEER 1 et duiats s G T T i i i s v $ 5962 % 4,633
I A DI sy il s e S s s B A e N e A TR AR 4,230 7,583
Unrealized appreciation on inVESMENIS. .......coimereneniiesisississsssssnssssssesssssensensenes 1,477 3,179
Bropertiesant fReeasSEls. . o it imbsi i e St 2,387 2,593
EXEHBE. ottt it et s Fus somd b i e A s B o L i, ety T b ol e e 2,022 2,640
Total deferred income tax Habilities ..o 16,078 20,628
NetdeferTel AR RBREE: . lo. oo nnits mnisavmimitimsr i b S T ik o sh $ 43,089 § 35,556

As part of the 2017 Tax Act, the U.S. statutory rate was reduced from 35% to 21%. Accordingly, the Company has
re-measured U.S. deferred tax assets and liabilities based on the rate they are expected to reverse at in the future. As a
result of the re-measurement, the Company’s U.S. net deferred tax asset was reduced in 2017 by $12,934.

Additionally, the 2017 Tax Act prescribed a new method of discounting loss reserves for U.S. tax purposes which
requires companies to calculate a revised tax loss reserve adjustment for periods prior to 2018 and then recognize this
change in taxable income ratably over an eight year period. This would result in an increase to the deferred tax asset
related to loss reserves and an equal increase to the deferred tax liability for the future taxable income, resulting in no
impact to the net deferred tax asset as reported above. The new methodology will calculate the discount using a different
index for the calculation than it had in the past. Specifically, it will use a lagging 60 month average of the “High Quality
Corporate Bond Yield Curve.” The legislation did not specify however, the maturity segment to use, and left the
development of the precise methodology and calculation of the factors to the regulatory process. The U.S. Treasury is
expected to publish the discount rates for the new method in time for the filing due date of the 2017 tax return on
October 15, 2018, Since the U.S. Treasury has not yet published the rates and any estimation of them could result in a
materially different adjustment than what the ultimate adjustment will be, the Company has chosen to not include a
provisional amount for the deferred tax asset and liability in regards to the change in discounting methodology because
the Company does not believe we have adequate information to provide a reasonable estimate. The Company will
update its disclosure once the necessary information is available.
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The movement in the deferred tax asset on tax losses carried forward and related valuation allowance from
December 31, 2016 to December 31, 2017 can be explained as follows:

Deferred Tax
Asset on Tax
Losses Carvied Valuation
Forward Allowance
Balanmce, beginning of Henn . oo b smrsssmsosssaionamibadidemsistbmimi it iy 9 116,413 § (98,062)
Movement due to creation of tax losses carried forward...........cooocviviiiriiiiinens 12,490 (2,242)
Movement due to use of tax losses carried forward ............ccoviciivriireniieiineions (8,765) 2,456
Movement due to provision to return adjustments ..., 1,521 (1,521)
Movement due to changes in enacted tax rates ..o (7,292) 3,192
Movement due to change in assessment of deferred tax asset recoverability.... — 9,304
Forfeiture of tax losses carried forward (2,576) 2,576
Bt pn CReNangt . cmicimi s 1,975 (1,975)
Bilanice, SR 0F PBAT .o tmmssastamrssm i st | P 113,766 $ (86,272)

The above movement due to the creation of tax losses carried forward of $12,490 represents the tax benefit on
current year tax losses that can be carried forward in the U.S. The related change in valuation allowance of $2,242
reflects the tax expense for certain U.S. tax losses carried forward where a valuation allowance was provided. The
movement due to the use of tax losses carried forward of $8,765 reflects the impact from the use of tax losses carried
forward in Luxembourg ($6,309), Switzerland ($1,888) and Singapore ($568). The related movement in valuation
allowance of $2,456 represents the tax benefit from the use of tax losses carried forward where a full valuation allowance
was previously provided (Switzerland: $1,888 and Singapore: $568). The movement due to provision to return
adjustments of $1,521 represents prior year adjustments reflecting tax losses carried forward as per tax returns filed.
The change in deferred tax asset of $7,292 and related valuation allowance of $3,192 reflects the impact of enacted
changes in income tax rate, primarily in the U.S. The movement due to the change in assessment of deferred tax asset
recoverability of $9,304 is due to the partial release of valuation allowances which had previously been applied against
deferred tax assets related to carried forward Swiss and Luxembourg tax losses acquired as part of the Flagstone
acquisition.

As at December 31, 2017, the Company believes, after review of all available positive and negative evidence that
it is more likely than not to have sufficient future taxable income to realize a portion of these deferred tax assets. As
such, the Company has recorded a partial release from the previously held valuation allowance resulting in a current
year tax benefit. The tax effect from forfeiture of tax losses carried forward of $2,576 results from the net reduction of
Swiss tax losses association with the application of non-taxable income of Validus Re Swiss” Bermuda Branch in
accordance with Swiss law. The movement in foreign exchange of $1,975 represents the foreign exchange effect on
the deferred tax asset and related valuation allowance for tax losses carried forward in local currency in Switzerland.
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AsatDecember 31,2017, the Company had netoperating and capital losses carried forward, inclusive of cumulative
currency translation adjustments, as follows:

Luxembourg Switzerland United States Singapore Total
2LBZO20 iseivneims st asaimsimsssmiaviiia $ — § 145,669 % — § — § 145,669
ORI iscimrassisiantaimintvieins i = == 52,108 — 52,108
No expiration date.........ccoeeiiennnnnn 276,819 - — 2323 279,142
Tolil i amnmrmersnnannteamss 276,819 145,669 52,108 2,323 476,919
Gross deferred tax asset.................. 72,001 30,590 10,943 232 113,766
Valuation allowance..........cccceevvnn, (53,899) (27,347) (4,794) (232) (86,272)
Net deferred tax asset......c..cooereeienn. $ 18,102 % 3243 § 6,149 § — § 27,494

As of December 31, 2017, there are U.S. alternative minimum tax credit carryforwards of $5,755 which do not
expire.

The valuation allowance as at December 31, 2017 of $86,272 (2016: $98,062) relates to tax losses carried forward
in Luxembourg, Switzerland, Singapore and the U.S. The Company believes it is necessary to maintain a full valuation
allowance against the deferred tax assets related to tax losses carried forward in Singapore and the U.S., outside the
U.S. consolidated group, after review of all available positive and negative evidence, including uncertainty regarding
the ability of the concerned operations to generate future taxable income to utilize the losses carried forward and realize
the deferred tax assets. The weighting of the positive and negative evidence is commensurate with the extent to which
they can be objectively verified.

As mentioned above, partial releases of $9,304 (Luxembourg: $6,061 and Switzerland: $3,243) of the valuation
allowance previously held against a deferred tax asset related to tax losses carried forward was recorded as of December
31, 2017. The Company believes, after review of all positive and negative evidence, it is now more likely than not to
have sufficient future taxable income to realize a portion of these deferred tax assets.

The U.S. consolidated group generated tax losses of $29,281 in 2017. The Company believes it is more likely than
not that the U.S. consolidated group will have sufficient future taxable income to utilize these losses within a reasonable
period of time.

The Company will continue to monitor all available positive and negative evidence, including its expectations for
future taxable income in the relevant jurisdictions, in relation to the recoverability of its existing deferred tax balances.
1f the Company’s positive evidence continues to develop favorably in the foreseeable future, it is possible that further
releases of the valuation allowances related to deferred tax asset balances will occur.

Recognition of the benefit of a given tax position is based upon whether a company determines that it is more
likely than not that a tax position will be sustained upon examination based upon the technical merits of the position.
In evaluating the more-likely-than-not recognition threshold, the Company must presume the tax position will be subject
to examination by a tax authority with full knowledge of all relevant information. If the recognition threshold is met,
then the tax position is measured at the largest amount of benefit that is more than 50% likely of being realized upon
ultimate settlement. As at December 31, 2017 and 2016, the Company had no accrued liabilities for tax, interest and
penalties relating to uncertain tax positions. Interest and penalties related to uncertain tax positions would be recognized
in income tax expense.

The Company has undistributed earnings in several foreign subsidiaries. If such earnings were to be distributed,
as dividends or otherwise, they may be subject to income and withholding taxes. As a general rule, the Company intends
to only distribute earnings that can be distributed in a tax free manner with the exception of a few smaller subsidiaries
where the Company has accrued a withholding tax for such future distributions. In the United States, the Company
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intends to indefinitely reinvest any earnings such that no accrual of potential withholding tax was made. Were the
Company to change its assertion that it would not indefinitely reinvest earnings in its U.S. subsidiaries, the Company
estimates it would need to accrue $878 of withholding tax payable on future distributions.

The Company has open examinations by tax authorities in the U.S. (2013-2016) and Switzerland (2014-2015).
The Company believes that these examinations will be concluded within the next 12 months and currently does not
expect any material adjustments as a result of these audits.

The Company has open tax years that are potentially subject to examination by local tax authorities in the following
major tax jurisdictions: the U.S. (2016-2017), Switzerland (2013-2017) and Canada (2014-2017).

19, Accumulated other comprehensive income

The changes in accumulated other comprehensive income, by component for the years ended December 31, 2017,
and 2016 are as follows:

Year Ended December 31, 2017
Minimum pension

liahility Cash flow hedge Total
Balance, net of tax, beginning of year ...........cccovevrvveenne h) 23 3 — 3 23
Other comprehensive income, net of tax ........c.cooevueee. 2,869 1,890 4,759
Balance, net of tax, end of year..........coooeviveervsiinniniens $ 2,892 § 1,890 §$ 4,782

Year Ended December 31, 2016

Minimum pension liability

Balance, net of tax, beginning of YEar ..........veeemcsismsmssraessrvasenssssssassntarsarses $ 507
Other comprehensive (10ss), Net O 1AX .....ocvcvreviiiiiinii (484)
Balanice, et ol ik, Sl m i BaT . o s iy st e rsmass spasanerymnsh asseebied $ 23
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20. Commitments and contingencies
(a) Concentrations of credit risk

The Company underwrites a significant amount of its reinsurance business through three brokers as set out below.
There is credit risk associated with payments of (re)insurance balances to the Company in regards to these brokers’
ability to fulfill their contractual obligations. These brokerage companies are large and well established, and there are
no indications they are financially distressed. There was no other broker or (re)insured party that accounted for more
than 10% of gross premiums written for the periods mentioned.

The following table shows the percentage of gross premiums written through each of these three brokers for the
years ended December 31,2017 and 2016:

Years Ended December 31,

Broker 2017 2016

Marsh-& Molennan Companien, INC . s 24.3% 29.4%
Aon BenTield Group Lt s mb i s i i@t 12.4% 13.7%
WL LW et s BSOS DIG iy evs v s svsoasissuoaniss sy o4 B bes S VATAL S sh AN BV AaA PN 11.4% 12.8%

(b) Employment agreements

The Company has entered into employment agreements with certain individuals that provide for executive benefits
and severance payments under certain circumstances.

(¢) Operating leases

The Company leases office space and office equipment under operating leases. Total rent expense with respect to
these operating leases forthe year ended December 31,2017 was approximately $5,471 (2016: $3,332). Future minimum
lease commitments are as follows:

December 31, 2017

- o R S A S e e s Ao b O A S AT o A el e e U s s s S T $ 5,811
AU i me ki R R R T s e T s DR 5,498
DO, 1. sissrisniminspivnssitiosdisvstsssss o esa T s s R ATRIa R B 3 oot R T A TS e 5,084
023 A ANEEATION Lt cininrsusaomsniotiniind vk mukahionsss doss s bsiis T ot sovn i S vd satea v sy PR IS g9 34,659
0 11 1 T L B et s (TR P T DLl LT ON 1 SRS T 17 e e RN, $ 59,336

(d) Funds at Lloyd’s

The Company operates in Lloyd’s through a corporate member, Talbot 2002 Underwriting Capital Lid (“T02”),
which is the sole participant in the Syndicate 1183 (the “Talbot Syndicate”). Lloyd’s sets T02’s Economic Capital
Assessment (“ECA™) annually based on the Talbot Syndicate’s business plan, rating environment and reserving
environment together with input arising from Lloyd’s discussions with regulatory and rating agencies, and other parties.
This ECA is satisfied by syndicate net assets determined on a basis consistent with Solvency 11, an EU directive covering
capital adequacy, risk management and regulatory reporting for insurers. Any syndicate net liabilities on a Solvency IT
basis are required to be funded in addition to the ECA. Such additional funds, known as Funds at Lloyd’s (“FAL”),
comprises cash and investments. The Company provided FAL in the amount of $661,600 during the fourth quarter of
2017 (2016: $583,600).
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The amounts which are provided as FAL are not available for distribution to Validus Holdings for the payment of
dividends. T02 may also be required to maintain funds under the control of Lloyd’s in excess of its capital requirement
and such funds also may not be available for distribution to Validus Holdings for the payment of dividends.

(e) Investment affiliate commitments

As discussed in Note 7(c), “Investments in investment affiliates”, the Company has entered into agreements with
the Aquiline IT General Partner, the Aquiline 111 General Partner, the Aquiline Tech General Partner and the Aquiline
Armour General Partner, pursuant to which it assumed total capital commitments at December 31, 2017 of $60,000,
$100,000, $20,000 and $40,340, respectively. The Company’s remaining capital commitments relating to these
agreements at December 31, 2017 was $3,229, $66,285, $16,142 and $40,340, respectively (December 31, 2016:
$2,040, $62,031, $nil and $nil, respectively).

(f) Investments in operating affiliates

At December 31, 2016, the Company had entered into agreements with an AlphaCat ILS fund pursuant to which
it has assumed total capital commitments of $25,000. During 2017, a portion of the Company’s initial investment was
returned and the Company assumed an additional capital commitment of $25,000. The Company’s remaining unfunded
capital commitment to the AlphaCat ILS fund at December 31, 2017 was $25,000 (December 31, 2016: $10,000).

(g) Fixed maturity commitments

At December 31, 2017, the Company had an outstanding commitment to participate in certain secured loan
facilities through participation agreements with an established loan originator. The undrawn amount under the revolver
facility participations as at December 31, 2017 was $22,082 (December 31, 2016: $28,499).

(h) Other investment commitments

At December 31, 2017, the Company had capital commitments in certain other investments of $193,000
(December 31, 2016: $233,000). The Company’s remaining unfunded capital commitment to these investments at
December 31, 2017 was $41,299 (December 31, 2016: $94,598).

(i) Structured settlements

As at December 31, 2017, the Company is contingently liable for the present value of amounts not yet due under
annuities where the claimant is the payee for the amount of $3,203 (December 31, 2016: $3,186).

21, Related party transactions

The transactions listed below are classified as related party transactions as principals and/or directors of each
counterparty are members of Validus Holdings” board of directors.

(a) Aquiline Capital Partners LLC (“Aquiline Capital®)
Group Ark Insurance

Christopher E. Watson, a director of the Company and senior principal of Aquiline Capital, serves as a director of
Group Ark Insurance Holdings Ltd. (“Group Ark™). Prior to August, 2016, Aquiline Capital was also a shareholder of
Group Ark.

Pursuant to reinsurance agreements with a subsidiary of Group Ark, the Company recognized gross premiums
written during the year ended December 31, 2016 of $3,157 with $292 included in premiums receivable at December
31, 2016. The Company also recognized reinsurance premiums ceded during the year ended December 31, 2016 of
$40. The Company recorded $798 of loss reserves recoverable at December 31, 2016 and earned premium adjustments
of $3,115 during the year ended December 31, 2016,
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Wellington

Aquiline Capital are shareholders of Wellington Insurance Company (“Wellington™) and Christopher E. Watson
serves as a director of Wellington,

Pursuant to reinsurance agreements with a subsidiary of Wellington, the Company recognized gross premiums
written during the year ended December 31, 2017 of $4,196 (2016: $2,860) with $211 included in premiums receivable
at December 31, 2017 (December 31, 2016: $666). The Company also recognized premium adjustments during the
year ended December 31, 2017 of $4,377 (2016: $2,603).

Aquiline I, Aquiline I, Aquiline Tech and Aquiline Armour

Jeflrey W. Greenberg and Christopher E. Watson, directors of the Company, serve as managing principal and senior
principal, respectively, of Aquiline Capital. Additional information related to the Company’s investiments in Aquiline
11, 111, Tech and Armour is disclosed in Note 7(c), “Investments in Invesiment Affiliates.”

The Company had, as of December 31, 2017 and December 31, 2016, investments in Aquiline II, ITI, Tech and
Armour with a total value of $100,137 and $100,43 | and outstanding unfunded commitments of $125,996 and $64,071,
respectively. For the year ended December 31, 2017, the Company incurred $2,863 (2016: $2,874) in partnership fees
associated with these investments.

(b) Validus Holdings Entities

Pursuant to reinsurance agreements with Talbot, an affiliate, the Company assumed net premiums earned of
$771,730, incurred losses and loss expenses of $522,242 and policy acquisition costs of $33 1,163 during the year ended
December 31,2017 (2016: $804,952, $437,460 and $337,544, respectively). At December 31, 2017, the Company had
deferred acquisition costs of $90,781, premiums receivable of $39,780 and funds withheld of $1,368,530 under these
agreements (December 31, 2016: $99,055, $40,937 and $1,411,766, respectively). The Company also had outstanding
reserves for losses and loss expenses of $1,150,306, unearned premiums of $464,617, reinsurance balances payable of
$36,130 and accounts payable and accrued expenses of $578 under these agreements al December 31, 2017
(December 31, 2016: $1,056,588, $491,754, $18,012 and 704, respectively).

Pursuant to reinsurance agreements with AlphaCat, an affiliate, the Company ceded net premiums earned of
$98,706, recovered losses and loss expenses of $109,993 and earned commissions of $11,527 (2016: $89,540, $35,544
and $10,733, respectively). At December 31, 2017, the Company had unearned commissions of $2,644, paid losses
recoverable of $24,605, prepaid reinsurance of $20,803 and loss reserves recoverable of $124,099 under these
agreements (December 31, 2016: $1,446, $nil, $12,849, and $41,110). The Company also had reinsurance balances
payable of $40,775 at December 31, 2017 under these agreements (December 31, 2016: $26,497).

AtDecember 31,2017 and 2016, the Company held fixed maturity investments of $60,200 relating to the repurchase
of principal amounts of Validus Holdings’ 2007 Junior Subordinated Deferrable Debentures due 2037, which generated
net investment income of $2,529 during the year ended December 31, 2017 (2016: $2,241). At December 31, 2017,
accrued investment income on this investment was $121 (December 31, 2016: $105).

As discussed in Note 8, “Fair value measurements,” the Company held other investments representing shares of
Validus Holdings with a fair value of $76,896 at December 31, 2017 (December 31, 2016: $90,154), which generated
net investment income of $2,491 during the year ended December 31, 2017 (2016: $2,294). The change in unrealized
losses on this investment were $(13,258) during the year ended December 31, 2017 (2016: gains of $14,290),

(¢) Other

Certain shareholders of the Company and their affiliates, as well as employees of entities associated with directors
and officers may have purchased insurance and/or reinsurance from the Company in the ordinary course of business.
The Company does not believe these transactions to be material.
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22. Statutory and regulatory requirements

The Company has operations which are subject to laws and regulations in the jurisdictions in which they operate,
the most significant of which are Bermuda, the United States and Switzerland.

The Company’s (re)insurance subsidiaries prepare their statutory financial statements in conformity with statutory
accounting practices prescribed or permitted by the applicable local laws and relevant regulatory authority. The statutory
financial statements may vary materially from statements prepared in accordance with U.S. GAAP.

The Company and its subsidiaries are required to maintain certain measures of solvency and liquidity which provide
restrictions on declaring dividends and distributions. Statutory capital and surplus as at December 31, 2017 and 2016
and statutory net income for the years ended December 31, 2017 and 2016 for our (re)insurance subsidiaries based in
our most significant regulatory jurisdictions were as follows:

Statutory Capital and Surplus

Required Actual Statutory Net Income (Loss)
December 31, December 31, Years Ended December 31,
2017 2016 2017 2016 2017 2016
Bermiuda i $ 676930 $ 1,447,018 4,128,051 4244075 % 13,448 § 477,624
United States........coorvvrmvenenenne 120,512 78,342 376,178 416,746 (7.968) 7,795
Switzerland .....oiminaain. 315,000 267,000 846,152 700,776 39,570 30,231

During the year ended December 31,2017, the Company paid dividends and made distributions to Validus Holdings,
Ltd. from the Company of $111,000 and $115,000, respectively (2016: $nil and $290,000).

(a) Bermuda

The Company has three Bermuda-based insurance subsidiaries: Validus Reinsurance (Switzerland) Ltd. (Bermuda
Branch), a Class 4 insurer; IPCRe Limited (“IPCRe”), a Class 3A insurer; and Mont Fort Re Ltd., a Class 3 insurer.
Each of these Bermuda insurance subsidiaries is registered under the Insurance Act 1978 of Bermuda, amendments
thereto and related regulations (the “Insurance Act”). The Company also has investments in two Bermuda based
insurance affiliates which are licensed as Special Purpose Insurers (“SPIs™) under the Insurance Act, AlphaCat Re 2011,
Ltd. and AlphaCat Re 2012, Ltd.

The Company’s Bermuda based insurance subsidiaries are required to maintain minimum statutory capital and
surplus equal to the greater of a minimum solvency margin (*MSM”) and the Enhanced Capital Requirement (“ECR”)
where applicable. The ECR is equal to the higher of the MSM or the Bermuda Solvency Capital Requirement (“BSCR”™)
model or approved internal capital model. The BSCR for the relevant insurers for the year ended December 31, 2017
will not be filed with the Bermuda Monetary Authority (“BMA™) until April 2018. As a result, the required statutory
capital and surplus as at December 31, 2017, of $676,930 is based on the MSM of all relevant insurers, whereas the
required statutory capital and surplus as at December 31, 2016 of $1,447,018 is based primarily on the December 31,
2016 ECR, which exceeded the December 31, 2016 MSM of $732,133.

Actual statutory capital and surplus includes capital held in support of FAL which is not available for distribution
to the Company. For further details refer to Note 20, “Commitments and contingencies. ” Also included in actual statutory
capital and surplus are debentures payable of $249,358 (December 31, 2016: $247,426), which the BMA approved as
other fixed capital during April 2017. At December 31, 2017 and 2016, the actual statutory capital and surplus of the
Bermuda based insurance subsidiaries exceeded the relevant regulatory requirements.

The ability of certain of these insurance subsidiaries to pay dividends to the Company is limited under Bermuda
law and regulations. The Insurance Act provides that each of the Class 3A and 4 Bermuda subsidiaries may not declare
or pay, in any financial year, dividends of more than 25% of its total statutory capital and surplus (as shown on its
statutory balance sheet in relation to the previous financial year) unless it files with the BMA at least seven days prior
to the payment, an affidavit signed by at least two directors and such insurance subsidiary’s principal representative,
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stating that in their opinion such subsidiary will continue to satisfy the required margins following declaration of those
dividends, however, there is no additional requirement for BMA approval.

In addition, before reducing its total statutory capital by 15% or more (as set out in its previous year’s statutory
financial statements) each of the Class 3A and Class 4 Bermuda insurance subsidiaries must make application to the
BMA for permission to do so; such application shall consist of an affidavit signed by at least two directors and such
insurance subsidiary’s principal representative stating that in their opinion the proposed reduction in capital will not
cause such subsidiaries to fail to meet its relevant margins, and such other information as the BMA may require. The
Insurance Act permits each of the Class 3 insurers to declare or pay any dividends during any financial year so long as
it does not cause the insurance subsidiary to fail to meet its relevant margins subject to the restrictions set out herein
and other than in respect of IPCRe. Class 3 insurers, before reducing by 15% or more of its total statutory capital, as
set out in its previous year’s financial statements, are required to apply to the BMA for its approval and provide such
information as the BMA may require.

As at December 31, 2017, the Company has the ability to distribute up to $1,482,231 (December 31, 2016:
$1,506,194) of unrestricted net assets as dividend payments and/or return of capital to Validus Holdings without prior
regulatory approval.

The Company’s primary restrictions on net assets of insurance subsidiaries consist of regulatory requirements
placed upon the regulated insurance subsidiaries to hold minimum amounts of total statutory capital and surplus and
other than the restriction on IPCRe noted above, there were no other material restrictions on net assets in place as of
December 31, 2017.

The Company maintains a branch office in Singapore. As the branch office is not considered a separate entity for
regulatory purposes, the required and actual statutory capital and surplus amount includes amounts, as set out above,
related to the applicable branch office. The branch office is subject to additional minimum capital or asset requirements
in its country of domicile. At December 31, 2017 and 2016, the actual capital and assets for the branch exceeded the
relevant local regulatory requirements.

(b) United States

The Company has three U.S. based insurance subsidiaries domiciled in New Hampshire: Western World Insurance
Company, Tudor Insurance Company and Stratford Insurance Company, which are required to file financial statements
prepared in accordance with statutory accounting practices prescribed or permitted by the New Hampshire State
Insurance Department (“NHSID”).

State insurance laws and regulations prescribe accounting practices for determining statutory net income and
equity for insurance companies. In addition, state regulators may permit statutory accounting practices that differ from
such prescribed practices. The Company’s U.S. based insurance company subsidiaries did not use such permitted
practices.

The Company’s U.S, based insurance company subsidiaries are subject to certain Risk-Based Capital (“RBC™)
requirements as specified by the National Association of Insurance Commissioners. Under those requirements, the
minimum amount of capital and surplus required to be maintained by a property/casualty insurance company is based
on various risk factors. At December 31, 2017 and 2016, the Company’s U.S. based insurance company subsidiaries
met the RBC requirements,

New Hampshire insurance laws limit the amount of dividends Western World may pay to the Company in a 12-
month period without the approval of the NHSID. These limitations are based on the lesser of: (i) a maximum of 10.0%
of prior year end statutory surplus as determined under statutory accounting practices; or (ii) statutory net income, not
including realized capital gains, for the 12-month period ending December 31, next preceding, but shall not include
pro rata distributions of any class of the insurer’s own securities. In determining whether a dividend or distribution is
extraordinary, an insurer may carry forward net income from the previous two calendar years that has not already been
paid out as dividends. This carry-forward is computed by taking the net income from the second and third preceding
calendar years, not including realized capital gains, less dividends paid in the second and immediate preceding calendar

63



Validus Reinsurance, Ltd.
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2017 and 2016

(Expressed in thousands of U.S. dollars, except share and per sharec amounts)

years. As at December 31, 2017, the maximum dividend that may be paid to the Company by its U.S. based insurance
subsidiaries without obtaining prior approval was $nil (December 31, 2016: $490). During the year ended December 31,
2017, our U.S. based insurance subsidiaries paid dividends to the Company of $15,500 (2016: $18,500).

(¢) Switzerland

Validus Re Swiss is a société anonyme headquartered in Zurich, Switzerland. The conduct of reinsurance business
by a company headquartered in Switzerland requires a license granted by the Swiss Financial Market Supervisory
Authority (“FINMA”). Validus Re Swiss maintains a branch office in Bermuda, Validus Reinsurance (Switzerland)
Ltd. (Bermuda Branch), a Class 4 insurer.

Required statutory capital and surplus is based on the Target Capital requirements calculated under the Swiss
Solvency Test (“SST”) and includes both Validus Re Swiss and its Bermuda branch. At December 31, 2017 and 2016,
the actual capital and assets exceeded the relevant local regulatory requirements.

Validus Re Swiss is funded by equity in the form of paid in capital by shares and in share premium. Under Swiss
corporate law as modified by insurance supervisory law, a non-life insurance company is obliged to contribute to
statutory legal reserves a minimum of 20% of any annual profit up to 50% of statutory capital, being paid in share
capital. Validus Re Swiss has been substantially funded by share premium. Share premium can be distributed to
shareholders without being subject to withholding tax. However, the distribution of any special dividend to shareholders
remains subject to the approval of FINMA which considers the maintenance of solvency and the interests of reinsureds
and creditors.

Validus Reinsurance (Switzerland) Ltd. (Bermuda Branch) is exempt from filing an Annual Statutory Financial
Return and Annual Capital and Solvency Return but is subject to the minimum required statutory capital and surplus
requirements for Class 4 insurers and the SST. At December 31, 2017 and 2016, the branch was in compliance with
all relevant regulatory requirements.

23. Subsequent events

The Company has completed its subsequent events evaluation for the period subsequent to the balance sheet date
of December 31, 2017 to April 17, 2018, the date the consolidated financial statements were available to be issued.

Merger Agreement

On January 21, 2018, Validus Holdings entered into a definitive agreement and plan of merger (the “Merger
Agreement”) with AIG. The Merger Agreement provides that, subject to the satisfaction or waiver of certain conditions
set forth therein, Validus Holdings and its related subsidiaries will merge with an existing AIG subsidiary in accordance
with the Bermuda Companies Act (the “Merger”), with Validus Holdings surviving the Merger as a wholly—-owned
subsidiary of AIG.

The Merger is expected to close in mid-2018, subject to the approval of Validus Holdings’ shareholders, regulatory
approvals and other customary closing conditions. The Merger Agreement permits Validus Holdings to pay out regular
quarterly cash dividends not to exceed $0.38 per common share, with its quarterly dividend for the second fiscal quarter
for 2018 to be paid prior to the closing of the Merger even if such closing occurs prior to the regular record or payment
date of such dividend.

Pursuant to the Merger Agreement, immediately prior to the effective time of the Merger, all common shares of
Validus Holdings owned by the Company will automatically be canceled and shall cease to exist and be outstanding,
with no consideration delivered in exchange nor any repayment of capital made in respect thereof, At December 31,
2017, the Company held shares of Validus Holdings which had a fair value of $76,896. Pursuant to the Merger Agreement,
the Company is unable to sell its shares of Validus Holdings prior to the closing of the Merger. As such, either before
or concurrent with the closing of the Merger, the value of the Company’s investment in Validus Holdings will be reduced
to $nil, with a corresponding reduction to shareholder’s equity.
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